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			Important Note About This Ebook

			This is a summary and not a critique or a review of the book. It does not offer judgment or opinion on the content of the book. This summary may not be organized chapter-wise but is an overview of the main ideas, viewpoints and arguments from the book as a whole. This means that the organization of this summary is not a representation of the book.

			Summary of The eBay Phenomenon (David Bunnell)

			Section 1. The Early Days

			eBay was founded in September 1995 as a part time business by Pierre Omidyar and Jeff Skoll. Silicon Valley legend has it that Omidyar was inspired to start the business by the fact his girlfriend collected Pez dispensers, but the reality of the situation was actually a little more mundane.

			“I had been thinking about how to create an efficient marketplace – a level playing field, where everyone had access to the same information and could compete on the same terms as anyone else. Not just a site where big corporations sold stuff to consumers and bombarded them with ads, but rather one where people ‘traded’ with each other. I thought if you could bring enough people together and let them pay whatever they thought something was worth, real values could be realized and it could ultimately be a fairer system – a win-win for buyers and sellers.”

			– Pierre Omidyar

			Omidyar had earned an undergraduate degree in computer science from Tufts University. Born in 1968, he had worked for Claris (a software subsidiary of Apple Computer) and General Magic before cofounding Ink Development Corporation, one of the pioneers of online retailing.

			Skoll, by contrast, had an MBA from Stanford University. The same age as Omidyar, Skoll had worked for a number of solid business companies, including Knight-Ridder’s online information venture. Skoll could provide the know-how and business sense to structure fees and business systems. He could take Omidyar’s concept and build a business around it.

			The two young entrepreneurs launched their business operating from Omidyar’s apartment. Their business equipment consisted of a filing cabinet, an old school desk, a laptop computer and an Internet Service Provider(ISP) account. Within six months, they were actually generating so much traffic their ISP closed their account, and the two partners were forced to buy their own server. To cover their costs, they decided to charge 25-cents for each listing on their auction site.

			“People seemed happy to pay for the service, except I was so busy keeping the site going, I couldn’t even get to the mail and open the checks that were piling up. That’s when I realized my little hobby experiment had taken on a life of its own.”

			– Pierre Omidyar

			In May 1996, the business was formally incorporated and moved from the apartment to a one room office in Sunnyvale, California. A part-time employee was hired to handle all the checks and billings two months later. The company had even grown to the stage the two founders could afford to hire themselves – for an annual salary of $25,000 each.

			Their site continued to grow so quickly that by the spring of 1997, Omidyar and Skoll had hired a handful of software and systems engineers to handle back-office and customer service requirements. The two founders also realized that to grow further, more capital and management expertise would be required. Omidyar contacted Bruce Dunlevie, a venture capitalist he had meet years earlier, and asked whether his company, Benchmark Capital, would be interested in taking a look at investing. By this time, eBay had around 50,000 items listed for sale on a daily basis, and monthly receipts of almost $200,000.

			The venture capitalists, Bruce Dunlevie and Bob Kagle, were impressed with the way eBay was growing by leaps and bounds each month despite the fact nobody actually did any marketing.

			“If you could enable a marketplace of person-to-person trading on a global basis, and make it efficient and effective, that was a big idea. What wasn’t clear to me was how the early marketplace of collectors would translate into a practical business. How, for example, would people deal with things like automobiles, refrigerators and furniture – items with substantial shipping requirements?”

			– Bob Kagle

			Within two months, Benchmark agreed to provide $5 million in funding for stocks and warrants representing 22-percent of eBay. As things turned out, eBay never actually used any of this money. The company was always able to fund its growth from its own positive cash flows. (Benchmark’s 22-percent of the company would subsequently be come to be worth more than $2.5 billion at the time of eBay’s IPO).

			Importantly, however, both Omidyar and Skoll knew their limitations. They wanted to bring in a CEO with the talent and experience to help the company grow even more. The Benchmark people provided expertise in this area, and they came up with the name of Margaret (Meg) Whitman, the president and CEO of Florists Transworld Delivery, a $600 million a year operation. When she was first approached with the offer to leave her job and join eBay as the CEO, Meg Whitman promptly declined.

			“As the head of a $600-million division, you have to wonder what her impressions were of Omidyar and Skoll – two 30-year-old guys working out of cramped rented offices with a few dozen mostly post adolescent employees. It was an engineering-driven operation in which practically no attention was paid to marketing. Would taking the job be a backward career step into the bush leagues? Later, Whitman claimed to be struck by two things. First, unlike other online companies that were simply translating offline businesses into Internet-based analogs, this one had something entirely different – something that could not have been done effectively offline. Second, she was impressed by the emotional connection between eBay users and the service.”

