	
	


	
	



4
Trends and issues related to online retailing
Do not delete this return as it gives space between the box and what precedes it.
	Key Points

	· Online shopping in Australia is becoming more prominent.
· Official ABS statistics are not produced for domestic and overseas online retail sales in Australia. 
· Market analysts estimate that the domestic online share of total retail sales in Australia is between 3 and 7 per cent. The Commission considers the share to be at the lower bound of these estimates at 4 per cent.

· Overseas online sales account for around a third of total online sales. That is, around 2 per cent of total retail sales are being spent on overseas websites.

· Domestic and overseas online sales account for 6 per cent of total retail spending in Australia in 2010 which equates to $12.6 billion. By comparison, market analysts estimate the online share of retail sales in the United Kingdom and the United States at 11 per cent and 8 per cent respectively. Official estimates for the online share in the United Kingdom and United States are lower at 9 and 5 per cent respectively.
· Online sales in Australia are projected to grow by between 10 and 15 per cent per annum over the next three years. New electronic devices including mobile phones with internet capability are stimulating further growth in online sales.

· Australian consumers are attracted to online shopping due to three main factors — lower prices, convenience and a wider range of goods to choose from compared to those available from bricks and mortar retailers.

· Online penetration of retail sales in Australia is much higher in categories such as books, CDs, DVDs, clothing, sporting goods, electrical and electronic goods, cosmetics, and toys, but much lower for groceries. 

· Food retailing is the sector least likely to be exposed to overseas online competition. Just over one half of the retail industry in Australia could be regarded as trade exposed, but to a varying extent, depending upon the nature of goods being sold. Smaller and non-perishable items are more likely to be purchased online from overseas.
· Australian online consumers and retailers appear to be adequately served in terms of current product delivery services, albeit perhaps not as efficiently as some other countries. But logistics service providers will need to continue to invest and improve to cater to projected strong growth in online retail sales forecast in the future.

	

	


One of the major developments in retail shopping in Australia over the past decade has been the emergence and growth of online retail shopping. This chapter looks at what is driving this growth, the significance of online retailing across market segments, the advantages online shopping offers to consumers and the opportunities and challenges it provides to retailers. The chapter also examines whether current logistics such as broadband penetration and speeds and product delivery services are adequate to cater for growth in online shopping.
4.

 SEQ Heading2 1
The development of e-commerce and online retailing

Terms such as e-commerce or internet commerce have been developed to describe the process in which electronic transactions facilitate the exchange of, and payment for, goods and services between businesses, consumers, government and other public and private organisations using the internet, computer networks and portable electronic devices. The OECD definition of e‑commerce further specifies that it relates to the ordering of goods and services over the internet, but the payment and ultimate delivery of the good or service can be conducted on or offline (ACMA 2010a).
Online retailing is a subset of e-commerce and refers to the purchase and sale of goods between consumers and retailers using the internet — also referred to as the business to consumer (or B2C) market. Other terms are interchanged for online retailing including e‑tailing. Online retailing establishments can take the form of ‘pure plays’ in which businesses provide online only services in particular retail categories or as part of multi-channel establishments where online activities are combined with bricks and mortar operations.
ABS data show that the value of internet commerce in Australia has grown strongly in the past five years, having more than tripled from $40 billion in 2004-05 to $143 billion in 2009‑10 (figure 
4.1). While the data relates to purchases of goods and services across the economy, and not specifically purchases for retail goods, it is indicative of the increasing importance of internet e‑commerce to the Australian economy.

The internet has had an important transformative impact on the way in which businesses interact with other businesses (or B2B) as well as consumers by facilitating the rapid transfer of information, reducing transactions costs associated with locating and purchasing supplies, and enabling more efficient production and delivery of goods and services.
Figure 4.
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Value of internet commerce in Australia, 2003-04 to 2009‑10a
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a (Refers to purchases of goods and services online regardless of how payment is made and includes both Business to Consumer transactions (B2C) and Business to Business transactions (B2B). Data were not provided by the ABS for 2006‑07.
Source: ABS (Summary of IT Use and Innovation in Australian Business, 2009-10, Cat. no. 8166.0).

The growth of online shopping has occurred in the context of greater familiarity with, and confidence in, the use of the internet across a range of activities. This reflects a substantial cultural change in how the community is conducting economic transactions. The results of a survey conducted by the Australian Communications and Media Authority (ACMA) in 2010 noted that 88 per cent of respondents had performed one or more e‑commerce activity in the previous six months and 61 per cent had purchased goods online (ACMA 2010a) (figure 
4.2).
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Use of internet for e-commerce activities in previous six months by household internet users, 2010
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Source: ACMA (2010a).

