Executive Summary

In 1997, Pierre Omindyar, online auction house eBay's founder, drove into Silicon Valley without a business plan, laptop, presentation or even a functional website. However, his concept of a worldwide flea market was so attractive that Benchmark Capital could not resist. In early 2002, eBay, one of the few Internet businesses that has been profitable during the economic slowdownof 2000/2001, had total sales approaching $1 billion; however, CEO Meg Whitman has promised to increase revenues by more than three times to $3 billion by 2005. A question for eBay was how to continue to increase revenues in an increasingly competitive market. Expansion was limited outside of new geographic territories, and every market participant was striving for a piece ofthe industry. The main question to be resolved was how to differentiate eBay from its competition and achieve a competitive advantage within both a short and long-term time frame.

Organization Background

Pierre Omindyar, a freethinking French national, founded eBay in May 1996. In 1997, he attempted to achieve funding for his fledging online flea market, eBay, by traveling to the then technologyhot bed of Silicon Valley. Benchmark Capital, a venture capital firm with "teams" in Silicon Valley, Europe and Israel, agreed to invest nearly $7 million into the company. Benchmark Capitol specializes on technology-driven companies that seek to create new markets with significant growth potential in the areas of enterprise software and services, networking equipment and services, semiconductors, mobile computing, consumer services, and financial services.

In early 2002, eBay, Inc. provided the technology for buyers and sellers to come together to trade items on a worldwide venue. eBay was a U.S.-based dynamic pricing online trading platform located at www.ebay.com. The Company developed a web-based entity that served as an online flea market and as an online alternative to the classified advertisements to buy and sell items. Through its wholly-owned and partially-owned subsidiaries and affiliates, it operated trading platforms in the U.S., Germany, the United Kingdom, Australia, Canada, France, Austria, Italy, Spain, and South Korea. At the end of 2001, eBay's employees totaled over 1,900 workers worldwide.

Products/Services

eBay pioneered online trading by developing a web-based community in which buyers and sellers were brought together in an efficient and entertaining format to browse, buy, and sell items, such as collectibles, automobiles, high-end or premium art items, jewelry, consumer electronics, and a host of practical and miscellaneous items. In early 2002, the eBay trading platform was a fully automated, topically arranged, intuitive, and easy-to-use service that supported an auction format. Sellers listed items for sale and buyers bid on items of interest in a fixed-price format inwhich sellers and buyers traded items at a fixed price established by sellers (eBay, 2001). eBay maintained a worldwide platform that consisted of Billpoint, Half.com, eBay International, eBay Motors, eBay Stores, eBay Local Trading, and eBay Live Auctions.

Billpoint

Billpoint was the online payment function for buyers and sellers, owned by eBay. This service, which eBay charged a fee to use, allowed sellers to receive payment for the product electronically from the buyers. The buyer charged the final auction price on their credit card that was paid to Wells Fargo, who in return, paid the seller. This was a secure payment option for buyer and seller allowing them a fast, accurate payment. The seller paid all the fees associated with this payment option. However, many sellers would rather not use this service due to the reduction in the final amount received from the buyer by the fees charged. eBay had a dynamic spectrum of customers that included individual buyers and sellers, small businesses, and even Fortune 100 companies. The advantage of this feature was that it allowed a customer a full service experience where they could bid, purchase, and provide payment for their product all through eBay. Prior to this service, the buyer would pay the seller directly or via another online service. Now, eBay could compete with other online services. Recently, in February 2002, eBay bought the portion ofBillpoint that Wells Fargo had owned. Prior to this buyout, Wells Fargo and eBay were the co-owners of Billpoint. This purchase was a direct response to the initial public offering of PayPal inearly 2002. PayPal was Billpoint's primary competitor. The fees for using Billpoint's services were $.35 for total transaction amounts ranging from $.01 to $15.00 and $.35 to $2.50 for total transaction amounts ranging from $15.01 to $500.00 (Billpoint.com, 2002).

Half.com

Half.com is now an eBay subsidiary purchased in 2000. This service was not an auction style service, but rather a fixed price service. Half.com allowed another platform for fees outside of the auction marketplace that added to the diversification of revenues. The negative aspect to Half.com was the potential business taken from the auction business, whereas the revenue stream increased with each new bid. Therefore, a buyer might have preferred to purchase an item of lesser or equal quality at Half.com rather than bidding on the item in the auction-style marketplace. The value added by Half.com was an alternative to the auction market for buyers and added a fixed priced market that was quicker than the auction market.

