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» Despite the lower expectations that followed the burst of the dot
com bubble, e-retailing continues to grow at a rapid rate. By 2004,
worldwide B2C e-commerce revenues are expected to reach US
$428 billion, up from just $60 billion in 2000.

As with any technology shift, adoption rates differ by region. In
this edition of Insight, the analysts at Retail Forward highlight the
factors that influence how quickly e-retailing is growing in
Western Europe, Japan and North and South America.

Global markets will develop in varied ways, sometimes using
PC-based access to the WWeb, sometimes through mobile devices
or kiosks, sometimes with credit cards, other times with cash or
prepaid stored value cards. In each case, ACI offers e-payment
software to enable the many styles of e-retailing around the world.
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The World Wide Web: E-Retailing
Across the Globe

By Mary Brett Whitfield, Senior Vice President, Retail Forward, Inc.

Around the globe, despite a less-than-robust economic climate in most parts of the world, there
continues to be ample evidence that e-retailing is alive and well. A rapidly growing number of
consumers is online and while there, many are shopping and buying. Even so, the sentiment
surrounding e-retailing has gone from one of all blue skies and unlimited possibility to one that
may more accurately reflect the business realities of e-retailing’s future. E-retailing has become
an accepted mode of retailing — albeit one that will ultimately capture a very small share of total
retail sales — in most of the developed world. The current mode of thinking certainly reflects a
more tempered outlook.
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has the most developed e-retailing
landscape. That is not to say,
however, that it is mature. The
landscape continues to evolve, in
large part as a result of the new
economic realities epitomizing the industry, as well as because of e-retailers’ desires to
differentiate themselves from competitors. So, as the rest of the world watches the US e-
retailing landscape unfold, US-based retailers wait to see what lessons other countries’ unique
paths of development have to offer.

Source: Various as compiled on NUA.com

In reviewing the current state of e-retailing across the globe, a number of themes materialize:

» E-commerce, including e-retailing, is growing rapidly worldwide. Worldwide e-commerce
revenues are escalating year by year. By 2004, worldwide B2C e-commerce revenues are
expected to reach $428 billion, up from $60 billion in 2000.

* Internet-based commerce will not look the same from country to country, especially in terms
of mode of access. For example, in the U.S. and Canada, it seems that PC-Internet access
is likely to be the preferred mode; in places like Northern Europe, wireless is an important
technology; and in some countries such as the UK, interactive TV may develop into a force
to be reckoned with.
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As on land, there is only room for a few retailers online to operate profitably in each
merchandise category. Shakeout is likely to continue to occur among players as each
market develops. Already, rationalization of e-retailers is occurring around the globe in the
form of a spate of acquisitions and business failures.

Telecommunications costs are likely to continue to fall as competition increases and
government/consumer pressures mount. Lower costs of telecommunications will likely
improve the level of online penetration and/or the frequency and length of online visits.

Similarly, the development of e-commerce will force countries in Europe to further
deregulate their retail markets. This is already beginning to occur in Germany relative to its
prohibitive promotional regulations.

Despite growing Internet access, a digital divide remains. In many areas of the world,
poverty will prevent a sizable share of the population from gaining Internet access for the
foreseeable future. Computers in workplaces will allow some people to access the Internet
who might not otherwise have the means. Yet, a rift will continue to exist between the
world’s technology-haves versus its technology have-nots. The Internet has not yet become
the great equalizer many touted it would, but another medium used by people with education
and money.

Diversity will grow on the Internet. Countries that are minor global players today will narrow
the gap going forward. The dominance of the English language on the Internet will become
less pronounced. For example, China is one of the world’s fastest growing Internet markets.
The number of Internet users in China grew by 73% from June 2001 to June 2002,

according to the China Internet Network Information Center. In total, the country’s Internet
users number nearly 46 million. The number of Web sites in China grew by 21% in the
same period, to over 293,000.

Bricks-and-clicks players and alliances will play a major role in e-commerce. The collapse
of the dot-com bubble in the US has proved what few predicted at the start of the Internet
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era. E-commerce will remain largely in the hands of established retailers. Multi-channel
players are already well-known entities, creating a higher level of trust and a lower need for
advertising and marketing expenditures, compared to pure-play retailers. A land-store
presence allows customers an additional venue to shop, to pay, and to pick up
merchandise. As in the US, a substantial portion of e-commerce growth worldwide can be
attributed to cataloguers actively encouraging their customers to use the Web, rather than
dialing into a call center or mailing an order form, as an order-entry mechanism.

