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ABSTRACT. In recent years, the advent of electronic commerce has led to the creation of many new
and interesting business models for Internet-based sdlling. In this paper, we will explore avariant of the
typica dynamic pricing mechanism, in which buyers and sdllers actively engage in the price discovery
process, that emphasi zes the power of group buying. Dynamic pricing approaches are used by many well
known Internet-based firms, including firms that offer online auctions such as eBay and Amazon.com. A
group-buying discount is a dynamic pricing mechanism that mimics the general approach of traditional
“discount shopping clubs.” Group buying pricing mechanisms permit buyers to aggregate their
purchasing power and obtain lower prices than they otherwise would be able to get individualy.
However, with the recent closing of Mercata.com, aleading group-buying Web site, and the changein
strategic direction of another market leader, Mobshop.com, the future of group-buying discount business
models in Internet-based sdlling is no longer clear. In this essay, we will: (1) introduce the innovations
associated with group-buying business models in Internet-based selling; (2) characterize the operational
aspects of dynamic pricing mechanisms for group-buying through a discussion of a series of mini-cases
with different firms that are widely recognized as the innovators in this area; (3) assess the quality of their
business models relative to other new business models for Internet-based sdlling; and (4) draw
conclusions about their sustainability in light of competitive forces in the marketplace.
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Group-Buying on the Internet in a Nutshell
“It’ s the ‘we-commerce’ revolution.”

-- Tom Van Horn, founder and CEO of Mercata, and
veteran leader of two prior software ventures with
Paul Allen, the Microsoft co-founder (quoted from
Kane, 1999)

"It'struly like alimit order for stock. Let's say 22 people have
committed to buy a product that needs 50 people to reach the lowest
price tier. Thirteen additiona people may have said they'll only
purchase when it reaches the lowest tier. So only 15 more buyers are
needed to get everyone the lowest price.”

-- Jim Rose, co-founder and CEO of Accompany/
Mobshop (quoted from O’ Brien, 2000)

"The difficulty that Mercata faced was that it wasn't able to capture
gresat discounts and, in fact, the search bots like Ask Jeeves turned up
better prices than Mercata. So for al the effort to be part of the pool,
the reality was you didn't get as good [] prices as other sites.”

-- Andrew Bartles, senior e-commerce anayst, Giga
Information Group (quoted from Sandova and
Kawamoto, 2001)

"[For] an analyst, Mercata was an incredibly neat idea. But for a
consumer it is not so exciting, and the reason is that the deals were not
worth waiting for."

-- Carrie Johnson, online retail anayst, Forrester Research
(quoted from Cook, 2001)

INTRODUCTION

Asachannel that is characterized by convenience, wide product selection, and easy
comparison shopping, the Web has enjoyed tremendous growth in consumer spending in recent
years. Despite the ongoing market shakeout and yet-to-come profits on the retaller side, Forrester
Research, a Cambridge, Massachusetts-based marketing research firm, predicts that U.S.
consumer online spending will be on the rise to $74 billion in 2001, a 64% increase from the $45
billion of 2000 (Scheraga, 2001). Pardldling the proliferation of online consumer spending is the
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emergence of many innovative business models, including dynamic pricing mechanisms.
According San Francisco-based Vernon Keenan, a consultant and publisher of an industry

newsletter called The Keenan Vision (available at www.keenanvision.com), in 2004 some $561

billion worth of transactions will be conducted online via dynamic pricing mechanisms,
accounting for approximately 40% of al online transactions (Andrews, 1999).

Such market mechanisms are what Spulber (1996, 1999) and O’ Hara (1997) refer to as
market microstructure, aterm that is often associated with the operational mechanics of the
financial markets." Andrews (2000) identifies three difference kinds of mechanismsincluding
group-buying models, price-reduction models and traditional auction models. We add to
Andrews' list the non-traditional auction models, including such recent phenomena as reverse
auctions and other “name-your-own-price’ mechanisms.

Table 1. Four Typesof Dynamic Pricing M odels for Internet Marketplaces

MODEL TYPES KEY CONCEPT

Traditiona auctions Apply long-standing concepts associated with real world auctions.
These include: the sSingle-item open-outcry ascending-price English
auction; the single-item openoutcry descending-price Dutch
auctions, the single-item first-price sealed-bid auction; the single-
item second-price sealed-bid Vickrey auction’; the multiple-item,
openoutcry cal market; and the open and closed-bid, double
auctions, in which both buyers and sellers smultaneously update
their bids and offers.

Non-traditiond auctions | Apply variations on the auction approaches mentioned above.
Examples include: reverse auctions, in which buyers either state an
interest in purchasing a saleitem or abundle of items and sellers
indicate their offers; 3-D auctions, in which price-quantity is
supplemented by utility reflecting willingness-to-trade; among
others.

Price-reduction models Enables buyers to obtain lower prices, but only based on a pre-
announced time schedule for price drops from a higher starting
price. Operates without consideration given to the number of
participants in the marketplace. Similar to Dutch auction.

Group-buying models Enable buyers to obtain lower prices, as more people indicate a
willingness to buy from the Internet-based seller’s Web site. There
are two varieties, involving group-buying with afixed time period to
completion of an auction, and group-buying with a fixed price that is
achieved only when enough buyers participate

! More recently, Weber (1998) has referred to market microstructure in the context of Internet-based
electronic marketplaces as market technostructure, implying the range of new possibilities that the Internet
opens up for innovation market mechanism designs.

2 For adescription and comparison of the first four types of traditional auctions, see McAfee and McMillan
(1987).
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The online auctions by eBay (www.ebay.com) and Amazon.com (www.amazon.com) and the

“name-your-own-price” mechanism by Priceline.com (www.priceline.com), are among the most

well-recognized of the dynamic price mechanism brand names. In addition, other less well
known players have appeared, which have used variations on a “ seek-out-a-seller” mechanism.
These include, for example, the Colorado-based Travel Bids (www.travelbids.com) and the

Canadian Mortgage Centre (www.mortgagecentre.com). Still others, such as First Auction

(www firgtauction.com), have found ways to cut the time-to-transaction for time-conscious
bidders, by developing instant auctions and flash auctions call markets of very short 30-minute
duration for consumer goods. At these Web sites, buyers are no longer passive recipients of the
sellers’ asking prices. Instead, they can actively engage in price discovery aong with the sdllers.
Mimicking the generd approach of traditiona “discount shopping clubs,” group-buying
discounts represent a dynamic pricing mechanism that allows consumers to aggregate their
purchasing power and to obtain lower prices than they otherwise would be able to get
individualy. Introduced in 1999, group-buying business models have been employed by quite a
few companies to date, not al of which have been very successful. They include Mercata.com,

Accompany.com (now Mobshop.com, www.mobshop.com), actBIG.com (now Etrana.com,

www.etrana.com), CoShopper.com (www.coshopper.com), C-Tribe.com, DemandLine.com

(www.demandline.com), Let’s Buy It (www.letsbuyit.com), OnlineChoice.com, PointSpeed.com,

SHOP2gether (www.shop2gether.com), VolumeBuy.com (www.volumebuy.com), and

Zwirl.com (www.zwirl.com).® All of the firms are based in the United States, except CoShopper

and Let’s Buy It, which were founded in Norway and Sweden respectively and have operated in
multiple European countries. Among the group-buying Web sites, Mercata and Mobshop have
been widely recognized as the international market leaders (Gambale, 2000c; Olsen, 2000; Van
Horn, 2000; Wimpsett, 2000).

O'Brien (2000) characterizes Internet-based group-buying as one of a number of means of
“cooperative commerce.” Viewed this way, consumers benefit from additiona buyerswho join a
buying group, and, thus, will have an incentive to recruit additional buyers. As aresult, one can
predict that group-buying business models may lower customer acquisition costs for retailers.
They can also smultaneously help manufacturers to offload excess inventories. In addition, they

can aso ddiver lower price benefits to consumers (Rugullies, 2000). However, with the recent

3 The going has been tough among group-buying firms since the third quarter of 2000, as we observe from
their announcements of closure, reorganization and revisionsto their strategy. For example, C-Tribe and
Mercatafailed, Mobshop and SHOP2gether reoriented themsdves from aB2C to aB2B emphasis, Let's
Buy It isreorganizing after bankruptcy, and several of the others (including M obshop) have reoriented
themsel ves towards the licensing and sal e of demand aggregation and group-buying software solutions, in
lieu of operating an electronic marketplace. OnlineChoice.com also recently shut its doors.
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closing of Mercata and the change in strategic direction at Mobshop the future of group-buying
discount business models in Internet-based selling is no longer clear (Clark, 2001; Cook, 2001;
Sandoval and Kawamoto, 2001). We will discuss these at greater length later in this chapter.
The challenges faced by group-buying Web sites come from consumers, competitors, and
suppliers. As group-buying is still a new concept to many consumers, retailers have to develop a
critical mass presence in the marketplace in order to realize a savings and be able to pass them on
to consumers. In a discussion on the recent closure of Mercata, Cook (2001) points out that the
group-buying business modd is too difficult for the general consumer to understand. The author
also argues that the mechanics of group-buying on the Internet also prevent impulse buying, due
to the lengthy periods consumers have to wait until the end of the auction cycles that characterize
group-buying market mechanisms. More importantly, he argues that the transaction volume on
group-buying sites is much smaller than those of the traditional discount stores, which makes it
difficult for group-buying sites to compete with retail giants such as Wa-Mart and Target. This
smdler volume aso makes it unlikely for group-buying sites to secure better wholesale prices
with their suppliers because of the latter’ srisk of losing bigger clients (Tanaka, 1999). Asa
result, with the low prices and nearly instant gratification offered by discount offline and online
retailers, consumers may not wait to see how the final prices turn out on the group-buying sites.*
As apromising business model that has many obstacles to overcome, in retrospect, how
should we understand the efficacy of group-buying discounts on the Internet? With this overal
concern in mind, we address the following four questions in this paper:
0 What are the innovations associated with group-buying business models in Internet-based
«ling?
0 How can we characterize the operational aspects of dynamic pricing mechanisms for
group-buying? To what extent do different firms illustrate the various approaches?
0 What isthe overdl quality of these firms business models relative to other new business
models for Internet-based sdlling?
0 What conclusions can we draw about their competitive sustainability in light of

competitive forces that exist in the marketplace?