eBay International

eBay International was the subsidiary that handled all of the international auctions for eBay. There were specific websites for each of the countries which eBay maintained a platform. This service allowed members of the global eBay community trading access across international borders. The CEO, Ms. Meg Whitman, believed that the global trading platform had more opportunity for potential revenue stream than they could handle, considering the strong worldwide eBay brand name (Barker, 2002). However, specifically in Japan, eBay had been behind the curve, with Yahoo maintaining 90% of the domestic Japanese market (Barker, 2002). In early 2002, eBay decided to close their auction presence in Japan. eBay had to re-evaluate their Japan strategy prior to reentering that geographic market. eBay might need to consider a merger or acquisition with Yahoo Japan to succeed in the Japanese marketplace, due to Yahoo's predominance in the market prior to eBay's entry. This strategy would be similar to the 2001 acquisition of Internet Auction Co., Ltd., a South Korean company, to gain access to that marketplace. Other acquisitions included iBazaar and Mercado Libre.

eBay Motors

eBay Motors was one of the most successful parts to eBay's business with a 200% increase from 2000 with annualized 2001 sales of $1.5 billion (eBay, 2002). eBay was the market leader for Internet motor sales with a motorcycle sold every 18 seconds. eBay maintained a superb start-to-finish service that included financing, insurance, the lemon law, and shipping. This service was only feasible for those individuals who did not require physically inspecting the vehicle prior to making a purchase and having the confidence in dealing with a market leader. This was a totally new concept for most car buyers. eBay Motors was the market leader of Internet car sales in mass quantity and makes.

eBay Stores

eBay Stores was a service that allowed sellers of products on eBay to create a single web page for all of their eBay auctions. eBay stores were for both fixed price and auction style items. This service allowed a seller to become more organized by allowing the seller to list more items, which helped the revenue stream for eBay. The critical issue was producing an easily accessible platform that would allow for return buyers and sellers to eBay stores.

eBay Local Trading

eBay Local Trading was a service which eBay had localized sites for 60 U.S. markets. It allowed a buyer to search auctions that were located close to their home city. This was especially important for buyers who would like to cut down on their shipping costs and shorten the time the product was expected. The lower shipping costs would subsequently lower the fees generated using Billpoint, which received a percentage of the total cost.

eBay Live Auctions

eBay Live Auctions was a new platform for eBay which provided real-time auctions similar to any auction performed by any auction house. The product awareness to this technology was critical to the expansion and increased revenue flow from these live auctions. eBay Live Auctions was the first of their kind on the Internet with eBay hoping to cut into part of the large auction houses' revenues and market share.

Due to these many product areas, eBay was known as the place to begin when looking for anything via the online auction market on the web. Figure 1 gives a better explanation of the variety ofauctions that these products generated for eBay. The figure represents the average daily auctions for each of the products indicated; this was indicative of the products outlined above, which gave the seller and buyer of the products different options in dealing with the sale/purchase.


Source: Online Auctions. (2001). A bit of background to online auctions. Retrieved February 11, 2002 from the World Wide Web: http://online---auctions.com.
eBay operated from an area of strength in the products and services offered. This was achieved through auction alternatives such as "buy it now," express auctions, Dutch auctions, easy navigation, advanced technology to enhance the customer shopping experience, and a fast, reliable payment option. However, eBay did not offer news services, e-mail access, and portal access to cross-market to customers.

Management

eBay's Chairman title was more of a figurehead for the founder Pierre Omindyar. Since 1998, the CEO of the Company had been Meg Whitman, who was solely responsible for the success and failure of the company from a strategic standpoint. Bob Kagle of Benchmark Capital was instrumental in developing and modeling the senior staff of eBay. Mr. Kagle personally brought in Meg Whitman and the COO (Head of Corporate Development in 2002), Brian Swette, to run the company. These two senior managers were the first two in the cornerstone of the executive chain at eBay. The first challenge they faced was to decide on a potential merger with rival Onsale, another auction website. However, they opted that the best strategic option was not to merge, but rather prepare for an IPO of the company, which was completed in late 1998. Ms. Whitman was instrumental in transforming eBay into the company it became. Her management style could be categorized as hands-on, but with an excellent executive chain to balance the decision-making and invite suggestions from her rank in file.

In 2002, Maynard Webb was President of eBay Technologies. Rajiv Dutta, Senior VP and CFO, was responsible for the financial aspect of eBay. William Cobb, Senior VP of Global Marketing was responsible for the marketing of the eBay brand name worldwide. This management team, together with Ms. Whitman and Mr. Swette, had the structure and experience in both the cyber and content market to succeed.