Business use of e-commerce

ABS data provide information on the use of the internet by retail establishments to place and receive orders. While this information relates to both B2C and B2B activities, it demonstrates the growth in the proportion of businesses that use the internet to expand their sales to both businesses and consumers and improve the efficiency of ordering inputs. 
Businesses in retail have been more active in using the internet to conduct trade. In 2009-10, just over a third (33.8 per cent) of businesses in retail received orders (from both consumers and other businesses) via the internet which compares with just less than a quarter (24.8 per cent) of all businesses. The extent of growth in the use of the internet by retailers to undertake business activities is underlined by the finding that just under a fifth (18.9 per cent) of retail establishments received orders via the internet in 2005-06. But retail lags behind industries such as wholesale trade (48.8 per cent in 2009‑10) and manufacturing (40.8 per cent) in terms of receiving orders (ABS 2011h). 
Sensis survey results show a much higher proportion of retail businesses using the internet to conduct business than ABS data. The survey show an increasing proportion of retail SMEs (small and medium enterprises) use the internet to facilitate online sales and provide information on products and services than they did five years earlier. Three quarters of retail SMEs placed orders for goods and services using the internet in 2010, just under three quarters (73 per cent) took orders over the internet, and 68 per cent received payments. By comparison 46 per cent of retail SMEs placed orders over the internet in 2005, 36 per cent took orders and 51 per cent received payment over the internet (Sensis 2005; 2010).

Research conducted by Deloitte Access Economics (2011) confirm that retailers have become much more active in taking advantage of the internet to place and take orders, but they are not as perceptive as businesses in other industries of the potential benefits from internet transaction activity. For example, retail lags a number of industries in terms of the perception of benefits to general business and management from internet use. For example, only 28 per cent of retailers perceived benefits from internet commerce which compared with one half of employers in primary, finance and real estate industries.

Household trends in internet access and broadband speed

The increasing use by the community of the internet for e-commerce is facilitated by growing household access to the internet and improvements in the technical capability of internet infrastructure. 

A much higher proportion of households in Australia have internet access now compared with a decade ago. ABS data show that between 1998 and 2008-09, the share of households with access to the internet increased substantially from 16 per cent to 72 per cent (figure 4.3) (ABS 2010h). It is expected that the household internet penetration rate will continue to rise to around 83 per cent by 2015 (Forrester 2011). The proportion of households in Australia with broadband
 access has risen more sharply — from 16 per cent in 2004‑05 to 62 per cent in 2008‑09 (figure 
4.3) (ABS 2010h). 

Figure 4.
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Proportion of households in Australia with internet and broadband access, 1998 to 2008-09

	[image: image3.emf]0

10

20

30

40

50

60

70

80

1998 1999 2000 2001 2002 2003 2004–05 2005–06 2006–07 2007–08 2008–09

Per cent of households

Internet access

Broadband access




Source: ABS (Household Use of Information Technology, Australia, Cat. no. 8146.0, 2008-2009).
ABS data show that Australia is ranked 12th out of 27 selected countries in terms of household internet penetration. Australia’s household internet penetration rate is slightly higher than the rate recorded in the United Kingdom and the United States, but much lower than the rate recorded in countries such as Korea, the Netherlands, Sweden and Norway (figure 
4.4). 

Figure 4.
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Household access to the internet – selected OECD countries, 2008a
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a( 2008 unless otherwise indicated; internet access via any device; data for EU countries plus Norway and Turkey relates to the first quarter of the reference year. b Relates to 2007. c Relates to July 2008 to June 2009. d Relates to 2006. e Visitor‑only dwellings such as hotels are excluded. f Relates to 2005.

Source: ABS (Household Use of Information Technology, Australia, Cat. no. 8146.0, 2008-2009).
At 62 per cent, Australia is ranked 9th out of 27 selected countries in terms of household broadband penetration (figure 
4.5). Australia is ranked higher than countries such as Japan, the United States and New Zealand, but is ranked much lower than Korea, Denmark and many other Nordic countries. More recent estimates from Macquarie Equities Research (2011a) indicate that the broadband internet penetration rate in Australia may have increased since the last survey was undertaken by the ABS, to around 64.4 per cent in March 2011. 

Figure 4.
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Household access to broadband – selected OECD countries, 2008a
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a( 2008 unless otherwise indicated. b Data also includes mobile phone access. c Relates to 2007. d Relates to July 2008 to June 2009. e Only broadband internet access via a computer. f Relates to 2006. g Relates to 2005.
Source: ABS (Household Use of Information Technology, Australia, Cat. no. 8146.0, 2008-2009).
Business use of broadband

According to the results of the Sensis e-business survey of SMEs, broadband has almost blanket coverage of SMEs in Australia — 99 per cent of medium sized enterprises and 96 per cent of smaller enterprises. The benefits of broadband access cited by SMEs included speed of access, increased internet efficiency, greater access to applications, freeing up of phone lines for other purposes and reduced costs (Sensis 2010).

ABS data show similar results for SMEs. ABS data also show that 99.6 per cent of firms employing 200 people or more (or large sized firms) had broadband as their internet connection (ABS 2009a).

Adequacy of broadband access and speed

Submissions and reports by market analysts highlight that slower broadband speeds may be inhibiting growth in online retail sales. Slow internet connection speeds may act as an impediment to online shopping, though the magnitude of their impact is a matter of some conjecture. It has been claimed by market analysts that technological deficiencies such as slow connection speeds may be limiting functionality for households and may be limiting the sale of some products online such as digital downloads of movies (Macquarie Equities Research 2011a). Evidence other than this is limited.

eBay note:

… wider access to higher speed internet is crucial to data-rich browsing, including online shopping. This is especially so in light of reports that 23 per cent of US consumers who were dissatisfied and 18 per cent of those who abandoned e-commerce transactions did so due to slow websites (Forrester Consulting 2009), indicating consumer demand is stifled by insufficient technologies. (sub. 101, p. 24)

Benefits of faster broadband connections are not just restricted to business to consumer transactions. In a survey conducted by the Australian Industry Group (AiG) of over 500 CEOs in 2008, businesses identified the ability to download large data files more quickly as the most important benefit of a faster broadband network. A greater capacity to transact online was the second highest benefit reported (AiG and Deloitte 2008).