			– David Bunnell

			Eventually, Meg Whitman did agree to join eBay in March 1998 for an annual salary of $145,000, the chance to earn a bonus of around $100,000 yearly and options to acquire a 6-percent stake in the company (roughly 7.2 million shares) exercisable at $0.022 per share. By the time Whitman joined eBay, the process of taking the company public was already well advanced. She was able to attract some high caliber people to join the company’s board of directors, including Howard Schultz, the chairman and CEO of Starbucks, and Scott Cook, the chairman of Intuit.

			eBay carried out its IPO on September 24, 1998, selling 4.025 million shares netting the company $66.1 million in additional operating capital. On the first day of trading, the shares rose from $18 to $54, eventually closing at $48. Within six months, the shares would exceed the $200 mark. Pierre Omidyar’s stake of 44 million shares was worth more than $4 billion, while Jeff Skoll’s 22.8 million shares gave him a net worth of more than $3 billion. The venture capital company, Benchmark Capital, had earned a return of 49,000-percent on the $5 million it had invested less than two years earlier.

			Section 2. The eBay Community

			Early on, the founders of eBay made two key decisions that were to have a profound impact on how the company would grow so rapidly:

			
					Anybody was allowed to offer anything for sale on eBay – which meant eBay’s potential market size was unlimited rather than being narrowed down to specific industries or product categories.

					All transactions were direct between the buyer and the seller – meaning eBay did not hold the goods and collect the money for each sale. And thus, the number of sales that could be held would not be limited by eBay’s ability to physically move goods around.

			

			Taken together, these decisions meant eBay could scale up quickly and easily. Very quickly, a community of active buyers and sellers formed around eBay. In fact, a number of people started making their livings solely by selling goods through eBay.

			“If you think back a hundred years, we were all individual proprietors who cared a lot about the merchandise we sold. You had a connection with the community. As retail evolved, that kind of went away. eBay has brought Main Street back into the economy and enabled small dealers and individuals to sell the merchandise they love. This allows you to have an incredibly personal shopping experience as opposed to walking into these superstores where you’re lucky if you can find someone. They certainly don’t know about the merchandise, nor do they love the merchandise. They cannot answer the second- and third-order questions. Virtually all of our sellers are small proprietors who give you a very customized and knowledgeable experience.”

			– Meg Whitman

			Around 80-percent of eBay’s current revenues are generated by 20-percent of its users – who tend to be small businesses using eBay as a sales channel or even as their own public storefront. Many of these sellers auction 200 or more items week-in and week-out.

			In just the same way as eBay takes a hands-off approach to handling goods and services, the user community largely relies on people’s honesty and sense of fair play to stay organized. eBay does set up rules and procedures by which the auctions operate, but it mainly relies on members of the online community to monitor how others comply with those rules.

			“eBay wouldn’t exist if it wasn’t for our community. At eBay, our customer experience is based on how our customers deal with our other customers. They rarely deal directly with the company. So how do you control the customer to customer experience? We can’t control how one person treats another. The only thing we can do is to influence customer behavior by encouraging them to adopt certain values. And those values are to assume that people are basically good, to give people the benefit of the doubt and to treat people with respect.”

			– Pierre Omidyar

			To provide a structural framework for the online community to communicate with each other, eBay provides several features:

			
					Bulletin boards – where users can post notices, make announcements and draw attention to the various items available for auction elsewhere on the site.

					Feedback ratings – where users can post their comments about other users and the experience they had in dealing with them. Over time, sellers build up a positive – neutral – negative reputation rating which is public and cumulative. Similarly, buyers also accumulate feedback ratings, comments and a track record. These ratings ultimately help both sellers and buyers act with greater confidence.

					Personal profiles – called “About Me” pages where sellers have the opportunity to introduce themselves and provide some information about their background, experience and professionalism. These pages can also contain photographs.

					Reporting and transaction safety mechanisms – called “SafeHarbor” where eBay users can report suspicious activities, obtain information on banned items (firearms, alcohol, adult materials, etc.), learn about antipiracy and anti-infringement initiatives, arrange for a third-party escrow service and similar activities.

					Chat rooms – called “The eBay café” where users can post comments, exchange ideas, offer advice or generally say anything they like. This allows members of the eBay community to communicate with each other on a casual and friendly basis.

					Customer support and service – which, in addition to offering a deep selection of self service pages, also allows eBay users to submit e-mail inquiries which are answered personally and individually by customer service representatives.

