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A steady stream of employees glides in and out of eBay's San Jose, California, lobby, all of them talking in a fast undertone about security badges: how they work, don't work, who needs them, how to get them. The receptionist asks a security guard for a badge for a new employee, only to be told that badging hours are from 8 a.m. to 1 p.m. and it is now 2 p.m. The guard relents and issues the badge. No one has any idea what the procedure is, but everyone is obliging and fast, and no one stands still for a second. All is happy chaos. 

The company is growing quickly (43 percent in this year's first quarter), and it recently moved into new offices down the street from its original building. Like most Silicon Valley buildings, the new one is corporate generic, distinguished only by the occasional tchotchke on a cubicle shelf. What really sets eBay apart from its Internet-startup neighbors is something invisible but more concrete: it's actually making money -- $2.4 million on sales of $47.3 million last year. The company's stock is high but wildly variable; as we went to press eBay had a market capitalization of $17 billion. 

The Internet's first auction site, eBay has transformed the collectibles business, which until recently was limited to garage sales, junk shops, and flea markets. EBay estimates that the potential size of its worldwide market is in the billions. Others agree: such Internet bellwethers as Yahoo, Excite, and Amazon.com all recently added collectibles trading to their sites. In the meantime, all sorts of other online companies are experimenting with variations on the auction model, from Priceline.com, with its discount airline tickets, to FirstAuction, a kind of Home Shopping Channel for the Web through which businesses sell everything from heart-shaped earrings ("bidding starts at just $1!") to leather couches and pore-cleaning kits. Business-to-business ventures like MetalSite, which auctions excess steel inventories, are also proliferating. 

	

	

	


A BID IN THE HAND
Why all the commotion about auctions? Auction sites are feeding on Silicon Valley's enchantment with the idea of a friction-free economy. Economists love auctions because, like stock markets, they're considered quick and efficient platforms for establishing accurate prices based purely on supply and demand. Internet entrepreneurs love the auction model for the same reason: their business is disrupting old markets by making them streamlined and electronic, and auctions fit that bill. Could auctions possibly knock loose the fixed prices on new retail consumer goods like refrigerators and clothing, which since the early days of mass-market production have been set by distributors? 

The economist Napier Collyns, a cofounder of the Global Business Network -- a California think tank that helps big corporations ponder the future -- believes so. Mr. Collyns is a strong proponent of what he calls the "barter economy." He thinks that people all over the world will one day buy things using online auctions and voice communication. "For the first time, we'll really see supply and demand working," he says. The market, not corporations, will set prices. "It will be like the oil companies, which, for a hundred years, kept the price of oil in their own hands. Now the price of oil is decided on Wall Street." 

EBay is a modest, homegrown kind of company, with a heavy-hitting CEO -- Meg Whitman, formerly of Bain Consulting, Procter & Gamble, Disney, StrideRite, FTD, and Hasbro. Shortly before it went public in September, eBay had not received much press attention, despite its renown in venture capital circles for having secured a $3 million round of venture financing from Benchmark Capital that it put in the bank and never touched. "We wanted a good mentor, not money," explains Jeff Skoll, the executive vice president who, along with Chairman Pierre Omidyar, helped establish the company. 

The story of eBay's founding is well known in the Valley. In 1995, while working as an engineer at General Magic, Mr. Omidyar created a site that would let his girlfriend (now his wife) trade Pez dispensers. A few months of heavy traffic later, he realized he had a company on his hands and quit his job. 

He brought in his friend Mr. Skoll, a Stanford Business School graduate who, like Mr. Omidyar, had prior experience running startups. (Mr. Omidyar cofounded the early online-shopping company Ink Development in 1991; Mr. Skoll founded a computer consultancy, Skoll Engineering, in 1987.) For the first nine months, Mr. Omidyar concentrated on the engineering while Mr. Skoll oversaw the business side of things. They were profitable from the beginning (the company takes a cut of all sales), and unsolicited offers from venture capitalists began to pour in. In mid-1997 they completed the deal with Benchmark and started looking for an experienced CEO. They found Meg Whitman. 

On this hectic Monday afternoon, Ms. Whitman is running half an hour late for our meeting. She sits down with a few crackers and a Diet Coke, which she apologetically refers to as "lunch," and proceeds to explain eBay's strategy now that it has proved the attraction of online auctions and others are trying to steal its thunder. There are niche auction sites that focus on just one thing, like stamp collecting; big portals like Yahoo, which have much higher traffic numbers and more brand recognition; and -- most frightening of all, according to eBay's most recent prospectus -- free auctions, which don't charge sellers to list their wares. So will eBay forge into new markets, start selling books, acquire a drugstore, go into business-to-business auctions, become an auction portal? 

No. Ms. Whitman is firm on this issue. In the Internet world, this makes eBay almost as freakish as its profitability. Not for eBay is the willy-nilly acquisition of new businesses, the attempt to be all things to all people, to have the most traffic and the biggest site. "There are so many ideas people have: business-to-business, business-to-consumer," Ms. Whitman says. "One of the keys for us is to stay focused and do a small number of things well. We're concentrating on person-to-person trading." 

EBay isn't standing still, however. Over the past few months, it bought the venerable San Francisco auction house Butterfield & Butterfield and several other companies that were carefully aligned with eBay's growth plan. The Butterfield acquisition was particularly notable as the first case of a high-flying Net company buying an old-world equivalent. (But not the last. On June 16 Amazon.com invested $45 million in venerable Sotheby's, with which it will develop an auction site for collectibles like coins, stamps, and memorabilia.) 