The AiG survey also found that small firms are more likely to lack the skilled staff and technological capabilities needed to take advantage of the commercial opportunities resulting from a fast broadband network in the future (AiG and Deloitte 2008). Other potential impediments to online retailing are discussed later in the chapter while skill shortages in retail are discussed in more detail in chapter 12.

OECD data show that Australia ranked 10th out of 34 countries in September 2010 in terms of average advertised broadband speeds offered by providers. Average advertised broadband speeds in Australia are below countries such as Sweden, Japan, France and Korea, but exceed the averages in the United Kingdom and the United States. In terms of median advertised broadband speeds, Australia is ranked 6th (OECD 2011). 

However, data from Akamai
 (2011) show Australia ranked much lower at 33rd  out of 49 countries in terms of observed average connection speeds — at 3.4 Mbps (megabits per second) in the first quarter of 2011. Around 57 per cent of customers in Australia had connection speed of 2 Mbs or above which is well below the share in the majority of European countries, Hong Kong, Korea and Canada of around 90 per cent. 

While noting some limitations in connection speeds which act as an impediment to online purchasing and selling, it would appear that by international standards Australia is fairly well placed in terms of broadband penetration. As discussed earlier, the rate of broadband penetration in Australia is comparable with many OECD countries, including the United States and the United Kingdom. Further, survey results indicate that broadband has almost blanket coverage of SMEs who had internet access. From this information it would appear that broadband access and speeds are not major factors limiting current demand for online purchasing services.
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Online share of retail sales

In the absence of official estimates for online sales, the following section examines market analyst estimates for the domestic and overseas share of total retail sales. 
Domestic online retail share of total retail sales

A number of estimates have been provided by private market analysts for domestic online retail sales as a share of total retail sales. These estimates range from 3 to 7 per cent. These differences are significant and imply that the level of domestic online expenditure could have been as low as $6.3 billion or as high as $14.8 billion in 2010. Significant differences exist between market analysts as to where they sourced their data and the assumptions they make in determining their estimates for domestic online share of total retail sales activity (box 
4.1) 

The Reserve Bank of Australia (RBA) collects monthly data from financial institutions on the value of spending on debit and credit cards which is further split into spending with domestic and overseas merchants. From this data source, estimates can be made of the domestic internet purchase share (where the payment card is not physically present) of all domestic electronic purchases (using credit and debit cards). This share has grown from around 7 per cent in 2005 to 10 per cent in 2010 (RBA 2011). It should be noted that this analysis is not simply related to retail trade electronic transactions, but includes all e‑commerce purchase activity which would include travel and entertainment purchases. Because of this wider coverage of e‑commerce activity, the RBA figure should not be construed as a proxy for the online retail share of all retail sales.
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 SEQ Box \* ARABIC 1
Market analyst estimates for domestic online share of total retail sales 

	The following estimates have been provided by market analysts for the domestic online share of total retail sales in 2010:
· Citi Investment and Research, Access Economics and Frost and Sullivan — 3 per cent

· IBISWorld — 3.7 per cent

· Bell Potter/Southern Cross Equities — 4 per cent

· Forrester Research — 7 per cent

· Not all data sources from private analysts are transparent. Some cite data from financial intermediaries such as PayPal or data from other market analysts as evidence for the extent of online sales and ABS data for the size of total retail sales. Other analysts simply cite their own methodology or estimates with no references to data sources which makes it difficult to make comparisons with other estimates.

· Citi Investment and Research base their estimates for the size of retail spend on various ABS surveys and their estimates for online purchases from information on visits to websites, conversion from visits to actual sales and average value of basket size when purchases are made.

· There is also inconsistency between estimation methodologies in terms of which retail categories are included or excluded from estimates of domestic online spend. For example, Southern Cross Equities removes online sales of groceries and travel and entertainment from the estimate of online spend; Citi Investment and Research includes groceries, alcohol and food; Forrester excludes cafes, restaurants and take away food, travel, and peer-to-peer auctions; while Macquarie takes out travel, entertainment ticketing and financial services.

	

	


The extent of overseas online retail sales

There is a large disparity between market analyst estimates for the proportion of online transactions by Australian consumers conducted on overseas websites. These estimates range between 20 and 50 per cent (box 
4.2). These differences are important, as they indicate the extent to which domestic retailers have embraced online selling, the extent of the leakage of sales overseas, and the possible ramifications for retail output and employment.
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Market estimates for online spend overseas

	· Forrester estimated that around 20 per cent of total Australian online expenditure will be with overseas web sites through to 2015 (PayPal 2010).
· Quantium has also indicated that the overseas proportion of total online spend is 20 per cent (Pascoe 2011).
· Bell Potter/Southern Cross Equities (2011) estimated that around a third of online sales to Australian customers were made overseas (which equates to $4.8 billion) in 2010.