» E-retailers will stimulate further development of value-oriented retailing in many regions of
the world. Online retailers are offering bargain-basement prices to build their customer
bases, oft combined with generous shipping and handling promotions. And, pricing across
retailers will become more transparent as consumers can check prices online quickly and
easily. Shopping comparison sites are providing assistance in this area as well.

» The US will provide insight as to how emerging markets may evolve. However, each
region’s market forces will create an idiosyncratic path of development.

» Change comes quickly. High-profile players can vanish overnight. Technologies that seem
advanced now will soon be eclipsed by competitors’ new developments. And, there will
continue to be tremendous momentum from consumers, businesses, and governments to
boost the economy through ongoing e-business progress.

Western Europe: “E” Sophistication Varies by Geography

Among the countries of Western Europe, e-commerce development varies widely by
geography. Generally speaking, Western Europe can be segmented into three regions: North
(the Scandinavian countries of Denmark, Finland, Norway, and Sweden), Central (including
France, Germany, the United Kingdom, among other countries), and the South (Greece, Italy,
Spain and Portugal). The countries in the north are by far the most advanced in terms of
Internet development; the countries in the south, the least developed, with the countries in
central Western Europe generally falling somewhere in between in terms of Internet
development and sophistication.

The northern region of Western Europe, Scandinavia, has the highest Internet penetration rates
in the world. One of the contributors to the area’s high rates of Internet access is the area’s
cold climate, which encourages indoor activity. Furthermore, mobile technologies, including
mobile Internet access, are relatively widespread in the region, given that Finland and Sweden
are home to mobile phone giants Nokia and Ericsson, respectively. Finally, much of the area’s
population is fluent in English, the predominant language of today’s Web.

Overall, Western Europe has advantages over other regions of the world in that it has a
standard mobile technology and a common currency that brings better competition, price
transparency and improved deals for consumers. Conversely, the widespread presence of
“narrowband” connections discourages consumers from browsing e-retailing sites for extended
periods of time.

E-retailing in Western Europe is following much the same developmental path as it did in the
US — but with a time lag that is perhaps 12- to 18-months long. Rationalization is occurring as
stronger players consolidate through mergers and acquisitions and weaker players cease
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operations altogether, while multi-channel retailing is becoming the preferred go-to-market
strategy.

Other important trends are unique to the Western European retail environment:

» Online grocery retailing is one of the largest sectors in British e-retailing. In fact, UK-
based Tesco.com is touted as the world’s largest online grocer, and a profitable one at
that. Tesco fills orders from its stores while chief rival J. Sainsbury uses a combination
of warehouse and store fulfillment. Other players in this space include Iceland, Asda,
and upstart Ocado which is mounting an attack on the London market. Ocado has
funding from UK retailer John Lewis (operator of the Waitrose supermarket chain) and
fulfills orders via warehouses. One reason that online grocery may be experiencing
more success in the UK than it did in the US is the UK’s greater population density which
makes home deliveries more time- and cost-effective.

» Differences in pricing across pan-European sites are becoming more transparent to
online consumers as European Community members move toward further economic
integration. For this reason, pan-European shopping comparison sites such as
ShopSmart.com, PriceRunner.com, and Kelkoo.com are increasing in popularity.

* The challenges of opening and operating a substantial base of European stores will
prompt more specialty and department store retailers to reach Europeans in secondary
and rural markets via a multi-channel approach that includes a transactional online site.
This strategy will be particularly effective when linked to a “flagship-city” Europeanization
strategy whereby retailers build awareness with key shopper segments by opening
stores in major urban markets, then cost-effectively reaching non-urban online shoppers
who aspire to the same fashion and lifestyle trends via the Web. For example, with its
recently opened www.fcukbuymail.com site, French Connection, the UK apparel
specialist, is testing delivery to continental Europe for the first time.

» Western Europe is attracting major e-retail players from all over the world, including the
US. Amazon.com, Buy.com, eBay, J.C. Penney, Lands’ End, Office Depot, and The
Sharper Image are among those retailers that have developed e-commerce sites
specifically to serve markets in Western Europe.