Financials

eBay operated from a position of financial strength. eBay had increasing revenue, financial liquidity, and positive income levels. When additional financing was required, eBay sold stock, initial public offering, a secondary offering, and warrants through the U.S. capital markets. eBay derived a majority of business from the fees associated with the auction business, but also from advertising and promotions. eBay's net revenues had increased nearly 80% from 2000 to 2001 with a positive cash flow of nearly $200 million in the year 2001. The cash on hand was over $700 million as of the last reporting period (Freeedgar.com, 2001). The cash on hand could be used to expand the business through acquisitions or capital expenditures to increase the efficiency ofthe site. As of January 15, 2002, the company posted their 13th consecutive quarterly profit. However, Ms. Whitman had insisted that the sales increase and consistent quarterly profits had to continue and grow to higher levels. On May 5, 2002, Ms. Whitman reiterated her committed to the goals she established in 2001 to increase revenue to $3 billion and net income to $600 million by 2005 (Hansell, 2002).

eBay's revenue growth had been considerable over the four quarters ending September 2001, especially when considering the economic slowdown that occurred during most of that time period. eBay experienced increasing revenue growth, minimal cost of goods sold and significant gross profit margins, as shown in Figure 2.



	Period Ending:
	Sep 30, 2001
	Jun 30, 2001
	Mar 31, 2001
	Dec 31, 2000

	Total Revenue
	$194,425,000
	$180,905,000
	$154,090,000
	$134,008,000

	Cost Of Revenue
	$34,953,000
	$32,872,000
	$27,002,000
	$23,954,000

	Gross Profit
	$159,472,000
	$148,033,000
	$127,088,000
	$110,054,000





Figure 2: eBay's Revenue Picture

Source: eBay. (2002). Profile — eBay Inc. (NasdaqNM:EBAY). Retrieved March 24, 2003 on the World Wide Web: http://biz.yahoo.com.proxy.itt-tech.edu/p/e/ebay.html.
These components of eBay's financial picture identified the benefits of the online auction model. Since the cost of goods sold was not a significant cost, eBay was able to produce a significant gross profit margin. eBay's product was the service and platform provided to customers. eBay had many Wall Street analysts monitoring every move since the IPO in 1998. The Wall Street community followed eBay closely because eBay was considered the bell-weather of Internet public traded securities. This meant that eBay would determine how the rest of the Internet stocks would perform because they were the industry leader. eBay's earnings growth potential was far exceeding the industry, sector Internet and the S&P 500, as shown in Figure 3.



	 
	eBay Inc.
	Industry
	Sector
	S&P 500

	This Quarter Est.
	45.5%
	35.7%
	16.7%
	-8.5%

	Next Quarter Est.
	41.7%
	15.6%
	19.8%
	16.6%

	This Year Est.
	53.1%
	24.2%
	18.6%
	17.0%

	Next Year Est.
	49.3%
	27.1%
	11.6%
	22.2%

	Past 5 Years
	N/A
	N/A
	N/A
	N/A

	Next 5 Years Est.
	52.1%
	15.50%
	11.29%
	12.66%

	Price/Earnings (ttm)
	78.1
	24.35
	18.89
	22.02

	PEG Ratio
	1.50
	1.57
	1.67
	1.74





Figure 3: eBay's Earnings Growth

Source: eBay. (2002). Profile — EBAY Inc (NasdaqNM:EBAY). Retrieved March 24, 2003 from the World Wide Web: http://biz.yahoo.com.proxy.itt-tech.edu/p/e/ebay.html.
eBay had been a stellar market performer since the time of the IPO in late 1998. When factoring stock splits, which happened twice, the IPO was $3 per share. As of 4/27/02, eBay was trading at $49.70. The stock price had appreciated nearly 1,600% since the IPO, as shown in Figure 4. The first stock split was 3 for 1 and the second split was 2 for 
Figure 4: eBay's Stock Performance Since Initial Public Offering

Source: Bigcharts.com. (2002). eBay Stock Chart. Retrieved March 15, 2003 on the World Wide Web: http://www.bigcharts.com.
Setting The Stage

An Overview of the C2C and Related Online Auction Markets

The industry for online auctions, primarily the consumer-to-consumer auctions, was new, exciting, ever changing, and extremely competitive. An online auction marketplace was any Internet-based system that allowed a customer to bid on a product. Online auctions were part of a larger industry that was e-commerce. Online auction sites were the most popular e-commerce destinations on the World Wide Web, with total sales expected to reach $19.6 billion by the year 2004 (Washington Attorney General's Office, 2000). The online auction, as a concept, is the electronic sale of property by the seller to the highest bidder. This concept has evolved from the traditional auction houses that have been conducting auctions for centuries.

