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Abstract

The long tail is the colloquial name for a long-known feature of statistical
distributions. The feature is also known as "heavy tails", "power-law tails" or
"Pareto tails". The long tail gets its name from the shape formed on a graph
with the number of plays (or sales) on the vertical axes against the rank
(popularity) on the horizontal axes. The companies who use the power of the
long tail to exist are working by three main ‘rules’: 1. Make everything
available, 2. cut the price in half and then lower it, and 3. help the user find it.
Google and eBay make most of their revenue from the long tail — Google from
small advertisers and eBay from niche and collectible items. Their sites are
easily accessed, easily browsed, and everything is well laid out, straight forward
and in the main, user-friendly. What we mean by user friendly is that, even
someone who is not confident using the web could search for and find something
(Rule 3). Rule 1 however one can argue is what the long tail is about — make
everything available. This paper discusses the long tail phenomenon.
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Introduction

The long tail is the theory that customer buying trends and the economy are moving away from
the small number of hit products widely available in offline stores and towards the huge number
of one off and niche products that are only available on-line. The reason that it gets its name is
because when a graph of sales against products sold is plotted as shown in Figure 1, we can see
that only a small number of products sell in large quantities “the hits” and there are a large
number of products that only sell in small quantities “the misses”. These misses are the one off
and niche products that are not available in the high street due to the expense of shelf space and
therefore form the long tail. The main reason that it has become possible for the long tail to
become profitable is the fall in production and distribution costs through the Internet. Customers
are now able to find products that are of special interest to them rather than the “one size fits all”
products that are well marketed and available in most offline stores.
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Figure 1. The Long Tail Effect

In 1988, a book by a British mountain climber Joe Simpson — which did not do exceedingly well,
was promoted by Amazon alongside a book written by John Krakauer, released a decade later,
which was also about a mountain-climbing tragedy. Amazon recommends products of similar
interests to a customer when they are purchasing from the website, i.e. ‘Other customers buying
this product have also liked....” It was this that led to the great success of Simpson’s book. It
went on to outsell Krakauer’s 1998 book by 2-1 (Anderson, 2004). This was possible due to the
public being able to leave positive feedback about the book — so that the consumer knew before
they tried it how many other people had already found it interesting. This is not just true for
online bookstores, the same happens in online music & media centers. The long tail is also about
online retailers making products available to the public that high-street stores or cinemas cannot
do due to limited demand for the products. Anderson (2004) highlights this fact by stating that
the average movie theatre will not screen a film unless it can attract at least 1500 people during a
2 week run. This is basically the rent for a screen. Also a typical record shop needs to sell at least
two copies of a CD per year to make it worth carrying. This is equivalent to the rent for a half
inch of shelf space. This model also applies to DVD rental shops, videogame stores, booksellers,
and newsstands.

The Long Tail and the Internet

Although many people have not yet heard of the long tail it is clear that many of the large Internet
companies are already using this strategy in order to make their profits. For example eBay uses
the long tail by selling one-off and niche products through their auctions, which helps them to
bring in new customers who are looking for a specific item, and cannot find it in the high street.
This is profitable for eBay as they can make the same amount of money from the hit products as
they do from the misses due to the fact that they are always paid for listing time regardless of the
final price of the product. Google also makes a large percentage of its profits through small
advertisers that want to advertise to as many people as possible and cannot afford to do so
through the offline mediums such as newspaper and television advertisements. Three of the
leading companies that use the long tail theory are Amazon, rhapsody and Netflix. These three
companies all make huge profits every year from selling products that are considered long tail
products. Amazon offers its customers the choice of around 2.3 million books compared to the
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130,000 “hit” books that are available in the average Barne’s and Noble store. Needless to say
they make a huge 57% of their profits from selling the books that are unavailable in any high-
street store. The reason that they can do this is because if Barne’s and Noble were to stock books
that only sold once a month they would be loosing money due to the expense of shelf space
whereas Amazon pays nothing to advertise an extra book on their site. Rhapsody offers its
customers around 735,000 songs with offline competitors offering around 30,000 songs. This
along with the fact that customers only have to buy the one or two tracks that they want means
that rhapsody makes huge profits of which 22% come from long tail products. Rhapsody benefits
in the fact that it costs them nothing to store old and niche music on a server somewhere so that it
can be located when needed and doesn’t take up necessary space when it is not in use.