Japan: The Impact of Mobile Access

The Internet is at last becoming important to an increasing proportion of Japanese. According to
the country’s Ministry of Telecommunications, nearly half of Japan’s population of 120 million
now uses the Internet via computers, mobile phones or other devices. This is up from 37% last
year. The most common use of the Internet is to exchange e-mail (65% of all Internet users).
Even though only 19% actually make online purchases, 46% use the Internet to search for
coupons and other shopping information.

Many believe the country’s e-commerce development is being held back by the widespread use
of mobile phones to access the Web. While much of the world was buying computers in 1997
and 1998, Japan was suffering from an economic slump, preventing many consumers from
buying PCs. The country’s economic rebound of 1999-2000 coincided with the advent of
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Internet-enabled phones. Consequently, some Japanese — particularly young women — have
seemingly bypassed computer-based online access, leapfrogging to a wireless online access
model. Today, an estimated 12% of Internet users access the Web solely by mobile phone. For
this reason, most leading e-retailers have versions of their sites available for mobile users. For
example, Amazon.com continues to make its site available on the country’s popular DoCoMo
i-mode Internet-enabled phones, as well as on other mobile devices, even though it has de-
emphasized its “Amazon.com Anywhere” program for mobile devices in the US.

Lower access fees and recent growth of high-speed Web connection offers are expected to
further boost Internet use in general, and PC-based access specifically. The movement from
mobile phone Internet use to PC-based Internet use is growing. Recent price competition
among broadband service providers, including Yahoo! Japan’s alliance with Softbank that
provides asymmetric digital subscriber line (ADSL) broadband service called Yahoo! BB for just
$18 a month, has indeed boosted the country’s broadband penetration rate.

Japan’s online shopping behaviors are also shaped by the fact that the Japanese are extremely
averse to using credit cards for payment of online transactions. For this reason, alternative
payment methods, such as payment through the user’s mobile phone bill or at stores through
alliances with store-based retailers that accept cash payments of goods picked up in stores,
have evolved as the preferred forms of payment for goods and services ordered online. Since
Amazon.co.jp instituted the ability to pay cash on delivery in November 2001, reportedly about
half of all customers have opted to pay for their purchases with cash.

Despite Japan’s current economic woes, online retailers are experiencing good results there
and foreign e-retail operators are continuing to expand to Japan. Amazon.com’s Japanese site,
launched in November 2000, is on its way to becoming the company’s biggest market outside
the US, surpassing the UK. Its Japanese operations are also expected to become profitable
before either German or UK operations. New entities on the Japanese e-retail landscape
include US apparel specialist L.L. Bean and Korean online Mall Interpark.

* LLBean.co.jp joins the company’s Japanese store and catalog operations. The company’s
catalog operation started there in the late 1980s and a single store operation in 1992 has
grown to nine today. The site presents content in Japanese with yen-denominated prices
and has an online payment system that supports local currency and regional taxation
regulations. With a fulfillment center in Shizuoka, Japan and a call center in Tokyo, the site
is able to leverage existing infrastructure operations.

* Interpark, Korea'’s largest online mall, opened its Japanese Web site in April in its first foreign
venture. The initial merchandise offer included household appliances and PCs, with more
items expected to be added to the offer over time. To succeed, the site will most likely need
to wrest share away from Rakuten Ichiba (“*happy-go-lucky market”), the Japanese virtual
mall that is one of the most popular e-commerce sites in Japan.

Latin America: Reaching to Embrace the Internet Age
Much of Latin America has a long way to go before it can truly embrace the Internet, and

especially, e-retailing. Although Latin America is a large, young, and in many ways, appealing
market, the reality is that many of its citizens remain poor. The gross national product per
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capita figures for Latin American countries are only fractions of those in the US and Western
Europe. Moreover, parts of Latin America suffer from vast disparities in wealth distribution.
Therefore, the purchase of a computer and the associated costs of Internet access are simply
not attainable for a substantial portion of the region’s residents.

This is especially true in Argentina where economic and social turmoil have conspired to stop
the growth of new Internet users. Indeed, America Online Latin America expects its
membership to decline across the region, reflecting the tough local economic conditions.