It's all part of eBay's plan to stay with collectibles and person-to-person trading. Ms. Whitman gets up to draw a chart. So far, she explains, eBay has concentrated on the market for collectibles selling for less than $500. And it hasn't completely penetrated that, she says, drawing a small square within a square on the whiteboard. Next eBay will move into bigger collectibles, art, and antiques, all of which will range from $500 to $5,000. That's where Butterfield comes in. "We have online and community experience, and they have experience in this area and relationships with dealers around the world," Ms. Whitman says. EBay is also exploring hard-to-ship merchandise like cars, boats, RVs, and furniture. In April it launched its first regional site, for Los Angeles, and it plans to open about 100 more in the top markets. 

Like any successful company, eBay faces internal struggles in handling its ballooning business. (As we went to press, a technical glitch had just paralyzed eBay's site for 22 hours.) And because it is a virtual company -- one that never actually touches merchandise -- Ms. Whitman believes that it must offer better customer service and marketing than most. To support its rapid growth, eBay has forged some innovative partnerships with companies like Kodak (for digitizing customer photos), Mailboxes Etc. (for shipping), i-Escrow (for releasing funds after items are received), and Collectors Universe (for authenticating auction items). The company recently acquired Billpoint to enable customers to pay with credit cards. "Right now, we have a run rate of $2.2 billion in gross merchandise sales, all of which is being settled by check or money order," Ms. Whitman says. "It's kind of mind-blowing." 

CIRCULAR ARGUMENT
The company has two advantages over the auction sites run by Excite, Yahoo, and Amazon.com, according to eBay executives. One is what Ms. Whitman calls the "virtuous circle" -- a community that relies on customer feedback to stem fraud; the other is critical mass. A poster child for what management theorists call "first-mover advantage," eBay has the largest online marketplace for collectibles. The buyers want to be where the sellers are, and vice versa. "There are 2.1, 2.2 million items on the site today, and they'll be gone by next week," says Ms. Whitman. That makes it difficult for eBay's competitors to get a toehold, because they can't attract buyers and sellers to their sites. This fact is borne out by the comments of customers like Burt Tessler, whose company, Delmar, has been selling art deco dinnerware since 1984. Thanks to eBay, he says, his business should double next year. He adds that he and his partner have tried other auctions, but none compare. 

So what can be learned from eBay? Does it represent the beginning of an auction economy, as enthusiasts like Mr. Collyns claim? Probably not, although auctions will be important. The online-auction model may be the most efficient at bringing buyers and sellers together in many situations, but it isn't universally applicable to commerce. Even over at eBay they're not sold on the idea that auctions could become pervasive. "An auction works better for one-of-a-kind, used items," Ms. Whitman says. Business-to-business markets are usually able to find market prices easily enough already, according to Mr. Skoll. And in many business-to-business situations, buyers and sellers may be less interested in immediate efficiency than in preserving long-term partnerships. 

Auctions work best when an item is unique and expensive and generates excitement -- or when the seller is competing largely on price (as with airline tickets). "Auctions are not going to work for toothpaste," says Evie Black Dykema, an analyst with Forrester Research, but she adds that they will change the retail world, especially the clothing, travel, and auto industries. "Consumers are catching auction fever," she says. "By the year 2001 retail markets will begin to think of auctions as a sexy new kind of sale." They'll use the auction format to sell certain new items or closeouts, test price points and product configurations, build excitement around products, and drive traffic to their sites. 

There will be unprecedented challenges for sellers, of course. Buyers will have to get used to the idea of auctions. If you have 50 identical bracelets or snow tires for sale, how many do you decide to put up in a day? And if they sell at different prices on different days -- or at prices that differ from those in stores -- then buyers used to traditional pricing could get mad. 

NO RETURNS
Auctions can actually cause price distortions -- hardly the kind of efficiency that the infatuated economists claim. The press has already noted eBay's addictive quality. People get caught up in the gamelike aspects of auctions and pay more than they ever would at a store. Onsale, for example, which sells closeout computers, is set up to encourage competitive bidding. In addition, you don't really know exactly what you're getting. A generic, closeout, or overstocked PC several seasons old that sells for only a few hundred dollars in a store or through a classified ad often sells for around $1,200 at auction online, according to the winning bid prices posted on Onsale's site. 

Because online auctions erase geographical boundaries between buyers and sellers, retailers may find that they are able to get more money for their items there than in the physical world -- good for the seller, perhaps, but not for the buyer. Online auctions have the potential to help sellers in depressed economies reach buyers located in areas where prices are high. That effect could be especially strange in global auctions for business commodity items, like raw materials, office supplies, and industrial equipment. Such a market would become more like the stock market in flavor, with procurement experts rushing to get the best deals for their companies, and fluctuations in supply and demand immediately causing changes in price. 

CHANNEL CROSSING
Traditional methods of retail selling will begin to change and expand. Ms. Whitman's former employer Hasbro, for example, is interested in listing first-run items with collectible potential, like the first 100 Darth Maul figurines it might produce for a tie-in to The Phantom Menace; the next 10,000 would simply be sold at regular retail to kids who want to play with them, not collect them. Lands' End already sells some apparel closeouts on eBay. It works, Ms. Whitman says, because it's infrequent and the items haven't flooded the market. 

But the chief lesson we can learn from eBay has little to do with auctions per se. It's that the Internet has the power to create mass markets for products whose consumers would otherwise be too few and too scattered to interest sellers. By focusing on these markets, online retailers could rejuvenate and expand countless industries. 

