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 ELECTRONIC AUCTIONS
 McAfee and McMillan define an auction as “a market institution with an explicit set of rules determining resource allocation and prices on the basis of bids from the market participants” (McAfee and McMillan, 1987).  The two primary auction types used on the Web are the English auction and the Dutch Auction.  In an absolute English auction, the price continues to rise until there is one bidder left.  That bidder gets the merchandise and the seller has to sell for that price (Bulow and Klemperer, 1996).  There are variations on this auction that allow for the setting of reserve prices, i.e. if the price does not meet the reserve, then the seller does not have to sell (Milgrom and Weber, 1982).   The second type of auction used in electronic auctions is the Dutch auction.  The Dutch auction in its pure form is the converse of an English auction and was developed to sell plants and flowers at Dutch flower auctions (Kambil and Van Heck, 1998; McAfee and McMillan, 1987).  The electronic form of Dutch auction is used when a seller has more than one item to sell.  In the Dutch auction, bids, as in the English auction, increase till the end of the auction.  The items are sold to the top bidders at the lowest bid price.  For example, if a seller had 2 items to sell and received three bids for 50, 45 and 40, then the two items would go to the top two bidders at a price of $45 for each item.  If there were three bids, one bidder bidding 50 for two items and another bidder bidding 45, then the items go to the top bidder and he gets the two items for $50 each.  

POTENTIAL ADVANTAGES OF ELECTRONIC AUCTIONS


Electronic auctions offer some potential advantages over the use of company maintained Web pages to sell products.  Electronic auctions can be used to increase company exposure.  In order for a customer to take advantage of a company’s Web page to make purchases, they must first find it on the Web.  There are a variety of listings and search engines that may provide the Web address of the particular business, but they all require time and effort on the part of the customer and do not always find all available sites.  On the other hand, listings on electronic auctions are usually grouped by product category (i.e. on eBay there are categories and sub-categories) and many offer special listings on the site’s opening page that may draw customers to the particular products. 


The company does not have to have Web expertise to use auctions.  There are established auction houses that will handle the details.  Although the cost of creating and continuing a Web site is relative small, the continuing costs of updating and maintaining the site must be considered.  In order to keep the site current, the business must either have in-house resources or hire someone from outside the organization to keep the site updated.  Even if this is outsourced, the business still incurs the cost of gathering new data for the site.  The effects on small businesses are especially intense.  

Unlike Web page design and maintenance costs, electronic auction costs are known.  There is usually a fee for the listing based on the selling price of the item.   

Electronic auctions allow the company to accomplish specific goals including the sale of small quantities or reductions of excess inventories.  These goals may be accomplished with a degree of assurance that the company will not lose money because established auction sites allow the seller to set a starting price for the item and/or set an unknown (to bidder) reserve price.

AUCTION STRATEGIES

 If the company chooses to use auctions, it must then decide how auctions will be used to support the firm’s operational strategies.  Some companies may choose to use a substitute strategy in which electronic auctions are used as routine (recurring and permanent) sales channels.  Other companies may choose to use a selective strategy and sell products at auction only to accomplish specific goals, such as selling off unwanted inventories.  A third option is to use an access strategy, selling through popular off-site auction houses and including information about the company (and perhaps a link to the company Web page).  The auction then becomes a marketing tool that provides exposure to customers who might not otherwise come in contact with the company’s products.  

DEPTH OF OPERATIONAL IMPACT

The three different auction strategies impact the firm’s operations to different extents.  The sale of products impacts into the firm’s operations in a predictable order: selection of delivery channel followed by order fulfillment followed by inventory followed by production scheduling and control followed by production planning.  As the changes back further into the operations of the firm, the impact on operations increases which means that there are an increasing number of adjustments or changes that must be made (see Figure 1).

The on-line auction strategy of selective auctions would impact the firm’s operations to the least extent because the product/service is already in inventory and just needs order fullfillment and selection of a delivery channel.  It is unlikely that any firm would use this strategy unless the inventories were already stockpiled and needed to be liquidated.

A substitute strategy would have the potential to have the most impact because the company is creating a new distribution and order fulfillment function.  If selling through the new channel increases total sales of the product/service, then the firm’s operations may be impacted through inventory control, production scheduling and control and back to production planning.  Although it is beyond the scope of this paper, extreme increases in total sales will impact beyond the operations function to the firm’s sales and operations planning and back to the business planning.    In the case where the substitute strategy does not increase total sales (the current customers just switch from the prior channel to the new channel), the impact would be limited. 

Access auction strategies would vary in impact depending on how often the firm placed items at auction and how much additional business the auctions generated.  The firm could control the changes by making a tradeoff between increased exposure and increased changes in operations.

Figure 2

Operational Impact of Auction Strategy
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