* For a perceptive and prescient discussion of the likely shakeout in the group-buying marketplace, the
interested reader should see the occasional columns by the staff writers at Gomez Advisors, including
Margaret Juergens (2000), Mark Gambale (2000a, 2000b and 2000c), and Martin DeBono (2000).
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THE BASICS OF GROUP-BUYING MODELSIN E-COMMERCE

We next discuss group-buying models in Internet-based selling in greater detail. We first
describe the market mechanisms, and then consider the core value proposition that they offer to
their participants.

The Market Mechanisms

Pricing to match buyers and sellers is an important function of a market (Spulber, 1996). In
the bricks-and-mortar world, posted pricing mechanisms have been the dominant pricing
strategies, where retailers display the prices they ask for the merchandise and consumers decide
whether they would accept the prices or not. Under dynamic pricing mechanisms, however,
buyers are no longer left with this take-it-or-leave-it decision. They can actively negotiate with
the sellers to reach a satisfactory price. For example, buyers in online auctions, such as we have
seen at eBay, place their bids and the final transaction price is the highest price offered at the end
of the auction. At Priceline, for example, consumers can name their own price for airline tickets
and hotel rooms. Based on the demand from consumers and their assessment of their own supply
of perishable assets, sellers then can decide whether they would like to accept the prices. What
makes dynamic pricing different from posted pricing strategies is that, with the wide network
connection and lower operation costs enabled by technology, consumers become more active in
the price discovery process, resulting in greater alikelihood for transactions to occur and for
higher market efficiency and effectiveness.

As a specid instance of dynamic pricing mechanisms, group-buying discounts alow buyers
to aggregately determine transaction prices and take advantage of the savings that a seller can
offer in the presence of many buyers of the same product. Thisis how it usually works on group-
buying Web sites. A product is put on sale on the company’ s Web site with a specified starting
and ending time for what they typically call an auction cycle. As more buyers join the group to
purchase this product, the price drops from the starting price according to a predetermined price
change trajectory. Some Web sites reveal this price change trgjectory, and some do not. The
auction cycle can aso end before the specified ending time if a maximum number of units have
been sold. At the end, everyone who participated in the cycle will be charged the same final low
price, even if some of them indicated a willingness to buy earlier a a higher price.

The Value Proposition for Group-Buying on the Inter net

The primary value proposition of group-buying business models to consumersis the lower
prices they can provide, due to the buyers collective bargaining power. By accumulating a large
number of ordersin a short period of time, group-buying Web sites claim they can negotiate low
prices with manufacturers and suppliers, and then pass these savings on to their customers. On
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these Web dites, the starting prices are typically higher than the prices charged by discount
posted-price merchants, reflecting their lack of purchasing power with suppliers in the face of
small order quantities. However, prices drop as more people buy. When enough people join an
auction cycle, it is possible that the fina price will be lower than the lowest price charged
elsewhere. In fact, just as the name “ group-buying” tells us, if purchasing does not reach a critica
mass, the pre-conditions for the success of this kind of business model will not be in place.

BUYER BEHAVIOR AND MARKET COMPETITION IN GROUP-BUYING

We now turn to a discussion of how buyer behavior works in group-buying marketplaces,
and the extent of the competition that is observed among firms that apply the various kinds of
business models that characterizes this kind of buyer services on the Internet.
Buyer Behavior Under the Group-Buying Market Microstructure

Group-buying business models are representative of innovation in the context of Internet-
based sdlling. But they aso give rise to the following five interesting aspects of consumer
behavior: anticipation of faling prices, a group-buying mentality, the potential presence of a
price threshold effect, a reservation price effect, and word-of -mouth-induced behavior.

The Anticipation of a Price Drop. The starting prices on group-buying sites are usualy
higher than the prices of online discount stores, such as Buy.com (www.buy.com). However, we
need to ask why people gill place orders at these higher prices. Isthis behavior irrational? Or is
it the result of asymmetric information, indicating that the consumer is a some kind of
informational disadvantage, despite the power of the new technologies for search support that
have become available on the Internet? Or what else? We believe that potential buyers anticipate
that prices for a given product offered during a Mercata or Mobshop auction cycle will drop in
the near future. And it isthis anticipation of a price drop that motivates them to make their
purchase so as to facilitate the process in which prices drop from discount price tier to discount
pricetier.

The Group-Buying Mentality. The second aspect of consumer behavior is the group-
buying mentality. Research on network externdities indicates that the utility a technology adopter
obtains tends to increase as the number of network adopters increases (Katz and Shapiro, 1985,
1986 and 1994; Shapiro and Varian, 1999). This higher utility, in turn, shifts the demand curve
for a technology-based product, resulting in the adopter’s (or buyer’s) higher willingness-to-pay
(Economides, 1996). This phenomenon is called a demand-side network externality.

Due to the size of a group of buyers and the price-demand relationship inherent in this market

microstructure, buyers will indirectly benefit from other peopl€e’s participation in the market,
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another indication of the presence of a beneficia externality. Previous research has used current
installed base or expected installed base to quantify the impact of network externdities on a
potential adopter’s decision to adopt (Dybvig and Spatt, 1983; Kauffman, McAndrews and Wang,
1999). As aresult, in the presence of group-buying market microstructure, ceteris paribus,
potentia buyers will be more likely to place their orders as the size of the buying group increases.
The Price Threshold Effect. A third aspect of consumer behavior is what we cal the price
threshold effect, an expectation on the part of potentia buyers that we observed in our empirical
research on Mobshop’ s market microstructure and performance (Kauffman and Wang, 2001). At
Mobshop, the current price was displayed along with a price drop scheme that was determined by
current order quantity. We expect more orders to be placed right before and after each price drop,
asshown in Figure 1. (SeeFigure 1)
Figure 1. Price Threshold Effect

#New A O, Price
Threshold

O, Price

Orders Threshold

>
O Ois1 Time
Note: O, and O,.; arethestarting and ending total order quantitiesfor discount price-tieri. We
expect more new ordersright before and after price changes at O; and O;.; and fewer new
ordersto arrive in better, as shown in the figure. (Figure adapted from Kauffman and
Wang, 2001.)

We explain this phenomenon as follows. When the number of orders needed to reach the
next price tier is smaler than some threshold number of bids, a potentia shopper will form the
expectation that price will decrease in the near future. At thistime, if this consumer’s reserve
priceis no less than the next lower price and she is not risk-averse, she would smply place this
order to facilitate the price drop process. On the other hand, if this consumer isrisk averse, she
may wish to wait, unless the price actualy changes to place her order. Using atime-series of data
collected from auction cycles on an Olympus digital camera at Mobshop during the second
guarter of 2000, we found on a significant before-price-drop effect, but no significant after-price-
drop effect (Kauffman and Wang, 2001).



Kauffman and Wang

The “ Save-a-Spot” feature at Mobshop alowed shoppers to place conditional bids at lower
pricetiersif they were dissatisfied with the current price. This created a win-win Stuation for
both the firm and its customers. By placing conditiona bids, consumers would only be added to
the group when the price actualy dropped to their specified reserve prices. Thus, they did not
incur the risk of buying at prices higher than they were willing to pay. However, with conditiona
bids at the next lower price tier, the number of orders needed to reach the next price drop
decreased. Thisway, if there were a sufficient number of conditional bids arriving, this would
also have the effect of driving the price down -- evenif no new orders were placed at the current
price level. Thistended to create a basis for higher market efficiency and effectiveness.

And so we see that, under the group-buying market microstructure, consumers have the
opportunity to collaborate with each other to get lower prices, instead of smply bidding against
each other in auctions. Hence, consumers have the incentive to recruit other shoppers.
Competition in the Group-Buying M arket

To redlize the low price value proposition to their customers, group-buying firms face
challenges from four different quadrants. suppliers, competitors, consumers and the marketplace
for e-commerce investment opportunities. In order to provide shoppers with low prices, group-
buying sites first need to negotiate low prices with manufacturers and distributors, or retailers. As
Gottlieb (2000) points out, because of the low transaction volume on these sites compared to
bricks-and-mortar retail chains, it is unlikely that they can get lower wholesale prices than other
low-price-dl-the-time selers off the Internet. He argues that group-buying sites such as Mercata
and Mobshop were able to offer lower prices because of their lower overhead costs by operating
only on the Web and by piggybacking on the manufacturers' strategy to use these sitesto price
discriminate. However, the lower overhead for online merchants is not an exclusive advantage to
group-buying sites. Web sites such as Amazon.com and Buy.com aso have lower operational
costs compared to bricks-and-mortar stores, and they represent significant competition, abeit
with different salling strategies on the Internet in mind. Moreover, buying at these Web sites
involves no extensive waiting time, providing consumers an additiona advantage in terms of
immediate purchase (DeBono, 2000; Gambale, 2000b).

With these considerations in mind, then how should group-buying sites compete with offline
and online retailers? Mobshop's answer to this question was to play the role of apure
intermediary and ask their suppliersto fulfill cussomers orders. It made money by taking a
certain percentage cut of each sale. However, even with their innovative and attractive business
models for Internet-based salling, group-buying sites still face the problem of obtaining market
attention. In the competition with other online merchants for market participation, group-buying
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sites need not only a critical mass of consumer patronage and interest, but also a significant
amount of transaction volume so as to be able to profitably deliver on their low price guarantee.
If they cannot reach a critical mass of users and sales volume, then it will be difficult for the
group-buying business mode to bring the customers of the firms that adopt it the savings they
expect.