According to Lucking-Riley (2000), there were two primary business models providing entry into the online auction market, merchant sites and listing-agent sites. Merchant sites, such as Onsale, First Auction, uBid, and Encore, acted as retailers that used the auction method to sell its merchandise. Listing-agent sites, such as eBay, AuctionVine, Going-Going-Gone, and Auction Universe, functioned as intermediaries between other sellers and the consumer. In addition, some auction sites, such as Up4Sale, combined both entry business models. Out of 142 online auction sites, 96 were listing- agent, 25 merchant, and 11 combination agent/merchant sites (Lucking-Riley, 2000).

Online auction sites could be divided into four types according to the areas of e-commerce covered. These four included Business-to-Business, Business-to-Consumer, Business- to-Government and Consumer-to-Consumer. Using these sites, a consumer could purchase an array of products including books, clothes, cars, raw materials, commodities, and travel services. The typical customer was individuals, small businesses, retailers, major corporations, and government agencies.

The online auction industry conducted several different types of auctions. These auctions were the Dutch Auction, Reserve Price Auction, Express Auction and the Fixed Price/Buy it now. Several major competitors dominated the focused market of the case study, the C2C auction market; these competitors were Yahoo! Auctions, Amazon.com, BidBay, Priceline.com, and eBay.Figure 5 shows a structural overview of the C2C and related online auction market.
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Figure 5: C2C and Related Online Auction Markets

Important Industry Opportunities

In early 2002, the online auction industry offered many opportunities for each and every player competing in this environment. The following opportunities have been singled out as being the most relevant ones.

· The Consumer-to-Consumer market was projected to grow to over $10 billion in the next several years (Forrester Research, 2001).

· The number of auction sites and fixed-market sites had increased rapidly and the sophistication of their services had progressed through new technology.

· The number of U.S. households with Internet access was expected to nearly double to 90 million by the end of 2004, according to a report by The Strategis Group (Pastore, 2000).

· The online market was expanding at a rapid rate from 1996 through 2001. According to Forrester Research, the online auction market was expected to grow to $52.5 billion in 2002, which would be 37.5 times the $1.4 billion generated in 1998 (Forrester Research.com, 2001).

· Geographic markets outside of the U.S. are perfect for expansion. The future growth of Internet users worldwide indicated that the U.S. would continue to lead in the number ofInternet users; however, the six other major Internet countries (Japan, Germany, UK, France, Italy, and Spain) would experience a higher percentage increase of users from 1998 through 2003. For example, the U.S. would experience a 134% increase in users from 1998-2003 compared to Japan and Germany's increase of 346% and 322%, respectively (EITO, 2001).

· Through product innovation a C2C marketplace would offer new diversified services/products and redefine the consumer shopping experience.

Important Industry Threats

The following threats have been considered the most important:

· Increased competition has been pushing prices lower and lower

· Economic downturn affected the customers' purchasing power

· Many customers still preferred the traditional classified ads rather than the auction sites

· The Internet was still to some degree unsecured, so the passing of sensitive information was still not advisable

· There were still many fraudulent goods sold via online auctions

Competitive Scenario

This industry had major competitors with significant capital structure and name recognition, and had consistently added new competitors due to relatively low start-up costs. These companies were all staging battles to become the auctioneer of choice for Internet users. Some of the major players in this industry outside of eBay were Yahoo!, Amazon.com, Onsale Exchange, BidBay, AOL.com, First Auction, and several others. In addition, major companies such as Disney, the World Wrestling Federation, and Dell conducted auctions for their products on their own websites. However, these competitors were seen as less of a threat because they only focused on their own products.

eBay was the industry leader in consumer-to-consumer online auction market followed by both Amazon and Yahoo!. eBay operated from a position of strength within the online auction market. This was the case because eBay was the innovator of this marketplace; they were the world leader, with significant financial capability and strong customer brand acceptance. The various services that eBay provided on its flagship site, www.ebay.com, was the strongest area for the company. The number of different services was approaching twelve, including eBay motors, "Buy it Now," and Half.com., to name a few. In comparison, Yahoo! Auctions, the world's second largest Internet auction company, offered fewer than five different services for their customer base. The other competitors in this industry had not been able to provide the number of services/products as the industry leader, eBay.

In auction types, eBay was stronger than Bidbay and Priceline, and equal to Amazon.com and Yahoo!, especially the offering of a "Buy it now" feature and technological flexibility to eliminate or reduce system errors. eBay offered a proprietary payment center called Billpoint. This was a service/product that none of their online auction competitors offered. However, eBay was weaker than the competition in offering products/services outside of the auction and "buy it now" marketplaces. eBay has no competitive advantage over any of their competitors, with the exception of Bidbay,in marketing. eBay, Amazon.com, Yahoo!, and Priceline.com had shown the ability to target and deliver to a targeted clientele with a successful advertising campaign. eBay realized more business on word of mouth advertising. eBay had an advantage over the competition when dealing with individual customers, because of their large selection of goods for auction and their large customer pool. Amazon.com and Yahoo! were fierce competitors in both of these key-to-success areas, but BidBay and Priceline.com were lacking in the selection of goods and the customer pool, respectively.