Income is not the only barrier to Internet usage in Latin America. A less developed
telecommunications infrastructure is also a major inhibitor in many parts of the region —
especially away from major urban centers. Compared to the US and Western Europe, the
number of households with a telephone is considerably lower. For example, there are only
between 11 and 21 main phone lines per 100 persons throughout key Latin American countries,
versus 68 per 100 persons in the US.

However, telephone penetration is likely to increase somewhat in the near term. Some
countries, including Argentina and Brazil, are deregulating and/or re-regulating their
telecommunications industries. These changes are likely to result in more competition, better
service, and more affordable rates.

In some areas of the region, mobile phones and other wireless devices may emerge as options
for accessing the Internet. Mexico’s wireless phone subscribers outnumbered the country’s
fixed telephone lines sometime in 2000. However, most of the country’s mobile phones use
analog technology, not the digital technology optimal for e-commerce. Furthermore, in many
areas of Latin America, mobile phone services are not widely affordable. Future Internet access
may be more likely to come from interactive television, given that television penetration is higher
than that of telephones, cell phones, or PCs in some areas.

Other strategies for bringing the Internet to new customers are starting to emerge. In Mexico,
for example, Internet service providers (ISPs) are introducing pre-paid access plans that allow
customers to get online without committing to long-term service agreements. Internet kiosks
that accept pre-paid access cards are also being placed in stores, also eliminating the need to
own the hardware.

A discussion of Latin America e-retail readiness would not be complete without a note about
consumer credit. Credit cards are not nearly as prevalent in Latin America as they are in other
parts of the world. While low credit card penetration is due in part to low incomes, it is also due
to the fact that the region’s history of hyperinflation has made non-cash transactions impractical.

Canada: Connected But Unlikely to Buy
While America’s neighbors to the north are well connected to the Internet, they continue to make

purchases online much less readily. By research firm IDC’s count, just 17% of Canadians
made an online purchase in 2001, versus 27% of Americans.
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Given the lower purchase incidence, Canadian retailers are even more likely to think of the Web
as a marketing, customer service, and pre-purchase research tool than are retailers elsewhere
in the world.

A number of US-based e-retailers — including Crate & Barrel, eBags, Cooking.com, Campmor,
and RitzCamera — offer a “Canadian Checkout” option to customers, making their sites more
hospitable to Canadian purchasers. Using technology from Borderfree, a Toronto-based e-
commerce services company, Canadian purchasers can see real-time, guaranteed total
purchase prices in Canadian dollars, accounting for currency conversion, duties and tariffs,
taxes, and shipping and handling costs.

Amazon.com launched a Canadian version of its site in June, offering books, CDs, videos, and
DVDs in English and French. Ordering and checkout can also be done in both English and
French. The company’s entry into the country has not been without controversy, however.
Indigenous booksellers are angry because Amazon.ca got around federal rules that call for
majority Canadian ownership of book retailers. Amazon.com believes it did so legitimately
because it does not have a Canadian office nor Canadian employees. Furthermore, Amazon.ca
orders will be fulfilled by Toronto-based Canada Post and sourced from Vancouver wholesaler
BookExpress.
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About Retail Forward

Retail Forward, Inc. (www.retailforward.com) is a globally focused management consulting,
market research, and executive development firm specializing in retail intelligence and
strategies.

The company’s syndicated research and executive development program known as the Retall
Forward Intelligence Program, provides over 250 leading retail and consumer products
company executives with a fact-based and forward-thinking perspective on the retail and
consumer products industries. The Intelligence Program monitors, assesses, and forecasts
trends in retailing and related consumer behavior, and distributes value-added news, analysis
and perspective in the form of newsletters, in-depth reports, and conferences.

Recognized as an authority on retailing, Retail Forward offers a variety of research and
consulting services for retailers, consumer products companies and other organizations with an
interest in these industries.

Retail Forward’s research capabilities include consumer research, economic forecasting,
industry analysis, competitive analysis, and benchmarking/ best practices research. Consulting
skills include corporate strategic planning, market positioning strategy, new concept
development, e-business and multi-channel strategy development, brand strategy, globalization
strategy, customer analytics, acquisition due diligence, and future forces analysis.

For more information on Retail Forward, Inc., visit the company’s Web site at
www.retailforward.com or contact Kathy Clarke, Director of Marketing, at
kclarke@retailforward.com or 614.437.1021, x109.
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