A FRAMEWORK FOR COMPARING GROUP-BUYING WEB SITES

In this section, we examine a number of companies that have implemented group-buying
business models on the Internet. They are actBIG.com, CoShopper, C-Tribe, DemandLine,
Let’ sBuylt.com, Mercata, Mobshop, OnlineChoice.com, PointSpeed.com, SHOP2gether.com,
V olumeBuy.com, and Zwirl.com. Rugullies (2000) compared Mercata, Mobshop, actBIG, and
Zwirl using two different criteria: the auction cycle initiator, and the demand aggregation
mechanism We add an additional dimension for customers targeted and compare the group-
guying Web sitesin Table 2. (See Table 2))

Based on our survey of the group-buying websites that are listed above, we identified two
primary kinds of customer targeting strategies: business-to-consumer (B2C) and business-to-
business (B2B). The B2B category is actually somewhat broader than how we have defined it, as
the table shows, since in addition to including smal to medium-sized businesses, it dso includes
the education and government procurement (e.g., SHOP2gether and Mobshop). We aso
distinguish whether a buyer or a seller initiates the auction cycle. For seller-driven sites such as
Mercata and VolumeBuy, suppliers maintained full discretion to decide upon the products that
were offered for sale. At buyer-driven sites such as actBIG and Zwirl, however, consumers can
propose the products they want but were not available. Suppliers then decided whether they wish
to provide the merchandise. Still other sSites were or are now hybrids, in some cases permitting
sdllers and in other case permitting buyers to initiate auction cycles and select what isto be bid
upon (e.g., OnlineChoice, SHOP2gether and PointSpeed).

10
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Table2. A Comparison of Group-Buying Web Sites

GROUP- CUSTOMERS AUCTION CYCLE AGGREGATION
BUYING TARGETED INITIATION METHOD
SITE B2C B2B Seller- Buyer-  Destination Distributed
NAME Emphasis Emphasis Driven  Driven Site Service
actBlG.com | Small ( J %*
(past) business,
software
CoShopper | Smdl to ¥* ] +
mid-size
business,
software
C-Tribe.com | 38 +
Demand- Smdl to ( J +
Line.com mid-size
business
LetsBuylt.com | 3 ® &
Mercata.com | Small to 3 +
mid-size
business,
gov't
M obshop | Smdl to ¥ ® *
(past) mid-size
business,
gov't
(present)
Online Choice | Small to 3 +
mid-size
business
PointSpeed Smdl to * ] *
mid-size
business
SHOP2gether Education, ¥ | J +
gov't
Volume Buy u Software 3 +
Zwirl | Software | J *
(past) (present)

Note: Mercatalaunched its Mercata Marketplace in November 2000, permitting sellers to
initiate their own PowerBuys, by listing their own merchandise for resdle.  Although one
may think otherwise, we till categorize this firm as being seller-driven, since the
Mercata Marketplace existed only for a couple months, and never redly had a chance to
gain critical mass. In addition, Online Choice entered into an operating aliance with
Mercata during September 2000, to share group-buying members across their distinct
product bases (Guzzo, 2000).

11
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Finaly, we note that the demand aggregation approach can be determined by whether the
Web site is adestination site or a site with adistributed-service moddl. Destination Sitesare able
to attract business and users by themselves, without having to be embedded in other Web sites, to
ensure that a sufficient number of users materializes. For sites such as Mobshop and actBIG that
used a distributed-service model, they offer group-buying services on their partners Web sites
and their own. Using a distributed-service model, group-buying sites can increase their exposure
to traffic on partner Web sites, obtaining higher transaction volume. The simpler of the two
approaches is simply to list and transact in the context of asingle Web site. We recognize these
variations among the group-buying firms that we examined as well.

We now turn to a more in-depth discussion of severa firms, to provide answers to some of
the research questions that we laid out at the outset in this chapter.

M er cata.com

Mercata, a Bellevue, Washington-based group-buying company was 54.7% owned by
Microsoft co-founder Paul Allen’sVulcan Ventures. It was started up in September 1998, and its
Web site went live in May 1999. Along with Mobshop, Mercata was among the first Web sites to
provide the innovative and new group-buying service to Internet users. At the height of its
success, the company offered consumer electronics, computers, home appliances and household
goods, jewdry and other merchandise using both fixed and dynamic prices.

Business M odel. Using the dogan “the more people who buy, the lower the price,” Mercata
alowed its buyers to aggregate their purchase volumes and to obtain lower prices using a
mechanism they trademarked as a*“ PowerBuy” auction cycle. For products listed in PowerBuy
auction cycles, prices dropped in small decrements as more orders were placed. Figure 2 shows a
PowerBuy auction cycle for aNikon digital camera on Mercata. The only product information
that we found on the page was the brand name, model and pixel resolution of the camera, along
with a picture. In the PowerBuy Summary box, three prices were listed: the list price (usudly the
MSRP), the starting price and the current price. The difference between the list and the current
prices gives a potential buyer an idea of what savings, below list price, are available. In addition
to the price information, visitors to the page also could view the starting and ending time for the

current auction cycle.

12
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Figure 2. A Power Buy Web Page at M ercata.com

Nikon

Milkon Digital Camera w/ 1600 x 1200 Resolution, COOLPIX200
ttem # 170933766

PowerBuy Summary
List Price:  $=99-08
Start Price; $549 .99
Current Price: $503.97

Savings:  $95.03

Howy much for shipping?

L Make an Offer ]

Started: 25 Oct 10:00 PM POT

Ends: 31 Oct 10:00 PM PST

[ar when supply runs out)
Femaining: 2 days

Note: Mercata endows the buyer with relatively little information. Its Web page only provides
information about the Starting Price for an auction cycle, and what the Savings levd is
for the current price tier that has been reached. The potentia buyer obtains no
information about the number of price tiers, and the lowest possible price that may be
reached. The Starting Price for the auction, in this case, is clearly shown to be less than
the List Price. Whether the real savings level is $95.03 is debatable, since many other
Internet-based sellers probably offered the same product for less than list price during the
same time frame. The reader should also note that the end of the auction occurs either at
the posted date and time “or when the supply runs out.”

If abuyer was not satisfied with the current price, she could aso use the feature “make an
offer” to specify her reserve price. Thisway, she only would be added to the buying group when
the price actually dropped to her reservation price. The product offering page on Mercata was
lean in terms of the information that it provided. Potentia buyers were unable to get detailed
product features, specifications and warranty information from the Web site, and were required to
go elsewhere for this. The company aso appeared to have designed the price change process as a
“black box” for buyers. Asaresult, people visiting the site would not be able to tell how the
price was going to change according to the number of units sold and how low the fina price
would be. Products not listed in a PowerBuy auction cycle could only be purchased at their
posted prices.

Mercata s group-buying business moded caused quite a gtir in the business community, since
it offered anew way of freeing up the long-standard reliance on posted prices for consumer
purchases of commodity products. Pricing in Internet-based selling would never be the same
after Mercata. The company’s business model was featured in magazines such as Forbes

13
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(Patsuris, 2000), Newsweek (Tanaka, 1999) and Business\Week (Browder, 1999), and the popular
business press for the most part applauded the group-buying site as innovative and promising.”
Mercata' s pursued a multimillion dollar advertising campaign to turn its group-buying into a
well-known brand identity. They aso employed adogan, “Down is Good,” in an ad campaign
that won the firm two “Telly Awards’ (Business Wire, 2000b). This helped to educate consumers
on the collective bargaining power of Internet users. By aggregating their purchase power,
according to Mercata, consumers could obtain the volume discounts that were traditionaly the
privilege of bulk buyers.

Mercata experienced considerable growth in 1999 and early 2000. Randy Nargi, the
company’s VP of Marketing, reported that there were more than 10,000 participants in some of
their largest buying groups (Mara, 2000). By diminating suppliers and dedling with
manufacturers directly, Mercata was aso able to negotiate lower prices and pass these savings on
to the consumers. The market perceived the company to be performing well during itsfirst year
of operation on the Internet, enabling Mercatato file for an initia public offering of stock totaling
$100 million in March 2000 (Van Horn, 2000).

By the late third and early fourth quarters of 2000, however, there were rumors of increasing
difficulties at Mercata. Chief among the difficulties reported was the “burn rate” of the firm’s
capital. During the year, the firm managed to go through about $89 million in capita, largely to
support its advertising and operating infrastructure investment, and to pay its growing workforce
(Sullivan, 2001).

Analysis. Although Mercata would subsequently fail, as we reported earlier in this chapter,
and alack of additional funding was cited by the firm’s senior management as an important
reason for the failure (Sandoval and Kawamoto, 2001), closer examination of the group-buying
business model implemented by Mercata reveals problems that needed to be recognized sooner.
First, group-buying, as Mercata learned, is a complex buying mechanism from a consumer
perspective, and, as a result, it takes group-buying Web sites time, effort and financial resources
to educate their customers and develop alarge following. Since the formation of alarge group —
what economists often call an installed base of users or critical massin the network — isessentia
to the success of this business model, customer acceptance and participation in the market

become even more important.

