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E-commerce is coming of age, says Paul Markillie, but not in the way
predicted in the hubble years

HEN the echnology bubble burstin

anod, the crazy valuations for online
commparies vanished with i, and many
businesses folded. The sarvivors plugged
an as hest they could, encouraged by the
prowing number o intermet users. Now
valuations arerising agdin and some of the
dotcoms are making real profits, but the
business waorld has become much more
cautious about the internet’s potential.
The funny thing is that the wild predic-
tions made at the height of the boom—
namely, thar vast chuncks of the world
economy would move o cyberspace—
dre.in one way or another, coming true.

The raw numbers tell only part of the
story, According o America’s Departnent
of Commerce, online rewmil sales in the
world’s higgest market last year rosc by
26%., to S5 billion: [hal sounds a lovof
money. buticamounls W only 1.6% of total
retail sales, The vast majorivy of people
still buy most things in the good old
“biricks-and-mortar world.

Bizt the commerce department's fipures
deat with only part of the retail industry,
Forinstance, they exclude online ravel ser-
vices, one of the most suceessful and fasr-
esterowing seclors of c-commerce. Inter
ActiveCorp  (ac), the owner of
expediacon and horels.com, alone sold
$1a billion-worth of wavel last vear—and il

has plenty of competition, not least from
airlines, hotels and car-rengal companies,
all of which increasingly sell online.

Mor do the fipures take in things like &
nancial services, ticket-sales apencies,
pornography (2 %2 bulion business in
America last vear. aceordine 1o Adilt Video
MNews, atrade magazine), online datingand
4 host of other aclivities, from tracing an-
cesturs 1o gambling tworth perhaps 86 bil
lion worldeide). They also leave out pur
chaces in grey markets, such as the online
pharmacies that are thought o be
respansible fora good proponion of the
$room that Americans spent last year on
buving cul-price prescription drugs from
across Lthe horder in Canada.

Tip of the iceherg

And there iy more, The commerce depart-
ment's fpures include the fees camed by
internet guction sites, hut not the value of
gaods that are seld: an astonishing $24 bil-
licn-weorth of rade was done last year on
cBay, the biggest online auctnoneer, Nor,
by definition, do they include the billions
of dollars-worth of eoods bought and sold
by businesses connecting o each other
over the internet. Some of these pae ser
viceys are propricacy; for example. Wal
Mart tells its suppliers that they must use
ils own systentif they want to be part of its s



b annual turnover of $250 billion.

So e-curmmerce is already very big, and
itisgning to getmuch bigger. But the actual
value of transactions currently concluded
online is dwarfed by the extraordinary
influence the internet is EXeTUng OVET PLT-
chases cartied out in the offline world
That influence is becoming an integral part
of e-cormunierce.

To start with, the internet is profoundly
changing consumer behaviour, Onein five
customers walldng into a Sears deparl-
ment slore in Arerica lo buy an electrical
appliance will have researched their pur-
chase onling—and most will know down
to a dime what they intend o pay, More
surprisingly, three out of four Americans
start shopping for new cars online, even
though most end up buying them from tra-
ditional dealers, The difference is that
these customers come to the showroom
srmed with information aboutthe car and
the hest available deals, Sometimes they
even have computer print-outs identitying
the particular vehicle from the dealer’s
stocl that they want to buy.

Half of the som consurmers in Eumpe
wha have an intemert connection bought
products offline after having investigated
prices and details online, according to
study by Foerester, a research consultancy
(see chart 1b. Different countries have dif-
ferent habits. In Italy and Spain, for in-
stance, people are twice as likely to buy
offline as online after researching on the
internet, But in Britain and Germany, the
tora most developed internet matkets, the
aumbers are evenly split. Forrester sdys
that peaple begin to shop online for sim-
ple, predictable products, such as Dvnos,
and then graduate to more complex items.
Used-car sales are now one of the biggest
anline growth areas in America.

Peaple seem to enjoy shopping on the
internet, i high customer-satisiacton
ccores are any suide, Wehsites are doing
ever more and cleverer things to serve and
entermain their customers, and seem set ©
wale & much higger share of people's over
all spendingin the futare.

Why websites matter

This has enormous implications for busi-
ness. & company that neglects its website
may he committing commmercial suicide. A
wehsite is increasingly becoming the gate-
way to a company’s brand, products and
services—even if the firm does not sell on-
line, A useless website suggests a useless
company, and arivalis only a mouse-click
away. Bur even the coolest website will be
lnst in cyberspace if people cannot find it,

s0 companies have to ensure thal they ap-
pearhighupininternet searchre sults.