The competitors to eBay with the best diversification of products outside the auction industry was Yahoo!, with Amazon.com a close second. Yahoo! offered news services, e-mail, portal access and shopping services. Amazon.com has shopping for new and used books, clothes, electronics, and other items. While the Amazon.com service was similar to eBay's Half.com subsidiary, it differed because Amazon.com was the party conducting the sale. Using Half.com, the seller of the item was another individual, retailer, or corporation.

Alliances/Acquisitions

eBay understood benefits of mergers and acquisitions in the expansion of the online auction platform. eBay acquired several companies in the past several years, such as Half.com, Internet Auction, iBazaar, and HomesDirect.com, through all-stock acquisitions. eBay used their publicly traded stock to acquire these companies. eBay operated Half.com as a subsidiary, throughwww.Half.com. However, Internet Auctions and iBazaar had been integrated into eBay International. Homesdirect.com had been integrated into the traditional auction platform under a new product category, real estate. These acquisitions had added diversification value to the total enterprise. The number of acquisitions had led to difficulty in employee morale and reporting lines. As typically found with most mergers and acquisitions, the meshing of the different corporate cultures was a significant challenge because of the human element involved. Therefore, the integrationof reporting lines from the mergers and acquisitions left many employees of the acquired company feeling alienated.

In 2001, eBay entered several alliances/acquisitions that were significant to eBay's international growth. On February 15, 2001, the company acquired a majority interest in Internet Auction Company, a South Korean company (Freeedgar.com, 2001). On May 5, 2001, the company acquired iBazaar, a leading online auction exchange (Freeedgar.com, 2001). iBazaar was a French-based corporation that introduced online person-to-person trading in France, and at the time of the acquisition, had websites in Belgium, Brazil, France, Italy, the Netherlands, Portugal, Spain, and Sweden (Freeedgar.com, 2001). To further eBay's expansion through alliances, in September 2001, eBay entered into a strategic business relationship with Mercado Libre, a leading online auction site serving Latin America. In exchange for eBay's equity interest in iBazaar.com, eBay received a 19.5% ownership interest in Mercado Libre (Freeedgar.com, 2001). These alliances/acquisitions exemplified eBay's strategic plan for a further successful international expansion. eBay could continue international success through strengths in technology to offer multi-language auctions, secure payment options, cutting-edge technology to attract new customers, financial capabilities, and product diversification.

International Markets

The domestic market's sales were the majority of total sales for eBay. Approximately 84% of total revenues were derived from the U.S. market — that could be problematic with a prolonged economic downturn or another terrorist attack on the U.S. (Freeedgar.com, 2001). In the U.S. market, eBay leveraged a strong brand name with superior technology. This platform was excellent for eBay's transformation into international marketplace, which accounted for 16% of net revenues in 2001, which was an increase from 6% in 2000 (Freeedgar.com, 2001). Therefore, expansion outside the U.S. was paramount to the future success of eBay. eBay's strategic game plan for an international presence was comprehensive and concise. eBay purchased existing exchanges intarget countries, which gave eBay access to all of the acquired companies' infrastructure, web addresses, and customer base. This was evident in eBay's acquisitions of several exchanges, most notably iBazaar. However, not all of eBay's expansion into international markets had been successful, as exemplified in the case of Japan.

The biggest disappointment to date for eBay had been the unsuccessful expansion into the Japanese market place. eBay was consistently ranked fourth in the region, without gaining market share and continued to operate with losses. eBay could never recover or gain significant market share from Yahoo!, the first online auction site in Japan. With continued disappointing results, eBay decided to close the money-losing segment, eBay Japan, at the end of March 2002. This closure came two years after the opening of the site, which was started with such great expectations. Rajiv Dutta, CFO of eBay, stated that, "Japan had been a series of missteps for the company. eBay entered the market too late, didn't execute well, and was slow to correct problems" (Bloomberg.com, 2002). eBay had to re-examine their strategic focus in order to re-enter Japan, possibly through a merger or acquisition. eBay's expansion into the Taiwanese market place was through an acquisition. eBay acquired the operator of the largest and most profitable Taiwanese auction house, NeoCom Technology. This acquisition allowed eBay to use the existing market share of NeoCom to introduce the eBay trading platform to NeoCom customers.