® To get a sense of what the counter-arguments were regarding the success of the group-buying Web sites,
theinterested reader should see Mullaney (1999) in BusinessWeek, and Patsuris (2000) in Forbes.com. For
example, Patsuris comments; “[E]xperts predict that when group buying does catch on it won't beon a
destination site. They expect the group shopping process to be adopted by portals and other sites that are
aready up and running, spreading the same way that auctions did.”
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Second, Mercata aso faced a dilemma of choosing between emphasizing the devel opment of
awide product selection versus the formation of large group sizes. Unlike posted price online
merchants such as Buy.com (www.buy.com), where consumers can find just about any product
they are hoping to purchase in the popular categories, Mercata tended only to offer limited
product selection within each category. Right from the start, this constrained its capability to
cater to the diverse preferences of consumers. On the other hand, broader selection of products
also meant a smattering of orders across the various products in the same category. This would
have the impact of diminishing the number of buyers attracted to any given sale item, resulting in
smaller buying group sizes and less savings for consumers. Mercata s challenge, then, was to
achieve an appropriate balance, not an easy task.

Third, it was difficult for a potentia buyer to make her purchase decision based only on the
limited product information that was available on Mercata s Web site. To get information such as
product features and specifications, and to do a good job of comparison shopping, a consumer
was forced to either visit the manufacturer’s Web site or go to another online merchant. If the
other online retailer offered the same or better products at reasonably competitive prices, Mercata
bore the risk of losing sales.

Fourth, Mercata s marketing strategy also created a significant financia burden. The firm
purchased full-page advertisements in the Wall Street Journal and New York Times, and issued
$100 in shopping vouchers for purchases on Mercata to attract new customers. Both proved to be
very costly for the firm.

Looking for ways to succeed, Mercata launched the Mercata Marketplace in November 2000.
The intent was to alow sdllersto initiate their own group-buying auction cycles by offering their
own products to Mercata sinstalled base of users. The end came in January 2001, when Mercata
posted the following message on its website, indicating that even in spite of its prior satus as a
high-flying DotCom company, it was unable to raise additional capital or reorganize itsdf in a
way that gave investors sufficient confidence to take it forward. (See Figure 3.) The former

market leader in group-buying on the Internet was suddenly a player no more.
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Figure 3. Mercata’'s Shut Down Announcement, January 2001

% 20 )Ly i
MERCATA Zof/e e

TO THE REUPLE"]

I

L

Mercata™, the Mercata Marketplace and the We-Commerce™ MNetwaork are no longer in
business.

Thank you, customers and partners, for your support,
Thank you, employees, for all your hard swork,

Contact us at CustomerSenice@mercata. com with questions or concerns,

M obshop.com

Mobshop is a San Francisco, California-based group-buying service provider. The firm was
founded in October 1998 as Accompany.com, and launched itsinitial group-buying Web sitein
March 1999. In March 2000, the firm changed its name to Mobshop.com (Olsen, 2000).

Business M odel. When it initidly postioned itsaf as a B2C group-buying Web site,
Mobshop offered computers, PDAS, consumer el ectronics, software, movies and computer games
using an approach for group-buying that was called “buying cycles.” A buying cycle essentialy
operated as a call market, with afixed time period for buyers to make bids, and some flexibility
as to how many units of a specific sale item would be sold. The bulk of the sale items were the
typical commodity products that one might associate with the core of Internet-based selling
activities over the past several years (with the exception of books).

Similar to Mercata, prices at Mobshop drop as more people buy. However, the difference, as
we pointed out earlier, liesin the buyer’s information endowment. Mobshop offered more
information on their buying cycle pages for the products they sold, asssting buyers to make more
informed purchase decisions. Figure 4 shows an auction cycle page for a Kodak digital camera.
(SeeFigure 4.)
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Figure4. A Group-Buying Auction Cycle at M obshop
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Note: Mobshop's Web page endows the buyer with more information. It shows MSRP, the
Starting Price, the price levels for the different discount price tiers, the number of buyer
bids that must be received at a price level to drop down a price tier, the number of Buyers
in Cycle, the Current Price in the auction and the Savings So Far. Notice that a Mobshop
auction cycle adso may close before the listed time if the maximum number of buyers has
been reached. Finally, we also see the typical “four-step-to-maximum-discount”
approach that Mobshop used.

Along with the product name and model number, a brief description about the product
features was aso available. The most interesting aspect of the Mobshop version of group-buying

was its price drop trajectory histogram With four price-tiers below MSRP, the histogram told

buyers how the price was going to change according to the number of units sold. In the case of
the Kodak DC290 digital camera depicted above, theinitia listing was $899. The bidding started
at $689.95, and not the MSRP, however. The price remained the same until the number of orders
reached 26, in turn, driving the price down by another $10 to $679.95. Theresfter, the price would
be $679.95 for 26 to 200 orders, $659.95 for 201 to 500 orders, and $649.95 for 501 to 1001

orders.

Combining this price change histogram and the number of orders placed, potentia buyers

were be able to gauge the progress of the auction cycle. Even though Mobshop specified the
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darting and ending time for their product offerings, it gill was possible that an auction cycle
might actualy end earlier if the maximum number of orders were reached. In addition to this
kind of basic product and auction cycle information, Mobshop also offered features such as
“Save-a-Spot,” “Buyer Flash” and “Click-and-Tell”. (See Figure 5.)

Figure 5. Mobshop Marketplace' s “ Save-a-Spot” and “ Click-and-Tell” Features

_buy now BN & |

k & tell | r{‘rl mObShop

MARKETPLACE

save a spot

Save a spotin this Buy-Cycle and only pay if the price drops to the
pricing tier you selected. What's this?

T $v4.00 " $89.00
buyer flash
Notify me when the When the closing time is...

price drops to...

™ $a4.00 I 1hour away

I t29.00 [ 30 minutes away

Name: | -“
Email: I :

Note: When apotential buyer clicked on the “Click-and-Tell” feature button in the figure, it
provided access to a screen with blanks for the email addresses of people known to the
potentia buyer who could be contacted by Mobshop via email to notify them of the
opportunity to buy a given product during the current auction cycle. The " Save-a-Spot”
feature provided the potentia buyer with a mechanism to represent a reserve price for the
sdeitem.

If aconsumer is not satisfied with the current price, she could save a spot at any of the lower
price tiers. This conditional bid guaranteed that the consumer would not be added to the buyer
group unless the price reached her reserve price. The “Buyer Flash” service provided consumers
with email reminder when the price reached a specified level, or when a certain amount of time
was l€eft in the cycle. Because of the opportunity to leverage the “word-of-mouth” effect with its
group-buying business modd, Mobshop aso provided a“Click-and-Tell” facility, so that vistors
could easily send email to their friends.

Because of its innovative group-buying business model, Mobshop was named as afindlist for
the MIT Sloan School of Management’s E-Business Award in March 2000 (Business Wire,
2000a). In the same month, the firm aso was nominated for having the best e-commerce Web site
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a the Webby Awards (WebbyAwards.com, 2000). Then, in July 2000, Mobshop was ranked
fourth among the top 50 private e-commerce companies by a WIT SoundView corporate study
(PR Newswire, 2000c). In addition to the attention that Mobshop received from the business
community, consumers aso showed a tremendous interest in Mobshop's group-buying service.
For example, in athree-month period from January to April 2000, the number of registered users
at Mobshop increased from 37,000 to 132,000. When the company started accepting orders, there
were just about 20 to 25 orders for a product. But by March 2000, they were accumulating 1000
orders for PaAlm V PDAs in just one-and-a-half days. The average buying-group size for their top
sdlling products also increased from less than 100 to several hundred, a clear sign of growing
critical mass.

Analysis. Mobshop's early success can be attributed to its careful design of its business
modéd. First, by illustrating the relationship between order quantity and price using the price
trg ectory, Mobshop gave potentia buyer more information about how their orders would
facilitate the price drop, creating the impetus for additional orders.

Second, due to the demand externdities in the group-buying setting, a large group size shown
on the product cycle page indicates high market interest and possibly more savings by the end of
the auction cycle. This tends to motivate potential buyers to place their orders. Additional orders
that are placed would further attract new shoppers, resulting in a positive feedback 1oop (Shapiro
and Varian, 1999).

Third, the “ Save-a-Spot” feature allowed buyers to place conditiona bids without incurring
any risk, which increased the perceived effectiveness of the market. After a buyer saved an
additional spot at the next lower price tier, the number of orders needed for the next price drop
decreased by one even though the group size did not change. Thisway, if enough spots were
saved, it could drive the price down even if no additional orders were placed.

Fourth, the “Click-and-Tell” feature on the Mobshop Web site leveraged the word-of -mouth
effect and let potential buyers recruit new customers for the company. Mark Médlville,
Mobshop's Senior Director of Corporate Development, indicated that, unlike some of its
competitors, Mobshop did not spend large sums of money on advertisng. The “Click-and-Tell”
feature worked well for the company in terms of acquiring new customers.

Fifth, Mobshop saved money by not physicaly maintaining a warehouse and fulfilling the
orders. The company took a 3 to 10% cut of each sale and did not need to maintain a warehouse.
Instead, Mobshop pre-negotiated prices a volume dscounts with its suppliers and passed the
orders on to its suppliers for fulfillment. This way, the firm carved much of its supply chain out of

its own business process.
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But, beginning in the summer of 2000, and pardleling the expectations of industry analysts
and e-commerce journalists, Mobshop started to lose steam. Participation in its auction cycles
was down. For example, group sizes for popular products dropped from severa hundred back to
less than 100. And the firm’s product variety available to buyers also decreased.