			

			Note that eBay is unique, in that the real action takes place directly between members of the community without any input from the company itself. In fact, eBay’s only role is to act as a facilitator and rule setter, for which it earns a small commission on each sale. Every day, million of eBay users are doing business with each other without eBay’s direct involvement.

			“People won’t conduct transactions with each other unless they have trusting relationships first. That trusting relationship will only occur if they treat each other well. So there is a direct correlation between how our customers treat each other and the performance of our business.”

			– Pierre Omidyar

			“We are not encouraging blind trust. We are encouraging our community to think that basically 99 percent of the people out there are doing the right thing. If you assume that people are trying to do the right thing, you’ll get through misunderstandings much easier, and it will be more fun and more pleasing to be in the community.”

			– Meg Whitman

			“What eBay is today is what you’ve built. What eBay will be tomorrow is what you’ll create.”

			– Pierre Omidyar to a convention of collectors

			“From a strictly business viewpoint, the most interesting members of eBay’s online community are the dealers and other small business operators who are learning to use the site as a new and profitable channel of distribution. eBay has expanded their geographic reach, added tremendous depth to their pools of potential buyers and made it all happen at remarkably low cost. Today, these site users account for the bulk of eBay’s gross revenues.”

			– David Bunnell

			Section 3. The eBay Business Model

			Conceptually, eBay’s business model is simple and not unlike the telephone industry. In essence, eBay does not sell or produce anything but has created an infrastructure through which customers can interact with each other. eBay then charges a toll for the privilege of using the system.

			On eBay, buyers pay nothing and sellers pay two types of fees:

			
					An insertion fee – for every item listed for auction. The amount of this fee is calculated on the stipulated minimum bid or reserve price. This fee is non-refundable, and is most often charged to the seller’s credit card. (Insertion fees start at 25-cents and go as high as $2).

					A final value fee – based on the amount of the winning bid when an item is sold on eBay. This fee begins at 5-percent for items up to $25 in value and declines for higher priced items.

			

			The fact that right from its start-up, eBay has always produced positive and growing operating income and bottom line profits is a highly impressive validation of the commercial viability of this fee structure.

			To increase its revenues, eBay can do three things:

			
					Increase the number of items offered for sale – which will be in direct proportion to the number of online visitors attracted to the eBay Web site.

					Expand into higher priced categories of goods – such as real estate and motor vehicles.

					Form alliances with partners who provide products or services to the buyers and sellers using eBay’s user interface – deriving a share of the revenue stream generated by these strategic alliances.

			

			eBay’s value network can be represented diagrammatically as:

			[image: ]

			Note that eBay uses outsourcing, most notably for its Web site hosting and infrastructure requirements. This allows eBay to:

			
					Focus on its core business.

					Derive cost savings by harnessing the economies of scale of its suppliers.

					Avoid having to recruit and retain technical personnel with scarce skills.

					Rapidly and easily scale up its Web site’s performance as the demand grows.

					Have its Web site up and operating efficiently 24 hours a day, 7 days a week.

			

			eBay has also established a number of partnership arrangements with third-party service providers. These alliances include:

			
					iEscrow – an escrow company which buyers and sellers can use as an independent third party to assure the security of purchase transactions.

					Mailbox – a nationwide chain of package shippers who can provide custom packing and shipping services to eBay users.

					e-Stamp – an online seller of postage, allowing eBay users to ship parcels via first-class, parcel post, priority mail and express mail.

					iShip – a company which helps people estimate what their shipping charges will be.

					Billpoint – a credit card processor allowing buyers to pay for their purchases by credit card securely.

			

			By entering into these strategic alliances and supplier arrangements, eBay derives these competitive advantages:

			
					The company can focus on customer issues and new market opportunities.

					eBay minimizes its need to invest in fixed assets, and can instead apply all financial resources towards activities that build the business. The fact the company does not require extensive expenditure on equipment also reduces the risk of obsolescence and the need to raise more capital to grow.

					The company can remain small and agile. For example, with only a few hundred employees, eBay is able to handle the more than $3 billion in merchandise transactions generated each year. This would normally require a much larger infrastructure to handle. In addition, the absence of layers of managers also means eBay can make decisions quickly.

			

			Taken together, the eBay business model is perceived by the investment community as being robust and effective. The company has excelled at generating revenues and converting them into profits.

			“We were struck by what a large opportunity this company represented. I thought it was probably the most powerful business model I had seen. It combined the scalability of Amazon’s model – the ability to grow revenues at a very rapid rate – with the profitability of Yahoo!’s model. That was a combination we hadn’t come across in a young Internet company.”