· Citi Investment and Research (2010) estimated that online sales overseas account for somewhere between 30 and 38 per cent of total online sales or between $3.5 and $4 billion in 2010. More recent analysis by Citi using Customs data for the average value and volume of airmail and international mail in 2010 showed that the overseas share was more likely to be at the lower end of these estimates at around 30 per cent.
· Frost and Sullivan (2010) estimate that around 40 per cent of online expenditure in Australia was directed to overseas sites in 2010. A more recent report estimated that 44 per cent of online sales will be overseas in 2011 (which equates to $6 billion) (PriceWaterhouse Coopers 2011).
· The Commonwealth Bank of Australia (CBA) estimated that around 46 per cent of online spending by Australian consumers in 2010 was undertaken overseas (CBA 2011).

	

	


To shed further light on the overseas share of online expenditure, the Commission analysed data provided by a major Australian bank which relates to the volume and value of online retail transactions by customers between June 2008 and February 2011. These transactions relate to purchases of retail goods using a credit card where the card was not physically present.
As well as transactions made by bank customers via the internet these data also include payments for retail goods where details are provided over the phone or mail. The phone or mail share of credit card transactions for items purchased from overseas is assumed to be relatively small. However there is less certainty about the breakdown between phone and internet purchases for domestic transactions. As a result, the estimates for volume and value of domestic online transactions may be overstated, but the extent is unclear. This may contribute to an understatement of the overseas share of total online activity. It should also be noted that these data do not include debit card transaction activity which has been growing rapidly — particularly through financial intermediaries such as PayPal. 

Having noted these caveats, the data suggest that the overseas share of online sales may not be as significant as reported by some leading market analysts. For example, purchases by bank customers from overseas websites of retail goods (excluding travel) where a credit card was not physically present accounted for only 7.5 per cent of the total value of all retail transactions (where the credit card was not present) in January 2011 and 9.3 per cent of the volume (or number) of online retail transactions using credit cards. 
While data for the overseas share of total credit card transaction should be treated with some caution, the bank data show strong growth in the volume of both overseas and domestic retail purchases in the 12 months to January 2011 compared to the previous year — up by 16.9 per cent and 6.8 per cent respectively. The overseas share of the total number of retail transactions where a credit card was not present trended slightly upwards during 2010 but fell during the Christmas period, indicating relatively stronger growth in domestic online sales (figure 
4.6). 
Figure 4.
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Overseas share of retail transaction activity of a major Australian bank where a credit card was not present, June 2008 to February 2011a
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a Transactions where a credit card was not physically present are a proxy for online transactions.
Source: A major Australian bank (unpublished data).
Market analyst estimates for total online spend in Australia

Estimates by market analysts for the total online share of total retail sales in 2010 range from a low of 3.8 per cent (CBA 2011) to a high of 7.2 per cent (Macquarie Equities Research 2011b) in 2010 (box 
4.3).
Again, a number of differences exist in how market analysts construct the denominator of total retail sales and determine the overseas share of online sales. For example, Macquarie Equities Research include all online spend with the ABS estimate for total retail spend in deriving a synthetic estimate for total retail sales. In other words, the ABS is assumed to not capture domestic online sales in their retail trade data. Bell Potter/Southern Cross Equities do not include the leakage of overseas online sales in their estimate for total retail sales. The Commonwealth Bank of Australia (CBA) estimates are based on credit and debit card transactions of around 250 ‘pure play’ online retail establishments and do not include online sales of multi-channel establishments. Forrester includes travel in their estimates while many of the other analysts exclude travel and event ticketing.
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 SEQ Box \* ARABIC 3
Market estimates for total online sales

	· Citi Investment and Research estimated the purchase of goods from domestic websites at $7.5 billion (or 3.1 per cent of all domestic retail sales) in 2010 while spending by Australian consumers at overseas websites was estimated at between $3.5 and $4.5 billion — which is equivalent to between 1.5 and 2 per cent of total retail spending. Adding domestic and overseas online sales together, total online sales accounted for between 4.5 and 5 per cent of all Australian retail sales or between $11 and $12 billion (Citi Investment and Research 2010).

· The CBA estimated a total online retail spend of $9.5 billion in 2010 consisting of $5.3 billion spent domestically and $4.4 billion overseas. According to the CBA, this equates to 3.8 per cent of total retail spending and 5.2 per cent of ‘discretionary spending’ (defined as excluding food and liquor) (CBA 2011).

· Morgan Stanley estimate that online sales accounted for 4.7 per cent of all retail sales or $12 billion in 2010 (Kierath and Wang 2011). Frost and Sullivan (2010) also estimate that Australia had total online sales of $12 billion in 2010.

· Bell Potter/Southern Cross Equities (2011) provided an estimate of 6 per cent for total online sales share of all retail sales which equated to $14.5 billion. 

· Macquarie Equities Research (2011b) estimated that online sales accounted for 7.2 per cent of all retail sales or $18.9 billion in 2010, while Forrester Research (2011) had a much higher estimate for total online spend of $26.9 billion.

	

	


Commission’s estimates for total online retail spend

Based on the available data, and taking into consideration the differing methodologies employed by market analysts, the Commission considers that the domestic online share of total retail sales is at the lower bound of estimates by market analysts at around 4 per cent (or $8.4 billion) in 2010. A third of total online sales are sourced from overseas. Around 2 per cent of total retail sales (or $4.2 billion) is sourced from overseas online retailers. The Commission estimates that total online sales account for 6 per cent of total retail sales in Australia, and that Australian consumers spent around $12.6 billion on goods purchased from domestic and overseas websites in 2010. 