We believe the following three factors were aforce. First, even though the strategy of not
having a warehouse saved money for Mobshop, it aso posed constraints on what the company
had to offer its customers. Mélville referred to this as a*“ chicken and egg” problem: “[SJuppliers
aren’'t willing to give aggressive pricing until you can show there is the demand there. Buyers
won't come until they see there's a good pricing scheme, a value proposition for them.”® When
Mobshop was growing rapidly, the positive feedback loop between volume and price gave the
company greater leverage for success. But once new demand was no longer there, a negative
feedback loop began to occur. This eventualy left the Mobshop's Web site with just a handful of
orders and much less evidence for potential buyers that any critical mass remained. Moreover,
requesting retailers and distributors for order fulfillment prevented Mobshop from having full
control in product deliveries. As aresult, they were more prone to delayed and damaged
shipments. Things became even worse when it came to returns and exchanges of products
purchased, since Mobshop aso outsourced their 1-800 customer support. The consumer
complaints about Mobshop at Gomez.com evidenced the frustrations consumers had in their
dealings with Mobshop (Gomez Advisors, 2001). In a market that had fierce competition and
high customer acquisition cost, Mobshop apparently was at a disadvantage when it came to
transforming first-time buyers into repeated customers.

Just how did Mobshop go from being in “high gear” to running “out of gas’? Thisis
primarily explained by a second factor: competition coming from other online merchants. As
Méelville pointed out when we interviewed him, price competition on the Internet has became
fierce and many companies have used setting low prices as a customer acquisition strategy. As a
result, Mobshop was no longer able to attract shoppers using prices that permitted it to earn an
acceptable margin.

Third, an outdated product selection at Mobshop aso appeared to play arolein the
diminished interest from the market. According to our observations of new order arrivals at
Mobshop's Web site, the most popular items were products that were in the prime of their growth
in the market, including PDAs, MP3 players, digital cameras, DVD players, and newly-released
DVD movies and video games. After a new product in these categories was put on Mobshop's

Web site, we saw a surge in the buying-group size. However, manufacturers continudly

® From atelephone interview by the authors with Mark Melville, February 1, 2001.
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introduced new models of the same basic product, so that a once-popular item might garner less
and lessinterest over time. Based on what we observed, it is clear that a requirement for growing
consumer interest in group-buying isto be sdling the right products.

Ultimately, it became increasingly hard for Mobshop’s senior management to grow the
business on the B2C side, due to al the other competitors in the marketplace and the growing
recognition among consumers of the frustrations associated with transacting in group-buying
electronic markets. Along the way, Mobshop did try out afew innovations on the B2C side, asit
developed its new strategies for software licensing and the B2B side of group-buying. For
example, in Spring 2000 Mobshop sold ten new Toyota Camrys for two California automobile
dedlerships using the group-buying approach (Eldridge, 2000). Buit this was not enough. Finaly,
faced with higher costs and declining chances for success, in January 2001 the company ceased
its B2C operations, and fully repositioned itsalf as a group-buying software licensing firm (Clark,
2001; Cook, 2001; Sandova and Kawamoto, 2001).

L etsBuylt.com

One of the two European firms among those we examined in the group-buying sector on the
Internet is LetsBuylt.com, which was founded in Sweden in January 1999. Its Web site went live
in Sweden in April that year, and by August became available in Denmark, Finland and Norway
in Northern Europe. In October, the LetsBuylt.com network expanded to Germany and the
United Kingdom, and then in the first half of 2000 to Austria, Netherlands, Spain, Belgium, Italy
and Switzerland. As of the end of late 2000, 14 national Web sites had been established
(although only four of them are now active due to a restructuring of the firm to achieve
profitability), and there are amost 1.2 million registered users. LetsBuylt.com acts as a vendor
of 150 internationdly-known brands, including Pentax, Pioneer, Nikon, Logitech, Aiwa, and LG,
among others. The firm’s product diversity is greater than what we saw with Mobshop and
Mercata, including some 50,000 products and services, and the emphasisis on the sale of high
qudity and medium to high-priced goods with known brands.

Business Model. LetsBuylt.com cdlsits group-buying modd the*co-buying” approach, and
it isvery similar to what we have seen with the other firm’'s whose dynamic pricing models we
have aready reviewed. Figure 6, which shows a co-buying auction cycle for aUniversa Full
Suspension Stinger Mountain Bike, illustrates the basics of how it works. (See Figure 6.)
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Figure 6. The Co-Buying Mechanism at L etsBuylt.com

Mountain Bike: Universal Full Suspension, Stinger
= A dual suspension ATE at a fantastic price! This funky, brightly coloured bike has 2 "v" shaped frame, 26"
ﬁ- ‘?: allay wheels, dual suspension, Schrader valves, 15 speed gripshift, 2 finger adjustable alloy brake levers

& and ¥ type brakes, The pellow and black colour scherne won't go unnoticed whether you're hurtling down a
;-_‘?’ rmountain or cruizing the high street,
L
- e “EEEMBHEE
® Inside leg: 29" - 35"
® Colour: pellow and black

B Largerimage Ed Tip your friends and lower the price!

¥ = cuiventprica End date: 26 March 2001

Average
o | (¥ATinc)

retail price Time left: 6 days 14 hours 4 minutes

£140 W pelivery (UK only)
This co-buy will be delivered within 10 warking days of its end date.

Delivery charge: £9.20 (par shipment)

@ I wantto buy st the best price anly.

Co-buyers right now: &

= Join co-buy

@ Terms and Conditions

The co-buy auction cycle Web page shows arange of useful information. For this mountain
bike, the lowest price tier is £115, which requires no fewer than 5 buyers. The posted comparison
isto an average retail price of £140, and there are three steps to the deepest discount. The cycle
has amost one week I€eft to run, and delivery isindicated to occur within 10 days of when the
transaction isfinalized. Of special interest to us is the presence of two choices for the terms that
the buyer sets for her purchase. The marked choice is“I want to buy at the best price only,” in
other words, the lowest price reached in the final pricetier. Checking this box makes the bid act
asalimit order or conditiona bid, snce it will only befilled if five or more people join the co-
buy group. The second choice, “1 will buy at the price reached when the co-buy closes,” indicates
that the buyer will choose to transact no matter how low the price goes, and that the price at
which her bid occurred is an acceptable one.

The LetsBuylt.com co-buy facility dso includes a“Click-and-Tell” feature that is smilar to
the one used by Mobshop. Not the words in the figure above: “Tip your friends and lower the
price.” It turns out that this enables the potentia buyer to provide information about ten friends
who may be interested in the co-buy opportunity, cresting some positive likelihood that the co-
buy price will decline to the next pricetier. Figure 7 shows the “Tip-Your-Friends’ tool in
LetsBuylt.com that is obtained in the context of an auction cycle for a Canon MV 3000
Camcorder. (SeeFigure7.)
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Figure7. The“Tip-Your-Friends’ Featurefor Co-Buying at L etsBuylt.com

RESSIL IS AR EEEE".EE

Camcorder: Canon MY 300 Canon's latest and lightest camcorder (only S504g) is
= not anly futuristic in design but also carries the highly praised features of the
D 3 MW range., Your creativity is assured - the logical handling makes sure of that,

| \ Cptical steady shot picture, digital zoorm, multi-screen,. . .the list is endless!

End date: 26.03.2001
Best price £649

Auverage retail price £749
Start Price £729

Do you know sormeons who might be interested in this co-buy? Complete the information below to tell
therm about it

Your name “our email address
IRctb Kauffrman Irnbk?ﬁﬂﬁ@yahnn.cnm

Friend's email address

Ibwang@csom.umn.edu

Separate multiple addresses with commas (max, 10),

Please write a personal message below,

Bin -- vou will see that this is similar ta Mobshap's LI
Click-and-Tell facility, Mote that you can include as=s
rmany as 10 separate ermail addresses, to increase
the likelihood that yvour friends will co-buy, Rob ;I

| Preview message I Send l

Another interesting aspect of the capabilities that LetsBuylt.com offersisits “ Suggest-a-
Product” feature. (See Figure 8.) This feature emphasizes the approach that the firm has taken to
baancing buyer and sdller initiation for the transaction of sale items.

Figure 8. LetsBuylt.com’s" Suggest-a-Product” Feature

[Lle|t[s[DBluly]i[t].[c|ojm ;m

SEARCH SUGGESTIONS TN a N T8 L ITL% ]

I_- Search |

PREVIOUS O Before you suggest a product, browse the previous suggestions in the
SUGGESTIONS W, list to the left,

Domestic Appliances

8 Sound

8 Special Offers
B 2 If you find vour product, baost its chances of being offeraed by voting for
2 Sport & Leisure it

B Vision

8 Suggest yourself

M -
' Q = If you can't find your praduck, suggest it vourself,
o,

“Suggest-a-Product” enables a potentia buyer of an unlisted product to initially search to
determine whether the product that he in mind to suggest has been suggested by other shoppers
viathe “ Search Suggestions® box. If the shopper finds the product already listed as a suggestion,
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similar to what is shown in the “ Top Suggestions’ box below that accompanies the product
suggestion screen, the next step isto click on the item (in this case, we demonstrate with the
Canon Ixus Il APS Camera), and cast avote. (See Figure 9.)

Figure9. TheLetsBuylt “ Top Suggestions’ Box and “ Suggestion Vote” Web Page

TOP SUGGESTIONS

1. Portable Recordable
MiniDisc: Sony MZR91,
blue

2. Multi-tool:
Leathermian Wave

3. APS Camera: Canon
Imus IT

4. Shaver: Braun
Synchro System 7570
with clean & charge

5. LD Recorder 8X: Sony
CRE-140ERP CDRYY

You are logged in as Robert Kauffrnan Log out

APS Camera: Canon Ixus II

Cne of the smallest zoor cameras in the warld, with APS filmn and 2% zoom.
The carnera has a 'mid-roll change' fundion, giving you the chance to change a
filrm half way through, The flash is autormatic with manual options, Custom
functions rmean that you can set the camera as you want it in terms of
rewinding, flazh setting or switching off and Real Tirne prints, Shoulder strap
and battery includad.