For many users, a search site is now
their point of enwy 1o the internet. The
hest-known search enpine has already en-
tered the lexicon: people say they have
*Googled” a compary, d product or their
plumber. The search business has also de-
veloped one of the most effective forms of
advertising on rthe inlermet. And it is al-
ready the best way to reach some consum-
ers; leenagers and young men spend more
dme online than watching television. All
this means that search is turning into the
internel’s next big hartleground as Google
defends itself apainst challenges from Ya-
hoot and Microsoft.

The other way to get notived onlineis to
offer zonds and services through one of
the big sites that already gel a lot of trafhe.
Ehay, Yahoo! and Amazon are becoming
huge trading platforms for other compa-
nies. Butto take part, 8 company’s products
have to stand up to intense price coMmpe
dtion. People check online prices, compare
thiem with those in their local high street
and may well tale a peek at whal custom-
ers in other countries are paying, Even if
wehsites are prevented from shipping
their goods abroad, there are plenty of
web-based enrreprencurs ready to oblige.

What is going on here is arbimage he-
tween different sales channels, says Mo

L *EhR = =il =
I Look beforeyouleap,
II'Iﬂl-"E_l'I::'.l-' A F.'E;l.'-‘ ":'.'I:' QIF +] "I'l-E" -CI |:|! : ';'-:I-:|: '|‘§.' "rll U_:!I i

B esearchied oot rzaplkaught S5
b e e the past thiee mea ks —
Ay Hel s T T
e Aoudhicnieinthe pastthee manths o

Lo latic af oliline |:J.n-;-1'|a.f.e5 aftar
j entine research ta online pun:ha:-sﬂ

al e
5 e =3 _..E:'
3 3

Ty

I |

ol

okl "

=]

Leigire Iraval 5 3 : L !1.'5'-:3-_1 :
o E L

R, of Cumdpiam ool SRR

hanbir Sawhney, professor of technology
at the Kelloge School of Management in
Chicago. For instanee, spmeone might use
the internet to research digital cameras,
but wisit a photographic shop for a
hands-on demonstration, “Tll think about
it,” they will tell the sales assistant, Back
home, they will use a search engine to find
the lowest price and buy online. In this
way, consumers are “deconstructing the
purchasing process”, Says Professor Sawh-
ney. They are unbundling product in-
Farmation from the wansaction itself.

All aboutme

it is not only price transparency thatmakes
internet consumers so powerful; it is also
the way the net makes it easy for thern
be fickle, I they do not like a website, they
gwiftly mowve on, “The web is the most self-
ish epironment in the world,” says Daniel
Rosensweig, chief operating officer of Ya-
hoo! “Peaple want to use the internst
whenever they want, how they want and
for whatever they want.”

yahao! is not alons in defining its strat-
egy as working out what its customers
(260m unigue users every month) are
looking for, and then wying W give if 10
them. The first thing they want is 1o be-
come better infurmed about products and
prices, “We operate our husiness on thal
helief " says Jeff Bezos, Amazon's chief ex-
ecutive. Amazon became famous for
books, but long ago branched out into sell-
ing lots of other things oo, among its latest
ventures are health products, jewellery
and gourmet food, Apart from cheap and
bulky items such as garden rakes, Mr Bezos
thinks he can sell most things, And so do
the millions of people whouse eBay,

And vet nobody thinks real shops are
frished, especially those operaling in
niche markets. Many bricks-and-mortar
bookshops sdll make a gond living, as do
Aea rmarkets. But many record shops and
travel agents could bein foratougher time.
Erik Blachford, the head of 1ac’s travel
side and boss of Expedia, the biggest in-
ternet travel agenr, thinks online mavel
hookings in America could quickly move
from 20% of the market to more than half.
Mr Bozos Teckons online retailers might
capture 10-15% of retail sales over the next
decade. That would represent a massive
shiftin spending.