The Commission determined the estimates for domestic and overseas online sales using a total figure for domestic retail sales of $210.8 billion in 2010, which is based on the ABS estimate for total retail sales ($242.6 billion),
 less turnover for cafes, restaurants and take away food services ($31.8 billion) (ABS 2010h). Online sales from overseas (of $4.2 billion) is then added to determine total retail sales of $215.0 billion. Implicit in these calculations is the assumption that the ABS has captured domestic online retail sales (of $8.4 billion) in their estimate for total retail sales which is distributed between the retail sectors. But the distribution of domestic online sales among retail sectors is unknown (table 
4.1). Note that the online domestic spend is shown separately in the table in italics — if it was added to the retail categories this would result in double counting.

Table 4.
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Retail sales including domestic and overseas online spend, 2010

	Retail category
	Sales
	Share of total retail sales

	
	$ billion
	%

	Food
	96.6
	44.9

	Household goods
	42.8
	19.9

	Clothing, footwear and personal accessories
	19.3
	9.0

	Department stores
	18.6
	8.7

	Other retailing
	33.5
	15.6

	Online overseas (est)
	4.2
	2.0

	Total retail sales a
	215.0
	100.0

	Online domestic (est)b 
	8.4
	4.0


a Excludes sales of food from cafes, restaurants and take away services. b The online domestic spend of $8.4 billion is distributed between all of the retail categories listed above the total (apart from online overseas). The manner in which it is distributed is unknown.

Source: ABS (Retail Trade, Australia, Cat. no. 8501.0, trend data); PC Estimates.

Projections for growth in total online shopping

Online retail sales are expected by some analysts to grow by between 10 and 15 per cent per annum through to 2013 (box 
4.4). 
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Projected growth in total online retail sales in Australia

	· Forrester Research estimates that annual growth in total online retail sales will be between 10 and 12 per cent in the three years to 2013 (PayPal 2010). Macquarie Equities Research (2011b) predict much stronger growth in 2013, of 17 per cent.

· Forrester Research has estimated that total online retail sales in Australia (including domestic and overseas online sales) will grow from $26.9 billion in 2010 to $36.8 billion in 2013 (PayPal 2010). Macquarie Equities Research (2011b) has a lower estimate for total online retail sales of $18.9 billion in 2010 which is expected to grow to $27.9 billion in 2013. 

Estimates of annual growth in online retail sales in Australia, 2009 to 2013
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· Morgan Stanley expects the online share of total sales to increase from 4.7 per cent in 2011 to 8.4 per cent in 2015. The value of online sales is projected to increase from $11.9 billion in 2011 to $25.1 billion in 2015 (Kierath and Wang 2011). 
· Frost and Sullivan estimate that online sales will increase from $12 billion in 2010 to $18 billion in 2014 (Frost and Sullivan 2010). In a more recent report, Frost and Sullivan estimated total online sales will grow by 13 per cent in the 12 months to 2011 to $13.6 billion, when it would represent 5.5 per cent of total retail sales (PriceWaterhouseCoopers 2011).

	

	


Lack of official statistics for online retailing

For purposes of public policy, it is problematic that no official statistics are provided by the ABS on the size of online retail sales in Australia, both in terms of volume and value of transactions. The ABS Retail Trade survey captures data on sales from a range of retail establishments across Australia including non‑store based retail which incorporates domestic online sellers. This would include spending by consumers with ‘pure play’ retail establishments. The ABS is currently unable to disaggregate spending with ‘pure play’ establishments from spending with other non‑store based activities which have no relationship to online retail activities.

The sales of the online divisions of multi-channel establishments are also not collected separately but are included in sales activity data of store based retailing, as this is the main activity of the majority of multi‑channel establishments. As a consequence, it is not possible to disaggregate total domestic online sales from total retail sales in ABS retail sales data given the absorption of some online spend into store‑based sales data. Additionally, the ABS does not capture data on the extent of purchases by Australian consumers from overseas websites. As a result, it is currently not possible to monitor trends in the overseas share of total online retail activity from official sources of statistics.

Similar concerns exist with the coverage of ABS employment data which relate to online sales. At present, it is not possible to disaggregate the level of employment associated with internet retailing (or ‘pure plays’) from all non-store based retailing. It is also not clear where employment in the online divisions of multi-channel establishments is being captured. Employment issues related to the retail industry are discussed in more detail in chapter 12.

Given the growing importance of this part of the retail industry, it is important that more precise statistics are available. The United States has been collecting official data for e‑commerce retail sales for over a decade while the United Kingdom has been collecting official data on internet retail sales since late 2006. The results of these overseas survey findings are discussed later in the chapter.

Subsequent to the release of the draft report, the ABS provided a submission to the Commission which confirmed that turnover of ‘pure play’ and the online divisions of multi-channel retailers are captured in the ABS Retail Trade survey, but cannot be disaggregated to reveal growth in sales of online retailing as distinct from growth in sales of bricks and mortar establishments. Further, the ABS confirmed that the sales of pure plays are only one element of non‑store retailing which also includes unrelated activities such as catalogue and direct selling. The ABS indicated that they were in the process of investigating methods of disaggregating retail sales information for domestic multi-channel and pure play online retailers (sub. DR164).