Netflix offers customers the chance to rent of buy 25,000 DVD’s of which only 3,000 are
available in the typical blockbuster store. This gives customers a chance to see films that maybe
never made it to cinemas near them or films that are of special interest to them. 20% of the
company’s profits come from products unavailable in offline stores. The fact that the companies’
customers can watch a short clip before purchasing and the low cost of delivery of products
means that Netflix has also been successful. The companies that are setting the standards for long
tail products all follow three rules:

1. Make everything available.
2. Cutthe price in half then lower it.
3. Help people to find what they want.

Some people think that it is not possible to survive in the long tail market if all three of these rules
are not carefully followed. If we look at the three big companies from earlier we can see how they
all fulfill the first rule by offering a larger number of products to their customers than the offline
shops. The reason that this helps to make them successful is that if a customer is offered more
choice they are more likely to find a product that they like and will therefore be more likely to
become a repeat customer that is needed for a successful business. The second rule was
tested in an experiment by rhapsody in which they offered tracks at three different prices; they
found that the cheapest tracks outsold the most expensive tracks by 300% although the company
was making a loss on the lower priced tracks. This proved that by lowering the price of their
product they could attract more customers. The other big companies can fulfill this rule as they
have low overhead cost due to the fact that they sell their products on the internet and therefore
can cut out rent, heating and electricity costs which are more expensive on busy high streets
where offline companies need to be located. This rule is important due to the fact that everybody
likes to think that they are getting a bargain and as these companies are selling a larger range of
products they can afford to make less profit per unit sold and sell more products to make the same
amount of profit.

The third rule is one that is fulfilled by all three big companies in different ways. Netflix
helps customers to find the products that they want through recommendations of other customers.
They do this by letting customers write reviews on the films that they have watched and then
making these available when a customer wants to rent the film. This has proved to be successful
for Netflix as they are selling a range of products that will appeal to groups of people with similar
interests. Rhapsody uses human editors and genre guides in order to add links on their pages
which will lead users to artists similar in style to the music that they like. Each page contains
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links to similar artists, followers and influences therefore leading users to music from all
generations. This method helps the customers to explore music that the may never have thought
they would enjoy and leads them further down the long tail in search of their own style of music.
As rhapsody is a music company this style works for them but may not work for companies
selling other products that are harder to categorize.

Amazon uses the information they gain from customer buying patterns in order to guide their
customers to other products that they may enjoy. They do this by selecting a few products that
have been purchased at the same time as the product a customer is going to buy and showing
these at the checkout. They also provide reviews on their books in order to get more sales. This
works well as they are using strong marketing which is also used in offline shops by leading the
customer to make last minute choices when they reach the check outs. Although all three
companies use different methods all three are successful in leading their customers into the long
tail products, which are not advertised as widely and may never have appeared on the shelves of
any high street shop. Therefore these methods have become very powerful marketing tools for the
online market, although there is still a large emphasis on using the right method to suit the
product that one is selling.

The Future

One suggestion is that, due to the new powers that customers are gaining through being able to
buy products considered long tail, the large offline companies will be forced to offer more choice
in their product range in order to be successful, although there are many problems that could arise
from this. One of these problems is that due to the additional products sold by the offline shops
the costs of running these businesses will increase. This could have three effects the first is that
the prices will increase in order to keep profit margins the same and therefore lower the demand
for these products returning the market to what it is now. The second effect is that the increase in
price would lead many more customers to internet shopping therefore cutting out the large offline
companies except for necessity products such as food. Thirdly the large offline companies may
keep the long tail products as loss leaders and increase the prices of their necessity products in
order to stay profitable. A second suggestion is that due to the large number of long tail products
now available to customers the so called “hits” will end up being a thing of the past with the top
selling products only slightly out selling those at the bottom of the tail as shown in Figure 2.

There is a possibility of this happening if everyone was to decide to buy products that are to
their own taste rather than following trends that are currently forced by the large companies.
Another suggestion is that with customers having so much choice in every product that they buy
few will ever move down the tail and buy the one off and niche items as they are happy to follow
the trends and buy the products that are heavily marketed in the off line shops therefore keeping
the market in its current state where customers are divided equally between the long tail
businesses and the offline “hits” orientated businesses where long tail products never even reach
the shelves.
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Figure 2. A possible future sales pattern

Conclusion

It seems that companies which are currently making their profits using the long tail are set to
continue to do so in the future due to factors such as consumers favouring choice and the lower
costs of running an online business. Consumers want more variety, choice and selection. This
generation is breaking boundaries and exceeding expectations as a rule almost, therefore, why
they are not simply putting up with the bands forced upon them by record labels but rather
selecting from niche available to them online. This is why the long tail has taken off in the 21%
century, because they refuse to accept less than perfect (Anderson, 2004).
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