The opportunities for eBay in a strong international operation would be achieved by the diversification of revenues outside of the U.S., increase of product/service knowledge worldwide, the introduction of cross marketing to a world-wide clientele, and the potential to enter strategic alliances with partners outside of the auction process

Technology
Maynard Webb, President of eBay Technologies, was responsible for all facets of enhancing technology from hardware to software to web design to server capacity. Mr. Webb would oversee thetechnology upgrades to correspond with new services that were developed. Mr. Webb's group would develop innovative thoughts into the actual services. Potentially, Mr. Webb's group could implement technology, which could convert any of the languages eBay operated into another language to promote a more cohesive international trading environment.

eBay's technology, including both the software and hardware, were state-of-theart. eBay used Sun Microsystems' servers for the running of its flagship platform at ebay.com and the fixed-price subsidiary, Half.com. The reason eBay had strived to maintain a tight association with Sun Microsystems was that Sun Microsystems was a leading technology company, which produced cutting-edge technology, especially expanding server capacity. Expanded server capacity was crucial for product development and the expansion of the consumer base. Technology capacity would be significantly important to the expansion of products, including both the domestic and international market share. The most critical technology enhancement was the development of the "next generation" web design. eBay set a goal on developing new and innovative technology that would be used to the benefit of customers and, therefore, benefit shareholders. eBay had software and hardware relationships with the largest technology companies in the world, which included Microsoft, Oracle, Linux, Qwest, and Sun Microsystems. These relationships were implemented to benefit eBay in developing the "next generation." However, Maynard Webb, Jr., President of eBay Technologies, and his group had internally developed the proprietary software, which had created the entire auction platform.

eBay's Annual Report from 2001 stated that "any failure to expand or upgrade our systems at least as fast as the growth in demand for capacity could cause the website to become unstable and possibly cease to operate for periods of time and unscheduled downtime could harm our business" (eBay, 2001). In order for eBay to be successful, technology upgrade, advancement and implementation would be essential to alleviate any capacity limitations and periods the site would not be operational. Also, the technology innovation was a strength for eBay to add new services before competitors did.

Product Development

eBay has invested nearly 10% of net revenues in their product development, most notably with the new "buy it now" feature, eBay Stores and the live online auctions. These products, along with Half.com's success, have helped solidify eBay not only as the Internet's number one auction house but also an Internet bellwether stock. The product development expenditures had increased by 30% from 2000, mostly attributed to staff related costs. One of the major initiatives to be addressed is the further development of the fixed price and payment business of Billpoint.

Operations

The eBay platform supported the sale process, including notifying users via e-mail after successfully registering for the service, placing a successful bid, being outbid, listing an item for sale and when an auction ended (eBay, 2001). The operational platform sent daily e-mails to active customers, maintained and updated personal customer information, billing, and auction records (eBay, 2001). eBay's entire trading platform was available through comprehensive operations. eBay offered a search engine which allowed customers to search auction titles or descriptions to locate the product of their choice. In addition, the eBay service supported a number of community bulletin board and chat areas (eBay, 2001). The eBay service was available 24 hours a day, seven days a week to conduct the buying and selling of goods. eBay's platform was developed through proprietary software, which allowed the website to control the entire auction process starting with the listing of a product for sale through incremental bids, to the ending of the auction and the secure payment from the buyer of goods to the seller. After the completion of the auction, eBay sent electronic invoices to all sellers via e-mail (eBay, 2001). Customer information was stored and easily accessible for future use in a secure setting. eBay provided customers with a comprehensive auction tracking system called "My eBay."

The My eBay platform allowed customers to have an "operations department" for their entire auction needs. This service monitored items a customer was selling or potentially buying (bidding). The service allowed customers to monitor all auctions in their favorite categories, which were pre-determined by the customer. Also, the customer could identify auctions to monitor, known as "Items I'm Watching," which could be accessed through My eBay. My eBay permitted customers to monitor all fees charged by eBay and monitor all payments received through Billpoint from buyers of products sold. The operations produced cutting-edge technology to customers in the form of My eBay, 24 hour a day auction functionality, and the secure exchange of sensitive financial and personal information. These functions were factors to retain key customers and the extension of the platform into other areas of e-commerce. Some other strengths for eBay inoperations were the easy auction format and the continual information flow between eBay and the customers.

Marketing

eBay conducts marketing in both the traditional sense (consisting of print ads, radio and TV) and the World Wide Web. eBay's marketing budget is consistent of approximately 30% or higher oftheir net revenues. eBay places commercials on television and advertisements in both newspapers/magazines and online. This was one of the most beneficial forms of inexpensive marketing eBay could receive and one that they greatly depend upon. However, eBay must realize the key to success in the market aspect of the industry is segment placing and identifying the correct target market.