How will traditional shops respond?
Michael Dell, the founder of Dell, which
leads the personalcomputer market by
selling direct to the customer, has long
thoupght many shops will tugn into show-
roorms. There are already signs of change #
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Fon the high street. The latest Apple and
SONny Stores ars designed to display pro-
ducts, in the fuj] eXpectation that many
Peoplewill buy anline T SOme extent, the
online and ofiling worlds may Merge,
Multi-channe] selling could invalie 4 GO
Lination of aditional shops, 5 printed cai-
alopue, ah omie-shopping channel on TV; 7
phone-in order SEIVICe and an e-vom-
merce-enabled website, Byt often it js
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OR retailers, |he ™wo monthy befare
Christmas are the busiest time of the
Yedr. Thesame is true for e-tailers, who en-
ioyed an exceplionally pood holiday geq
sor last year, Lors of records were bralen:
Amazon, for Lxample, took more than am
orders worldwide in a g gle day. Whaeis
intriguing, howeyer, is not 50 much thar
the online tradurs increased their shage of
spending (the doteom COMmunity sril]
takes rapid arovwth in its sidder bur that
consumers are changi ng their behaviaur
In Novernhpr and Decomber 3003,
Americans spent 8185 billion online (ex-
cluding travell, 15% more than they did in
the same two maonths in 2002, according 1
4 JOINt survey carried gur by Goldman
Sachs, Harris Interactive and Nielsen//Net-
Katings, The Popular perception is thar on-
line retail sales rely heavily on gadgets,
mostly bough by young nren. Mot so.
Over the holiday periad, the most popular
CHegory was clothing, up by 40% to $3.7
billion, followed by toys, video games and
Consumer electronics, which prew litle in
value becayse of falling prices (see ok Ehygel )
The averall sromeh, saysthe report. vigs
fuelled by the rising number of high-speed
broadband links, which now g MNECT 50m
AMerican homes 1o the web, This makes
online shopping faster ang More conve-
MIENL. I was a similar StOTY in those coup-
tries jn Europe and Asia where internet
SOMNections are becom in £ quicker.
Spending patterns an the internet srp
also getting closer g lthose on the high
street. For instance, in Britain last year
WOMED spent more onlipe than men: fagn
{$800) against£470 per Person. The growth
in spending by female online shoppers
WS TUL, Sk times faster than th Atformen,
according to Verdict, a rarag) consultancy,
This belped to boosy Britain's toral anline

Santa’s helpers.
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likehy 1o bethe website where Cuslomers
will be en touraged to place their orders,
One of the Bigzest commerpia) Advan-

50, if the lowest prices can he found on the

intemet and people like the service they

eet. why would they buy anywhers elga?
Une reason may he COnvenience; an-
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marker by 38% 1y almost £5 hilling last
year, which meant ir Brew nearly ten times
faster than wotal re lail spending,

Older people, t00, dre using the internet
maore to shop, “The Over-558 have fluoded
online owver the Past year, and they arp
spending more than any other age proyp,
ALE527 per-hegd ™ Says Verdict, Groceries,
electrical goods angd home-improvemens
Products are parr cularly popular with the
older set. But for 4] dge Eroups, conve-
NIENCE Seems to have UVerTalien price as
the main reason for shopping onling,

Much of the anfine shopping i heavily
concentrated on g few sites. In Janug Fy
2004, B3.5m Americans, or Justover half nf
the country’s interner users, visited sither
cBay or Amazon, making these sites
Among the maog frequently visited reqxi
outlets in the coy iy, both online and of-
line, daccording o COmSeore Networks, 3
technology consultancy, Search engines
have also generata sales on a huge seala,
Sites such as Google. Yahoo!, aran and
AOL are used increasingly o find and huy
Products. Search sitas now Conlpare prices
trom rival retailers fap many produets,

Sellit cheap

How does Seattle-based Ama £on, the lead-
Ing online regailer, tope with such price
Iransparency? The firgt Part of the anewer
1= simple, 548 Mr Bezos: “The approach
Wi tale i aclually w have low Prices.” The
second is o accept that there is transpa-

Circuit City or T&%, manages 1o clinch a
Better deal with one of their suppliers and
offer g lower Price, Amazon has to reduce
It5 OWN price, lose salee orkeep its fingers
crossed that it will win the order for res-
sons other than price,

other, concern aboy fraud, which poses
the biggest threat 1o online ttade. But aq
long ag the internet continues to deliver
Price. and prodyct informarion quickly,
cheaply and securely, e-commere will
COTHnue to pro. Increasin alv, companies
will have to assume that customers wif)

0w exactly where 1o look foy the best
buy. This market has the poternial 1q be-
Come as perfect as it EETS. W
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Fricing on the interne may well he.
Lome totally transparent, says Kelloge's
Mohanhir sawhney: hut the notion of
value remaing Opaque, and this is where
online merchants ¢4 NCOMPets—even with

lhmgg.fev-:}p]u mightsimply like one trader
better than ancther 4nd 50 be prepared 1o
Pay a little morp; they might he Paring

multiple ardeps and can save money by

taking advantage of 3 free-gh; Pping deal;
the sile could have fecommended somg-
thingto them based on their previoys h Ly
ing or hrowsing habits; or they stumbled
on something they did not know abaut
and found irresistible,

Amazon’s husiness model is buily gn
fve fundamentals which it thinks will pat
change: low prices; a hig selection; gvail-
ability: Lonvenience; and gogd informa-
lon ahout pradicts “We are not going to
Wake up ten voars from now and find peg-
Ple saying: ‘This is a]] well and poad, byt g
wish the prices wers 5 little highey » 54v5
M Begos,

[0 its efforts to become “Earhes mast
Customer-cenirie COmMPany”, Amaron iz s
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