			– Jamie Kiggen, director of Internet research,
Donaldson, Lufkin & Jenrette

			“We don’t take title to the inventory so our costs of goods sold are largely customer support and site depreciation.”

			– Meg Whitman

			Section 4. Inside eBay

			“Internally, we have to share the same values as our community because we indirectly influence the community in everything we do. We encourage our employees to speak out if we’re doing something that is not quite right. We’ve empowered everyone to be a guardian of the culture – everyone. It can’t just be me.”

			– Pierre Omidyar

			“I’ve worked in a few companies where senior managers are so afraid of appearing weak that they stand by a point of view even in the face of better, more informed data. At eBay, we have a no-penalty culture, meaning that there is no penalty for being on the wrong side of an issue or changing your mind in the face of better information. If you come to a meeting with one point of view and a colleague says something that convinces you you’re wrong, the culture is to say, ‘O.K., that’s smart. You’re right. Let’s move on.’”

			– Meg Whitman

			Since Internet companies are constantly moving into new and unchartered commercial conditions, unexpected problems and opportunities crop up. To cope with these new challenges, eBay has attempted to create a management structure which has these key features:

			
					An ability to focus.eBay is constantly being presented with an array of new investment opportunities. To avoid going in a number of different directions simultaneously, eBay’s management consistently focus on the company’s mission – to become the world’s largest person-to-person online auction company. All strategies, tactics and policies the company employs are evaluated on


					An ability to make decisions quickly.

					An ability to manage hypergrowth.

					An ability to retain community values.

					An ability to grow the business.

					An ability to grow big but think like a small company.

			

			
			
			
			Strategy #1. Expand the user base.

			
			
			
					Focusing on converting more North American Internet users into active eBay users.

					Setting up regional eBay trading sites to cover Great Britain, Germany, Australia and Japan.

					Expanding from person-to-person & small-dealer-to-person trading into the business-to-business trading marketplace.

			

			Strategy #2. Strengthen the brand.

			
			
					Advertising in niche publications that serious collectors are likely to read.

					Launching programs for heavy eBay users such as the PowerSellers program.

					Launching a commercial magazine.

					Making available eBay branded consumer merchandise.

					Entering into a 4-year marketing alliance with America OnLine under which eBay became AOL’s preferred provider of person-to-person trading services. Links to eBay were also placed on the AOL home page and Digital Cities, ICQ, Compuserve and Netscape.

					Forming a strategic alliance with Disney owned GO.com to develop a cobranded auction site to be called ebay.go.com.

			

			Strategy #3. Broaden the platform.

			
			
			
					It is moving upmarket by introducing categories for higher priced products such as collector-quality artworks, automobiles, antiques and similar items.

					eBay is forming partnerships with companies like AutoTrade.com to develop cobranded Web sites.

					eBay is extending its service geographically by forming regional online auction sites. By early 2000, eBay operates over 57 regional sites.

					eBay has launches Business Exchange, a new area of the Web site dedicated to small business auction trading.

			

			Strategy #4. Foster community affinity.

			
			
					Encouraging customers to have a sense of ownership about eBay by providing ratings of buyers and sellers they transact business with.

					Providing chat rooms, bulletin boards and other parts of the Web site where anyone can say whatever they like.

					Taking a hands-off approach wherever possible – effectively allowing the user community to be self-policing if at all feasible rather than being highly regulated.

					Allowing customers to post extensive personal information about themselves on the eBay Web site.

					Making eBay fun and personable.

			

			
			Strategy #5. Enhance functionality.

			
			
			
			
			
			
			
					Avoiding the offering of illegal items	Human body parts

	Babies or persons

	Drugs or drug paraphernalia

	Securities and company stock

	Alcohol or other restricted materials

	Firearms, weapons or explosives

	Government IDs and licenses

	Advertisements, bulk e-mail lists, etc.

	TV descramblers or surveillance equipment

	Memorabilia from riots

	Pirated copies of copyrighted materials

	Racist items




					Strange and distasteful items	Prohibited – not to be listed at all

	Questionable – listed only under specified circumstances

	Potentially infringing – which may or may not be problems




					Service outages and hacker attacks

			

			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
			
					To keep pace with growth.

					To extend the platform.

					To create a more complete end-to-end solution.

					To take the business global.

			

			
			
					eBay may be acquired.

					eBay may grow by acquisitions.

					eBay may be broken up by the Justice Department.

					eBay may get “niched” to death.

					eBay may be displaced by a competitor.

					eBay may simply continue to grow at its current rate.
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