Management and Strategy

A key decision by Ms. Whitman was the implementation of eBay stores. This strategy differentiated eBay from the competition because the service, the first for online auction markets, allowed corporations to sell excess items through eBay to customers for outlet prices. This decision diversified eBay's revenue stream from individual customers to small businesses and corporations. Inaddition, small businesses and corporations were more inclined to use the "buy it now' feature because of fast execution, payment and monitoring. This helped eBay towards meeting the goal ofa raising the "Buy It Now" fees generated from 20% to 33% of total revenues (Hansell, 2002). The "Buy It Now" feature allowed a customer to purchase a product for a pre-determined price prior to the start of bidding on that particular product. Once a bid was placed on the item, the "buy it now" feature was no longer applicable and the product defaulted to the auction- style market.

Ms. Whitman believed in strategic focus and allowed for her employees to be a part of the innovation process. An innovated thought from the employee pool was the potential eBay credit card through Visa. This card could only be used when trading on eBay. Customers typically used credit cards to pay for products purchased on eBay. Therefore, this would be a natural progression for eBay and increase revenues through the fees arranged with Visa. The decision by Ms. Whitman to include employees into the processes was indicative of her strategic focus, which was to respond quickly to an ever- changing technological world.

Current Challenges/Problems Facing The Organization

eBay had become the dominant online auction site in the United States by providing the most functional of all online trading platforms available. eBay had transformed the customer experience to a fun experience with the offering of reliable, secure services. The online auction market had expanded rapidly over the past several years with the trend to continue to expand into the future. This expansion had been indicated through various independent and government surveys on the online auction industry. eBay, however, was faced with several problems that were expected to shape the future of the industry and the company. Expansion into the Japanese market was a significant disappointment and eBay's re-entering the market was a major issue. Should it maintain an acquisition, strategic alliance, or a complete overhaul of the unsuccessful model for Japan first attempted? eBay also had to defend market share in the U.S. that had come under increased competition from several different competitors. eBay continued to expand into new markets such as the B2C, B2B, and B2G markets.

As the Board of Directors met to discuss strategic plans for the future, it became evident that two alternatives had emerged. Two different members of the board presented strategic plans with totally different approaches for the future. Both of the alternatives were argued and discussed at length by the Board of Directors.

The first alternative presented was for eBay to continue to offer all of current products both through ebay.com and half.com. to continue the advancement into the international market place. This expansion would be through selective strategic alliances or acquisitions. This innovative strategy had proved successful in Spain, Latin America and several other countries throughout the world. However, when eBay strayed from this strategy, it had not been successful, especially with their Japan venture. eBay should also pursue a partial or full acquisition of Yahoo! Japan to gain access to the Japanese marketplace, with which eBay had been unsuccessful.

There were several benefits to this strategy. One of the benefits would be to identify the Board of Directors were on the right track with a business model. This would instill additional confidencein the management team to incorporate the changes presented in this alternative. The proper implementation of this strategy would allow eBay to capitalize on the growth forecasted in Internet users worldwide. eBay would be the first online auction market to offer a comprehensive word-wide platform. During the company's planning of a strategic game plan for acquisitions or strategic alliances a due diligence would be required to identify comparable corporate culture. In addition, this alternative would potentially add better or compatible software and critical mass needed for the marketplace. In addition, the acquisitions or strategic alliances should create a worldwide platform for possible expansion into the B2B and B2G exchanges.

A Board Member outlined that this alternative was feasible because it used the strategic focus eBay had implemented in the past, which had proven to be successful, especially in targeted acquisitions or strategic alliances. This strategy provided concise, fast execution to pinpoint different international strategic options. The Board Member continued that this strategy was also feasible because many of the smaller Internet Auction Sites around the globe had already entered strategic alliances with eBay. These alliances had been successfully implemented. In addition, eBay would grow via acquisitions and strategic alliances that had proven effective, whereas building platforms internationally, such as Japan, had been a major blunder. This blunder caused the company to absorb substantial charges against revenues to close down the eBay Japan site. Also, eBay should build upon their current worldwide marketplaces to continue to utilize the same worldwide platform for all clients.

This alternative would win against the competition because eBay would implement a worldwide strategy of becoming the online auction house of choice for C2C and B2C participants. Also, eBay would increase the customer base through acquisitions and alliances. The customer base would be substantially larger than any competitor's. In addition, servicing new geographic areas and customers would increase the advertising revenues for eBay. This strategy would allow eBay to offer a worldwide pool of customers and products, which no other online auction house offered. eBay would win against the competition by cross-marketing the service to businesses that used their B2C exchange. In addition, this alternative would significantly diversify the company's revenue stream through various geographic markets. This diversification would win against the competition because the financial meltdown in the U.S. would affect eBay less than the domestic competitors. This would also help eBay to win against the competition because none of the competitors were offering the world platform except Yahoo! Auctions, who was offering this on a much smaller scale than the one proposed at eBay. In addition, this would offer new trading partners for eBay customers throughout the world, which would increase the appeal for advertisers on eBay's site. Additionally, Yahoo! and Amazon.com would have to fend off competition in several business areas, such as retailers, other portals (AOL), and direct selling from corporations; eBay could focus their financial and strategic planning solely on the auction business.