The ABS also indicated in their submission that international transactions, including online, were in‑scope of their international accounts but could not currently be identified due to lack of data sources (sub. DR164, p. 4). The ABS is investigating how to improve the coverage of low‑value imported and exported goods which are delivered online such as downloads of computer software, audio‑visual material, e‑books, and the provision of telecommunications and information services. The ABS is hoping to enlist the services of Australia Post, the Australian Customs and Border Protection Service, transport operators and payment agencies to assist in determining the value of goods purchased and sold online. The ABS emphasised that this data will be made available separately to existing international data releases and will not equate to the total value of online trade.
The ABS confirmed that research would be required to investigate methods and data availability for measuring employment of pure play retailers and the online and bricks and mortar workforces of multi-channel retail establishments. This exercise was expected to be both difficult and expensive. The Commission welcomes the initiatives being undertaken by the ABS to capture disaggregated data for domestic and online retail activity.

Recommendation 4.1

The ABS should monitor and report online expenditure both domestically and overseas by Australian consumers. The ABS should also consider options that will enable the disaggregation of online spending and employment associated with ‘multi-channel’ establishments and ‘pure play’ online retailers. 
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Estimates for online retail share of total retail sales in the United Kingdom and the United States
A number of market analysts (Bell Potter/Southern Cross Equities (2011); Frost and Sullivan (2010); MacGowan (2011)) claim that Australia lags overseas countries such as the United States and the United Kingdom in terms of online share of total retail sales by two to three years. If so, the experience of those countries may provide an indication of potential growth in online retailing in Australia. 

Data show that Australians spend more per capita on online shopping than the United States but lag the online shopping spend of people in the United Kingdom. For example, Access Economics reported some comparisons of per capita e‑commerce purchases which showed the United Kingdom leading at US$1266 per capita in 2009, followed by Australia (A$534 per capita in 2009 and A$1068 per capita in 2010) and the United States (at US$420 per capita in 2008-09) (Access Economics 2010). Note that these estimates relate to e‑commerce and may include purchases such as travel and entertainment as well as retail goods.

One market analyst stated that online sales accounted for 7 per cent of all retail sales in the United States and 10.5 per cent of all retail sales in the United Kingdom. Australia was considered a relative laggard at 4 per cent of retail sales (Bell Potter/Southern Cross Equities 2011). The Centre for Retail Research in the United Kingdom, estimate that online sales in the United Kingdom account for 11 per cent of all retail sales and that the online share in the United States is between 8 and 9 per cent of retail sales (Centre for Retail Research 2011).

Estimates by market analysts for the online share of total retail sales in the United States are diverse and appear inconsistent with official statistics. The United States Census Bureau has been collecting official data on e‑commerce retail sales since late 1999 based on the results of its Monthly Retail Trade Survey. The data show that the e‑commerce share of total retail sales in the United States has been increasing very slowly over the past decade and stood at 4.5 per cent in the first quarter of 2011 in seasonally adjusted terms. 
 In original terms, the online share climbed to as high as 5.1 per cent in the fourth quarter of 2010 which reflect the seasonal impact of online purchasing pre‑Christmas (figure 4.

 SEQ Figure \* ARABIC 7). 
 In the past four years e‑commerce sales as a proportion of all retail sales have only increased by 1.2 percentage points in the United States (United States Census Bureau 2011).

These estimates are much lower than those provided by market analysts. One possible explanation for the difference is the United States Census Bureau is only measuring domestic e‑commerce retail sales as a proportion of all retail sales and it is not always clear whether the estimates by market analysts are also factoring in purchases by US consumers from overseas websites.

Official estimates for the online share of total retail sales in the United Kingdom show a much higher online share of total retail sales of 9.9 per cent recorded in June 2011 (in original terms) (figure 
4.7). These official estimates are much more consistent with those provided by market analysts. According to official data the domestic online share of total retail sales in the United Kingdom has almost tripled in the past four years (up from 3.4 per cent to 9.9 per cent — or a rise of 6.5 percentage points) (Office for National Statistics 2011).

Figure 4.
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Online retail sales as a share of total retail sales in the United States and the United Kingdom, December 1999 to March 2011a
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a(US data refers to e-commerce sales of goods and services made over the internet or other online systems as a percentage of all retail sales; UK data refers to internet retail sales as a percentage of total retail sales.

Source: US Census Bureau and UK Office for National Statistics; original data.
It would appear from this information that online purchasing from domestic retailers as a share of total retail sales is much higher in the United Kingdom than it is in the US. There also appears to be a steeper growth path for online retail sales in the United Kingdom than the United States. The data indicate that there is considerable capacity for online retailing to grow in Australia before it reaches rates and levels achieved in countries such as the United Kingdom. The online sales gap between Australia and the United States appears to be much smaller. Research undertaken by market analyst Citigroup show that the online share of non‑food retail sales in Australia and the United States are very similar at 9.5 per cent and 9.4 per cent respectively (Citi Investment and Research 2011a).
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What is driving online sales?