"The IXUS II is the coolest compact money can buy, And vou dont even need
that much money to buy it.” Stoff Magazine's Movaermbear 2000 Awards issue

How long are you willing to wait for this product to be offered on LetsBuyIt.com?

[2 weeks 5] ENEEIR

1 mnnth jends to votal
2 months

Note: The screen that permits the user to cast a vote for having LetsBuylt.com offer the product
also provides a response box that enables the company to sample how long a potential
buyer iswilling to wait (e.g., 2 weeks, 1 month or 2 months) for the product to be sourced
and offered as a co-buy. This provides a useful source of information to enable the firm
to be responsive to its customers. The implication is that LetsBuylt.com would source
the most demanded products with the shortest willingness-to-wait on the part of the
potentia buyers.

Based on what we saw with respect to Mobshop and Mercata, this group-buying Web site
appears to offer both enhanced functionality and better balance and responsiveness to buyer
interests, as opposed to a primary emphasis on the sellers’ interests only. Next, we analy ze how
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well this firm did in the marketplace, with the experiences and analysis we conducted of other
American firmsin mind.

Analysis. In comparison to the American firms we have discussed, LetsBuylt.comwasin a
relatively enviable position. It ranked among the top ten Internet-based sellers in Europe during
2000, and grew a very large installed base of co-buying participants through the first haf of the
year. (See Table 3 and Figure 10.)

Table3. TheTop Ten Internet-Based Sellersin Europe, August 2000

RANK | FIRM NAME UNIQUE VISITORS

1 Amazon.de 1,253,000
2 Amazon.com 1,213,000
3 Amazon.co.uk 1,086,000
4 Jungle.com 495,000
5 Bol.de 475,000
6 FNAC.com 419,000
7 LetsBuylt.com 404,000
8 Handy.de 380,000
9 ShopSmart.com 347,000
10 Qudl.de 326,000
All WWW Sites 23,497,000
-- All retail stes 10,400,000
Sour ce: Stelin (2000), who quotes a Media Metrix survey

Sour ce: www.letsbuyit.com, March 2001.

Figure 10. Number of LetsBuylt.com Co-Buy Purchasing Members (000s)
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Sour ce: www.letsbuyit.com, March 2001.

In addition, LetsBuylt.com was able to increase the value of the average co-buy purchase on
its website from EUR 64.00 to EUR 167.00 from January to Junein 2000. (See Figure 11.)
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Figure 11. Average Transaction Value at L etsBuylt.com (1% half of 2000, in Euros)

[= &}

= 2m

I.F" i,

=7 143 197
a8 = P
§ o e

Z s e L
gg 100

- = ]

2 HD 4" -
@L:

g I:I T T T T T

Jan  Feb  Mar  Apr May Jun
Months in 2000

But, smilar to some of the other firms that we discussed, the company aso ran into troublein
the third quarter as the novelty of its service began to wear off, and consumers became more
knowledgeable about how to efficiently shop on the Internet. The costs LetsBuylt.com was
incurring to migrate its operations to 14 European countries grew rapidly. The growth in installed
base of users required the costly localization of software for anumber of languages (e.g., English,
German, Spanish, French, Swedish, Norwegian, Danish, etc.) But the firm had some difficulties
doing an initid public offering of stock at an attractive price. When it finally did issue stock, it
turned out that the EUR 62.3 million in capital that it netted in the marketplace was insufficient to
see it through to the end of the year (LetsBuylt.com, 2000a). In December 2000, L etsBuylt.com
notified its investors and customers that it was hating operations, pending bankruptcy
reorganization (LetsBuylt.com, 2000b). The company’s restructuring plan enabled it to bring in
an additional EUR 53 million, however, the new board required that the firm’s operations be
scaled back significantly (LetsBuylt.com, 2001).
Other Group-Buying Websites

In addition to those that we discussed above, there are a number of other group-buying Web
sites that are worthy of discussion. They include actBIG.com, DemandLine.com,
OnlineChoice.com, PointSpeed.com, SHOP2gether.com, VolumeBuy.com and Zwirl.com, which
once provided or are still providing group-buying services on the B2B and B2C sides. Aswe
show below, the product and services offered by these group-buying websites differed
considerably, and not all of them have fared very well in the marketplace.

actBIG.com (Etranalnc.) New York City-based actBIG.com was founded in 1999 to
provide group-buying and reverse auction services in many product categories, including airfare,
hospitality services and vacation packages. Compared with Mobshop and Mercata, actBIG.com
was more buyer-driven and alowed buyer-initiated group-buying cycles. If shoppers were not
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able to find the products they wanted, they could submit a proposal to the suppliers with the
prices they were willing to pay. The merchants would then decide to either offer the products or
make a counter-offer. Even though actBIG had awide variety of product categories, there were
few sdesin many of the categories (Wimpsett, 2000). Unable to sustain its B2C business model,
actBIG changed its name to Entrana.com (www.entrana.com) and is now providing franchise

systems services and group-buying technologies to businesses.

CoShopper.com. Norway-based CoShopper.com (www.coshopper.com) is LetBuylt's

competitor in the European group-buying B2C market. Founded in 1999, CoShopper now
maintains a presence in six European countries (United Kingdom, Norway, Spain, Germany,
Sweden and Portugal), two South America countries (Brazil and Chile), three Asian countries
(Singapore, Japan and Maaysiad), aswell as Austrdia. By participating in “CoShop cycles’ which
usudly last for one to two weeks, buyers at the site can obtain collective savings in product
categories such as consumer e ectronics, computer hardware, home and garden, and sports and
leisure.

Maintaining a similar information structure to LetsBuylt, CoShopper displays the price drop
trgjectory and the total number of orders placed. Shoppers can aso place conditional bids at
lower prices if they are not satisfied with the current offering. A feature called “ Tip-Friends”
alows consumers to send emails to friends informing them about CoShop cycles going on at the
ste. Employing a zero inventory policy, CoShopper outsources its order fulfillment through two
European logistics firms, iForce and Parcel Force, and charges shoppers a fixed delivery fee.

Expanding into the B2B market, CoShopper now offers group-buying servicesin France,
Sweden and Norway in the business procurement sector. However, it has been unable to maintain
its B2C operations in Singapore, Maaysia and Chile, so CoShopper now only provides e-
commerce solutions in these three countries.

C-Tribe.com. Founded in 1998, San Francisco, Cdifornia-based C-Tribe.com focused solely
on the group-buying of offline retail gift certificates. It is unique among dl the group-buying
firms that we examine. C-Tribe illustrates the case that group-buying sites may not always bein
competition with offline retailers (Apparel 1ndustry Magazine, 2000). Based on the same concept,
“the more people who buy, the lower the price,” C-Tribe promoted bricks-and-mortar retail
stores, such as Barnes and Noble, Blockbuster, KB Toys, Foot Locker and Darden Restaurants,
by offering their gift certificates at volume discounts. It drove shoppers back to the physical
shopping experience (Business Wire, 2000d; PR Newswire, 2000a). Following a redesign of their
Web site in June 2000, C-Tribe provided their customers with access to its services through

multiple channels via the Internet, telephone, and hand-held wireless devices (Business Wire,
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2000d). In addition, the company’s newdletter, the “C-Scribes,” gave shoppers up-to-date
information on product offerings at the site. Similar to aloyalty program, customers could also
earn cash-back rewards by purchasing gift certificates of C-Tribe's partner retail stores. Unableto
maintain a critical mass of shoppers, C-Tribe appears to have folded in late 2000.
DemandLine.com. Targeted at small businesses, San Bruno, California-based
DemandLine.com (www.demandline.com) provides group-buying opportunities and reverse

auction services on telecommunications, Internet, software support, credit card processing, and
human resources services (DeCeglie, 2000). By aggregating the buying power of small
businesses, DemandLine helps companies to obtain the low prices that are available to large
companies (King, 1999). However, the mechanism that the firm uses does not report pricesin
real-time. Instead, the mechanism is more like a reverse auction in that a potential buyer submits
arequest for a price and DemandLine acts as an intermediary in the presentation of attractive
prices on applicable services. The potential buyer then can decide to arrange for the purchase of
the service online, or pursue further discussions with the vendor directly.

OnlineChoice.com. Founded in Pittsburgh, Pennsylvania as ElectricityChoice.com,
OnlineChoice was the nation’ s first Internet-based buying pool for electricity (United States
Department of Energy, 1999). As the Web site expanded its services, it focused primarily on
demand aggregation for services, such as local and long distance phone service, and pure
commodity essentials, such as natural gas, electricity and gasoline (Belsie, 2000). Participants
could join “buying pools,” and in lieu of observing the operation of an eectronic market,
OnlineChoice.com periodically approached suppliers to negotiate deals on behdf of buyersto
obtain discounts. Although a consumer joined a pool, she was not required to purchase the
services or products that were offered at a negotiated price. If adea went through,
OnlineChoice.com earned areferra fee by acting as the matchmaker. The range of services
offered for group-buying and the installed base of consumer and corporate participants is shown
inTable4. (See Table 4.)

OnlineChoice.com’s positioning from the beginning was in an area that the major brand name
competitors, Mobshop and Mercata, did not target. However, there have been other companies,
especialy those that utilized a reverse auction model, which appeared to have been competing in
the categories that OnlineChoice.com selected for its emphasis. However, OnlineChoice was
unable to build towards profitability in its business, and closed its doorsin late April 2001.
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Table 4. Participantsin the Services Group-Buying Pools at OnlineChoice.com

CATEGORY NUMBER OF NUMBER OF
OF SERVICE CONSUMER CORPORATE
BUYERS BUYERS

Electricity 90,006 242
Gasoline 106,165 177
Health Insurance 9,759 304
Home Security 12,827
Internet 12,216
Loca Phone 22,327
Long Distance 105,269 198
Natural Gas 39,654 179
Term Life Insurance 2,563
Wirdess 45,996 250

Sour ce: OnlineChoice.com. The datafor buying group participation are as of March 20, 2001.
This company branded its consumer-side services as OnlineChoice, and its business side
services as BusinessChoice. Overal, it reported that it had over 460,000 unique
customers.