The main drawback discussed by the Board of Directors would be that many international auction exchanges would hold eBay a hostage to a premium in the purchase. However, it was argued that a way around the drawback to alleviate over-payment for a company would be to enter a strategic alliance prior to an acquisition. This would give eBay the opportunity to review the strategic partnership and rate the financial benefit of becoming full partners. This would allow eBay to review the corporate culture of their potential target to determine if the strategic alternative would be a good fit. Also, another way around the drawback would be to negotiate with several companies, which eBay could play against one another to get the best value.

The second alternative offered to the Board of Directors was to build proprietary platforms in B2B and B2G segments of e-commerce. A concise and marketable platform would allow eBay access to the B2B and B2G segments, which were forecasted to become high growth areas.

The benefits of this alternative would be that eBay would utilize proprietary knowledge to enter into the B2B and B2G markets. eBay would not attempt to purchase these platforms, which could cost a significant amount of money. Rather, eBay would utilize its financial resources, superior technology, and market reputation to expand into these areas. Due to the forecasted expansion ofthe B2B and B2G marketplaces, eBay would be poised to benefit by building a comprehensive, fast, and reliable B2B and B2G exchange. The benefits to the expansion of the eBay brand name into the B2B and B2G marketplaces would help eBay attract new customers to the traditional marketplace, www.ebay.com. This leverage of the brand name would ensure eBay worldwide recognition through several marketplaces. This recognition would benefit the existing exchange and half.com by promoting improved brand awareness.

This is a feasible alternative for the future of eBay because eBay had the financial means and technology experience to expand into these new areas. The financial means and technologyexperience would allow the technology staff to build exchanges to the exact specifications of the end users. In addition, once the entire worldwide platform for eBay had been established, eBay would use the technology to cross-sell or expand the exchanges to include all platforms they operated. eBay would develop the exchanges to be compatible to one another. This would give the end users the ability to conduct businesses on all of the exchanges using the same format and platform.

This alternative would win against the competition because eBay would use the successful model that was started in the C2C market into B2B and B2G markets. Additionally, the model would be implemented into all the new businesses that it would operate in. This would help eBay to win against the competition by differentiating eBay from competitors, which was auction marketplace diversification. As such, a corporation, government agency, individual customer, and small business could conduct any auction business through the company. This would differentiate eBay from arch-rival Yahoo! Auctions by offering one auction platform for every type of segment in e-commerce. eBay would become the auction site of choice, regardless if an individual consumer was looking to buy an old Rolling Stones album, a corporation was looking to buy 5,000 zippers, or a government agency was looking to purchase 1 million pencils. If implemented correctly, this would be the first one-stop auction house for all clientele worldwide and would increase the financial resources of eBay through the increase in revenues. Auction fees and advertising revenues would generate the increase in revenues. In addition, eBay would win against the competition by the other business opportunities presented, including the opportunity to cross-market the auction platforms to retailers and major corporations.

A main drawback pointed out by a Board Member would be the transferring of knowledgeable technology professionals to the development of the new exchanges and platforms away from the traditional eBay platform. This could hamper eBay's ability to bring new products to the market through product/service advancements. Therefore, this brand extension might effect the product/services development department in reacting to major competitor innovation in the C2C Auction market. A way around this drawback would be to hire new technology professionals to help with the building of the new marketplaces and platforms. Another way around this drawback would be to hire a senior technology expert from an existing B2B or B2G company. The best way around this drawback would be to issue long-term debt to pay for current liabilities associated with the expansion. This would potentially hurt the current capital structure of eBay because ofthe increased leverage. However, with the future prospects of the B2B and B2G marketplaces, this would be a viable alternative. When implemented correctly, the profit margins would be used to retire the long-term debt and interest payments. In addition, the interest expense associated with the long-term debt would help eBay because the interest would become a tax deduction for the company.

Another drawback would be the potential of eBay competitors developing B2B and B2G exchanges to compete against eBay. A way around this drawback was for eBay to utilize the technologyand experience in developing the current exchange in the development of the new exchanges. With eBay's experience in the development of new services for the existing platform, a transition team would be formulated to use similar implementation procedures into the new venture.

This was a critical time for eBay to develop and establish a strategic focus that would propel it to maintain its current leadership position. Moreover, it had to ensure that it remained the leader tomorrow, not only in their current space, but globally and in every auction marketplace available.