A number of factors have been identified in submissions and reports as drivers of growth in online sales in Australia in recent years.
 These include:

· consumer response to lower prices available online

· appreciation of the $A contributing to lower prices of imported goods
· convenience and availability of online shopping

· greater range of goods and services available online compared with bricks and mortar stores

· initiative shown by some web based companies that have invested in web interface technology and processes which facilitate online ordering, inventory stocktake and delivery

· more secure payments systems which give greater confidence to consumers to purchase online

· innovations in online selling — such as group sales and special daily deals

· emergence of m-commerce — the use of mobile devices to compare prices and features of products as well as make direct purchases

· a more computer literate population

· long term trends towards higher educational attainment among consumers and increases in real household disposable income — survey results demonstrate that better educated and wealthier people are most likely to take advantage of the benefits that can be obtained from online shopping.

eBay noted several factors which are driving growth in the number of online businesses. These include: low cost structures of online retail, such as not having to bear high rental costs; low barriers to entry in setting up an online retail business; and low barriers to geographic expansion across Australia and overseas. Sellers benefit from the internet’s ability to connect with prospective buyers. Online retailers can reduce the amount of advertising needed to sell products and can interact directly with customers and avoid the need for intermediaries. These savings can be passed directly on to customers (sub. 101).

In a survey of 1000 consumers by market research consultants Frost and Sullivan, 39 per cent of respondents cited cheaper prices as the major driver behind their decision to purchase online, followed by 29 per cent who cited the convenience of shopping from home, 17 per cent who cited the more comprehensive range of goods available online and 12 per cent who cited the ease of looking for and finding the product they required (Frost and Sullivan 2010).

The Australia Institute found similar results from their survey of just over 1400 consumers. One of the questions framed in the survey allowed multiple responses for the major factors driving people to shop online. Around 85 per cent of people who shopped online were driven by price, 65 per cent wanted to compare products and prices, 64 per cent wanted to buy products which were not available in stores, 54 per cent wanted to save time, 36 per cent wanted to avoid travel and 32 per cent wanted to avoid shopping centres (Irvine, B et al. 2011). ACMA found from their survey responses a slightly different ordering of reasons why people purchase online, but again the factors were dominated by convenience, price and range of goods available (ACMA 2010a). With some slight differences in ordering of preferences, all of these survey results point to similar factors motivating consumers to purchase online.

Using the internet as a research tool
The internet provides the opportunity for Australian consumers and businesses to gather information on the attributes of particular products and services, as well as being able to make price comparisons. This lowers search costs associated with purchasing activities. The resulting efficiencies are estimated at $7 billion annually in terms of time saved (Deloitte Access Economics 2011). 

Google described the most prevalent form of online shopping as ROPO — whereby consumers Research Online and Purchase Offline (sub. DR199). Research conducted by the Australian Centre for Retail Studies on behalf of Google found that around one half of Australian consumers conducted research on prospective purchases online before making their purchase. Further, a quarter cited researching online as the most crucial determinant of their offline purchasing behaviour — ahead of TV, radio, brochures and catalogues combined (Australian Centre for Retail Studies 2008).
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Characteristics of online purchasing

What is the value of online purchases?
While the total value of online retailing is growing, the value of the individual items purchased online is typically low. Data sourced from a major Australian bank show that the vast majority of purchases by customers from overseas websites were valued at $200 or less. For example, just over three quarters of goods purchased between June 2008 and February 2011 from overseas where the credit card was not physically present were valued at under $100 and a further 12.8 per cent were valued between $100 and $200. In other words, just under 90 per cent were valued at $200 or less (table 
4.2). Furthermore, the average value of goods purchased online overseas was $112 which compares with an average value of $134 for goods purchased online locally in Australia. As will be discussed in chapter 7, the average value of air cargo consignments was similar at $123 in 2010-11.

Table 4.

 SEQ Table \* ARABIC 2
Distribution of overseas and domestic purchases where credit card was not physically present by value of transaction, June 2008 to February 2011

	Value of transactions
	Domestic
	Overseas

	
	(% of total)
	(% of total)

	< $100
	73.4
	76.5

	$100 < $200
	14.7
	12.8

	$200 < $300
	4.8
	4.1

	$300 < $400
	2.1
	2.0

	$400 < $500
	1.1
	1.1

	$500 < $1000
	2.2
	2.1

	$1000 < $2000
	1.0
	1.0

	$2000 < $3000
	0.3
	0.2

	$3000 plus
	0.4
	0.2

	TOTAL
	100.0
	100.0


Source: A major Australian bank, (unpublished data).

How many Australians shop online?
ABS data reveal that just under two thirds (64 per cent) of Australians aged 15 years and over in 2008-09 had used the internet to purchase goods or services in the previous 12 months — a slight increase from 61 per cent recorded in 2006‑07 (ABS 2010g). Data from a survey conducted by ACMA in 2010 show a slightly higher proportion of Australians shopping online at 69 per cent (ACMA 2010a). A survey of 1000 Australians aged 18 years and over conducted by the Swinburne University of Technology reveal that 68 per cent had purchased goods online in 2011, compared with 41 per cent in 2007 (Ewing and Thomas 2010). Roy Morgan Research has been collecting information for over a decade on the use of the internet by consumers to purchase goods. Results of their surveys show that in September 2010 around a half of Australians aged 14 years and over purchased goods online in the previous 12 months, compared with only nine per cent a decade earlier (Roy Morgan Research 2011).
What are the characteristics of people who shop online?
The use of the internet to purchase goods and services is strongly related to education and income and to a lesser extent age. All of the survey results show that wealthier and more educated people are more likely to shop online. (ABS 2010g; ACMA 2010a; Irvine et al. 2011; Ewing and Thomas 2010; MacGowan 2011). 
Younger people (aged 17 years or less) and those aged 65 years and over are the least likely to shop online. People aged 20 to 44 years had a slightly higher propensity to shop online than those aged 45 to 54 years and a much higher propensity than those aged 55 to 64 years. Men were just as likely as women to use the internet to purchase goods and services (64 per cent versus 63 per cent), as were people from metropolitan and non-metropolitan areas (64 per cent versus 62 per cent). Around 78 per cent of people with a Bachelor degree purchased goods online which compared with 53 per cent of those with Year 12 qualifications or below. Also, 82 per cent of those in the highest equivalised income quintile purchased goods and services online compared to 42 per cent of those in the lowest equivalised household income quintile (ABS 2010g).