PointSpeed.com. PointSpeed.com (www.pointspeed.com) is a San Mateo, California-based
group-buying purchasing center for small businesses. Functioning as a backend service provider,

PointSpeed differs from the other group-buying Web sites we examined in that its serviceis only
available through its partners. They include such firms as Bizography.com
(www.bizography.com) and Wells Fargo (biz.wellsfargo.com). Through its partners Web sites,

PointSpeed also provides small businesses access to more than 30 retailers and manufacturers
such as AT&T, Barnes and Noble, NECX, and Prudentia (Business Wire, 2000c). Similar to
Mobshop, PointSpeed's profits come from fees charged to suppliers based on transaction volume.
However, alack of market interest has caused PointSpeed to discontinue its service in March
2001.

SHOP2gether.com. Founded in early 1999, San Jose, California-based SHOP2gether
(www.shop2gether.com) was among the first to provide group-buying servicesto small

businesses by catering to their needs for office furniture, office equipment, travel, employee
benefits and corporate gifts. Similar to actBIG, SHOP2gether also functioned as an intermediary
to facilitate the product request flow from buyers to sellers. However, different from Mobshop's
take-a-sal es-cut-from-the-supplier approach, SHOP2gether assessed a fixed fee from buyers
whenever a transaction was made.

To seize opportunities in the education procurement market, SHOP2gether introduced the
first education-focused group-buying platform in April 2000, partnering with more than 400
vendors who have atotal sale of $74 billion in the estimated $618 billion education market (PR
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Newswire, 2000b). Now with a focus on educational ingtitutions and local government,
SHOP2gether supports collective purchasing in product categories such as furniture, education
technology, office equipment and supplies, and transportation.

VolumeBuy.com. Encino, Cdifornia-based Volumebuy.com (www.volumebuy.com) is a

software company that licenses its group-buying technologies to smal to medium sized
businesses. In addition, the company provides group-buying services to consumers on its Web
site using three types of buying pools. When they participate in a“Time Power Pool,” consumers
are guaranteed a low price based upon the amount of time that they are willing to wait to make a
purchase. The company’s “Flex Power Pool” works like Mercata and Mobshop’ s group-buying
business models, in which prices decrease as more people join the pool. Findly, the “Group
Power Pool” does not close until a pre-specified buying group size has been reached. Then,
everyone in the pool will receive the same low group price. The product selection a VolumeBuy
includes computers and office products, consumer electronics, communication products and
services, and vocation packages. Although VolumeBuy's various types of buying pools offer
consumers the flexibility in choosing the group they want to participate in, Figure 15 illustrates
the additional effort on the consumer side that is required to understand the differences between
the pool types. (See Figure 12.)

Zwirl.com. Zwirl.com (www.zwirl.com) is a New Y ork-based e-commerce startup that was

founded in July 1999. The company provided group-buying services in product categories such
as computing equipment and software, office supplies, baby and household goods, and sporting
goods. At Zwirl, shoppers also could initiate auction cyclesif the products they want were not in
cycles. Moreover, Zwirl aso provided a“wish list” service to shoppers similar to LetsBuylt.com,
that would let the company know what products consumers wanted at what prices. Zwirl.com
was designed as a destination site but it later partnered with other Web sites to provide group-
buying e-commerce solutions. In 2000, Zwirl ceased its own B2C operation and is now focusing
on group-buying technology provision.

ANALYZING GROUP-BUYING BUSINESSMODELS
We now turn to a comparison and analysis of these business models, building upon our
discussion of the individua group-buying sites, and taking advantage of other assessments.

Some Dimensions for Comparing Group-Buying Business M odels
Two industry studies offer useful input on how to compare group-buying firm effectiveness.
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Figure 12. VolumeBuy.com’s Three Types of Pools

a Time Power Pool: Length of time to the close of the pool determines the price.
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Sour ce: www.volumebuy.com, March 20, 2001.
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Industry Studies. In 2000, Gomez Advisors (www.gomez.com), a well-known e-business

consultancy, compared three group-buying Web sites, Mercata, Mobshop, and VVolumeBuy,
together with descending-price Web site, OutletZoo.com (www.outletzoo.com). (See Figure 13).

Figure 13. Gomez Advisors (2000) Comparison of Four Group-Buying Web Sites

@ Buying Services
Top Internet Buying Service Sites for Fall 2000 ranked by Group

Buyer.
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Note: Outlet Zoo, apparently included incorrectly in this assessment, is a descending-price
auction site, where product prices drop as time progresses until al the units have been
sold. Mobshop ceased its B2C operations on January 13, 2001. Mercata ceased its entire
operations on January 31, 2001.

Using criteria such as ease of use, customer confidence, on-site resour ces, relationship
services, and overall cost, Gomez ranked Mercata the top site among the four firms, followed by
Mobshop. Mercata had advantages over the other firms in customer confidence, on-site resources,
relationship services, and overall cost. Mobshop featured high ease of use, but was deemed to be
weaker in on-site resources and relationship services.

Rugullies (2000) compares four group-buying sites -- Mercata, Mobshop, actBIG, and Zwirl
-- based on site features and usability, business model, corporate infrastructure, and Web site
foundations. Because Mercata dealt with manufacturers directly, Rugullies (2000) arguesit could
achieve higher margins than the other three firms, resulting in the strongest business model.
Conggtent with Gomez, Mobshop received the highest score in site features and usability.
Mercata also was rated higher than the other three firms in terms of corporate infrastructure and
Web site foundations.

How Do Prices on Group-Buying Web Sites Compare with Other Firms' Prices?

Since e-commerce industry observers have considered group-buying Web sites to be an

innovative use of the Internet, they aso have drawn alot of scrutiny related to their performance.
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Many comparisons have been made between the final prices charged by group-buying Web sites
and posted-pricing retailers. Isit the case that the group-buying Web sites truly are cheaper for
consumer? Or isthe opposite true?

Overdll, the results that we have examined seem to be mixed. Consider the following
anecdotal evidence on variable cost savings that has been documented by industry observers.

0 Palm Pilots. Dodge (2000) compared the prices charged for aPalm V by group-buying

site Mobshop and two posted-price sites, PAmGear.com (www.palmgear.com) and

eCost.com (www.ecost.com). Mohshop'sfina price was $224.95. At PAmGear the

same product was priced at $309.95. At the same time, eCost, a site ranked “number one”
on overal cost for computer purchase among a set of the top 20 Web sites, based on a
Gomez Advisors (www.gomez.com) ranking, was asking $255.99. In addition, Gambale
(2000c) reported that eTown (www.etown.com) listed aPam V $319.91 on two

successive days in early April 2000, while Outpost.com (www.outpost.com) listed it for
$274.95. Both days, the product was unavailable at both Mobshop and Mercata.

o DVDsand DVD Players. Jidoun (2000) aso noticed the considerable savings offered
by Mobshop. She noted, for example, that one cycle on The Matrix DVD accumulated
400 orders and resulted in afind price of $9.95. Thiswas 60% off the list price and $5
less than the lowest price that two shopping bots could find on the Web. However, Jidoun

aso cautioned againgt buying expensive items on group-buying Web sites. For example,
she found that Mobshop charged $650 or more for a Hewlett-Packard notebook
computer, when it could be bought elsewhere on the Internet for about $600. Gambale
(2000c) offers additiond indications of the mixed resultsin this product area. Again, on
successive days in April 2000, he found that eTown charged the fixed price of $291.35
for a Toshiba 3109 DVD Player, that Outpost.com and Mobshop did not list. However,
the prices listed on Mercata each of those days were $289.40 and $293.29, respectively,
indacting that Mercata had the low price edge. For a Toshiba SD1200 DVD Player the
story was different though. eTown and Outpost.com listed this item at $245.60 and
$249.99, respectively, while Mobshop did not list it. On the first of the two days,
Mercata s price was $159.95, but on the second day (the beginning of an auction cycle,
we guess) it was $249.99, just matching Outpost.com’s price.

0 VCRs. Thefinad evidence that we have seen is again from Gambale (2000c), this time
for VCRs. He reports mixed pricing between the fixed price and group-buying sellers.
For example, a JVC HRVP770 VCR priced at $163.17 by eTown, and unavailable at
Mercata and Outpost.com was priced at $175.95 at Mobshop both daysin early April
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2000, giving eTown the low price lead. Just the opposite was true with a Toshiba M685
VCR though. eTown listed this second VCR at $152.64 both days, while Mobshop and
Outpost.com did not offer it. However, Mercatd s prices were better by more than $25
both days, at $128.84 and $124.69.

Clearly, the evidence that we have pulled together suggests that the value proposition with

respect to retail group-buying discounts still requires the buyer to beware.

Comparing Rivals: Mercata and M obshop

Based on our mini-case analyses of the various group-buying Web sites, as well as the

comparisons made by Gomez Advisors (2000) and Rugullies (2000), we identify the following
five overall aspects that differentiate the two former market leaders, Mercata and Mobshop, in
group-buying services: pricing strategy, information endowment, site features, product emphasis,

and pre-trade and post-trade logistics.

Q

Pricing Strategy. The two firms used different pricing strategies. Mercata offered both
fixed and dynamic pricing. For products involved in a Mercata Power Buy auction cycle,
the prices changed frequently but in small decrements. In contrast, Mobshop generaly
took afour-tier approach to price changes, and their prices changed less frequently.
Information Endowment. The information endowment for buyers that is available on
the two sites clearly was different. Consumers were unaware of the price-quantity
relationship at Mercata. They only observed the dropping prices resulting from increasing
order volume, but not the driving force: the buying group. At Mobshop, consumers knew
the internal mechanisms that drove price changes. Potential buyers were not able to locate
detailed product features and specifications at Mercata. Mobshop provided brief product
specifications. But compared to Web sites such as Amazon, the details of product
descriptions about products at both sites were modest at best.

Site Features. The many additiona features such as “Buyer Flash” and “Click-and-Téell”
provided by Mobshop gave it advantages over Mercatain ease of use.

Product Emphasis. The two firms had different product emphases. Compared to
Mobshop, Mercata had a wider product selection and focused on consumer electronics
and household goods. In contrast, Mobshop offered high-tech commodities that were
relatively new to the market.

Pre-Trade and Post-Trade L ogistics. The logistics before and after sales were made
were also different. Mercata dealt with manufacturers directly for procurement, enabling
it to achieve higher margins. Mobshop dedlt with retailers and distributors, however,
meaking its margins dimmer. Mobshop also eiminated inventory costs by acting as an
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intermediary that did not physicaly fulfill its own orders. Mercata, on the other hand,
bought from manufacturers and had to maintain a warehouse and fulfill the orders
themselves.
Table 5 summarizes these key differences between Mercata and Mobshop. (See Table 5.)
Table 5. A Comparison of Mercata and Mobshop

COMPARISON MERCATA MOBSHOP
DIMENSION
Pricing strategy a Both fixed and dynamic pricing a Dynamic pricing only
a Frequent price change, small a Four-tier pricing
decrements
Information QO Interna pricing mechanism a Pricedrop trgectory and
available on unavailable group size info available
Web site 0 No product features and O Brief product specifications
specifications
Site features, a No 0 Buyer Flash
Ease of use a Click-and-Tdl
Product focus O Wider product selection O Less products offering
o Consumer electronics and o High-tech products that were
household goods relatively new to market
Logigtics 0 Dedlt directly with manufacturers 0 Dedt with retailers and
a Provided fulfillment of orders distributors
a Pureintermediary, did not
engage in fulfillment of orders
Discussion

Although they are till in their infancy, group-buying business models on the Internet face the
challenges of accumulating critical mass and establishing themselves in competition with posted-
pricing discount Web sites. Now that we have examined the bases of the initial successes
enjoyed by these firms and the subsequent shakeout of the group-buying sites in the marketplace,
we offer the following questions and preliminary answers.

(1) I'n which market does the group-buying business model work best, B2C or B2B?
Compared to offline and online discount merchants, group-buying Web sites are at
disadvantage in the B2C market because of the small transaction volume they can
aggregate, which makes it difficult for them to redize their low price proposition to their
customers. The recent closure of several B2C group-buying service providers suggests
the nature of the obstacles that exist in the consumer market. On the other hand, because
of the large number of small businesses and government agencies, as well as the high
transaction amount, the B2B market provides companies with group-buying business

models ample opportunities for making their mark in the marketplace.
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(2) How should firmsthat arefocusing onthe B2C mar ket competewith other business
modelsfor limited customer resour ces? Thelast two years of experience of the group-
buying Web sites that we examined suggest the use of a distributed-service modd instead
of being a destination site. The high customer acquisition cost and limited traffic to
group-buying sites make it difficult to for a destination site to obtain the critica mass it
needs to become truly effective. By partnering with other sites that enjoy higher traffic,
group-buying sites can provide their services on porta sites and aggregate orders across
gites, increasing their chances of marketplace viability.

(2) What do we learn about the composition of effective product offerings at group-
buying Web sites? Asweillustrated in the case of Mercata, group-buying firmsface the
dilemma of selecting between developing a wide product selection and alarge buying-
group size. A variety of goods in each category can satisfy consumers’ diverse
preferences. However, too many products in each category make it difficult to achieve
large buying group sizes because of the scattered orders across different products. Asa
result, group-buying Web sites need to maintain a balance between product variety and
order volume for each product. In the selection of each product, it is aso important to
consider its potential of market interest.

From Mobshop, we observed that the top sellers were either high-tech big-ticket
items, such as PDAs, digital cameras, DVD players, MP3 players, or small items, such as
DVD movies and video games. A characteristic shared by al the big-ticket itemsis that
they are il in the growth stage of their product life cycle, and demand for them in the
marketplaceis still increasing. At this stage, buyers tend to be early adopters with higher
income and education levels. This tends to match the profile of online shoppers. Hence,
these products are best positioned for group-buying.

In our observation of order arrivals at Mobshop (Kauffman and Wang, 2001), there
was often a surge of orders after the introduction of a new mode of a particular product
in the product categories that we discussed. But, some time later, market interest tended
to decline, signifying the importance of maintaining fresh and interesting product
offerings. After it has been on sae for awhile, even a previoudy hot seller may become
relatively unattractive, with the result that it will fail to capture the interest of a sufficient
number of buyers to create a basis for critical mass usage. The reasons are smply that
repeated visitors who want the product will have purchased it and that the number of

newly-acquired customers will not be large enough to result in alarge buying-group size.

36



Kauffman and Wang

(4) Towhat extent are group-buying Web sites at a disadvantage when it comesto the
use of shopbots for comparison shopping? The Web as a shopping channel has been

characterized by low search cost. Shopbots on the Internet (e.g., www.dealtime.com or

www.mysimon.com) make it even easier to do comparison shopping. Using these

services, a savvy shopper can easily locate the best deal among a large number of online
merchants. This puts group-buying sites at disadvantage for two reasons. First, many
group-buying sites are ill not well-recognized by shopping bots. Thus, it isimpossible

for the group-buying Web site to leverage these shopping bots in some way to acquire
new customers. Second, even if they were listed by a shopbot, the dynamic nature of the
prices also makesit less likely that the information that is captured represents the best
prices the sites have to offer. For example, when a buyer conducts a search at the
beginning of an auction cycle, she will only observe the high starting price, which is not
likely to bethe final one. The information clearly will be mideading.

Group-buying poses both opportunities and challenges for Web sites employing this business
model. With the estimated $2.4 trillion worth of transactions projected to materialize by 2004
(Kafka, et a., 2000), the B2B market gives group-buying companies potential opportunities for
success. To enhance their viability, group-buying firms focusing on the B2C market can take
advantage of the high traffic on porta sites to increase shoppers' exposure to this relatively new
buying concept. In addition, Dea Time's effort to add group-buying merchants to its search
capabilities illustrates that as the group-buying business model matures, the merchants will get
recognition from shopping bots to overcome the disadvantage they have when it comes to

comparison shopping (Business Wire, 1999).

CONCLUSION

In this chapter, we examined group-buying business models in Internet-based selling. Based
on a series of mini-case studies and related analysis, we illustrated the innovative use of
technologies by group-buying sitesin providing their customers with volume discounts that were
traditionaly privileges of bulk buyers. However, even though group-buying on the Web
represents an interesting business modd, this aone is not sufficient to judtify its viability. Group-
buying still isanew concept to many shoppers, and so group-buying firms face the challenges of
educating the consumers and achieving critical mass. Moreover, the competition coming from
posted-price merchants, especialy offline and online discount retailers, makes it difficult for
group-buying sites to deliver low prices base on their limited transaction volumes. In

consideration of the successes and the failures of group-buying business modelsin the past couple
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of years, we believe group-buying firms oriented toward the B2B market are better positioned for
future growth. In addition, for sites that focus on the B2C market, a distributed-service moddl has
advantages over a destination site. Furthermore, it is aso crucia to maintain a balance between a
wide product offering and large group sizes.

In this chapter, we aso intended to make a contribution to senior management thinking about
group-buying on the World Wide Web. First, our research highlights the unique features
presented on many group-buying Web sites that facilitate the collective purchasing process. For
companies that are interested in site redesign and improvement, they can add functiondities that
will improve market efficiency and effectiveness such as the “ Save-a-Spot” feature at Mobshop
and the “Email Friends’ function supported by many sites. Second, following an analysis of the
competition coming from posted-price discount retailers and the small transaction volume on
group-buying sites, we identified strategies taken by group-buying companies to obtain
competitive cost savings. Examples include dealing directly with manufacturers and maintaining
zero inventory. At the same time, we aso noted the problems resulting from these strategies, such
as delayed shipments and difficult product returns and exchanges. By illustrating the pros and the
cons about group-buying companies, we provide a more holistic view of the problem space that
relates to corporate strategy in the presence of this variety of Internet technology. Third, our
framework for comparing group-buying business models and our analysis of the opportunities
and challenges in the market can help interested parties to critically evaluate the most promising
market approaches and business models.

For researchersin IS and e-commerce, our research offers other contributions. First, by cross-
examining severa group-buying Web sites, we identified the key aspects of consumer behavior
under the group-buying market microstructure. This will provide the motivation for future
research to more thoroughly understand and test the efficacy of these group-buying modesin the
presence of different kinds of consumer behavior. Second, group-buying business models are
relatively new, and our research isthe first to critically examine the efficacy of this type of
business modd. Third, with the ongoing market shakeout in e-commerce, our research illustrates
how the academic world can go about hel ping the business community learn from their successes
and their failures.

With the new opportunities that are becoming available in the B2B market, we believe that
group-buying business modd s actualy can help small businesses obtain volume discounts. Future
research can examine the efficacy of group-buying business models in the B2B market.
Moreover, buyer behavior in the B2C market, such as the anticipation of faling prices, the group-
buying mentality, the price threshold effect, the reserve price effect, and word-of -mouth behavior
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might also be mapped to the B2B market and examined more closdly. Finaly, comparisons also
can be made on the efficacy of group-buying business models for different product typesin
different stages of their life cycles.
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