What are people buying online?

Despite some differences in ranking of importance, various survey results and market reports show similar types of goods are being purchased by Australians online. Goods most commonly purchased online include: DVDs and CDs; digital music; computer software and hardware; books; electrical and electronic goods; clothes and shoes; sports and leisure goods; cosmetics and perfume and toys (ACMA 2010a; Forrester 2011; Irvine et al. 2011; Citi Investment and Research 2010; Nielsen 2008). 

Online penetration by retail category in Australia

While the domestic online share of total domestic retail sales in the economy is estimated to be around 4 per cent, the penetration of online sales varies considerably between merchandise categories. For example, Citi Investment and Research have estimated the online sales share of retail sales for books to be 9 per cent which is much higher than its estimate for the online share of total retail sales for all products (of 3 per cent) (figure 
4.8). By comparison, its estimate for online share of groceries and alcohol sales is much lower at 1 per cent — despite a long gestation period of developing a market for online grocery sales (Citi Investment and Research 2010).

Data from Roy Morgan Research show that 12 per cent of all CDs, DVDs and hi-fi accessories purchased by respondents in the 12 months to June 2010 were accessed online. Results of the same survey showed that 11 per cent of book purchases were ordered online along with 6 per cent of electrical goods (Roy Morgan Research 2010).

Submissions from a number of bicycle retailers  point to high penetration of online sales in bicycles and bicycle parts and accessory retailing.
 Other submissions report strong online competition in outdoor and sporting equipment, toys , photographic equipment and clothing.

In its submission, Colony BMX Pty Ltd cite data from Quantium which show that 16 per cent of bicycle and bicycle‑related products purchased by Australian consumers in 2011 are sourced online from overseas websites, which compared with 6.9 per cent in January 2010 (sub. DR169, p.1). 

Figure 4.
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Online penetration of domestic sales by retail category, 2010a
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a The domestic online sales share of total domestic sales for all products of 3 per cent shown in the chart, against which other retail category penetration rates are compared is the estimate provided by Citi Investment Research and Analysis based upon their own assumptions and data sources. The Commission, as noted earlier, has arrived at a different estimate for the share of all domestic online sales (of 4 per cent). The analysis from Citi is an example of one set of estimates for online penetration rates in different retail categories.
Source: Citi Investment Research and Analysis (2010).
Exposure of retail trade to overseas online retailing

Employers in sectors such as household goods retailing; clothing, footwear and personal accessories; department stores; and other retailing are more likely to face competition from overseas online retailers than sectors of the retail industry which sell perishable foodstuffs.
 When food retailing is subtracted from domestic retail turnover data, just over a half (54 per cent) of the retail industry in Australia could be regarded as trade‑exposed (see table 4.1).
Some sectors of retail are more exposed than others — particularly the selling of electrical and electronic goods, recreational goods, and clothing, footwear and personal accessories. ABS data show that household goods and clothing, footwear and personal accessories account for a quarter of all retail sales (ABS 2011g). 
The Commonwealth Bank of Australia (CBA) analysed credit and debit card transaction data of 250 pure play retailers based in Australia and overseas where bank customer spending exceeded $1 million (figure 
4.9). 
Figure 4.
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Domestic and overseas shares of online sales by retail category, 12 months to May 2011a
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a(Internal data sourced from 250 pure play retailers operating in Australia and overseas whose transactions exceeded $1 million.

Source: CBA, (2011).
Among the results reported was a breakdown of the domestic and overseas share of online retail activities by various retail categories. The data showed an overall overseas share of total online sales in Australia of 50 per cent which is at the high end of the estimates reported by market analysts. The data show very high overseas shares of total online purchasing activity for items such as sporting and outdoor goods (90 per cent), cosmetics and beauty products (88 per cent), books and media (81 per cent) and fashion (73 per cent). Overseas online penetration was negligible in liquor (CBA 2011). These data provide further evidence that particular sectors in retail are more trade exposed to overseas online retailing than others.

Do Australian consumers prefer to shop at domestic or foreign websites?

There is some conjecture over whether Australian consumers have a preference for using Australian or overseas websites to make purchases. Survey results point to Australians preferring to shop on domestic sites because of a perception of less risk and the ability to return goods more easily and for less cost, while other surveys indicate a preference for overseas websites because of a greater range of goods available and lower prices. 
The results of an ACMA survey conducted in 2010 show that just over two thirds (68 per cent) of Australian consumers used domestic websites more often when making online purchases, 19 per cent were just as likely to use a domestic or overseas website, while only 12 per cent were more likely to use an overseas website.

The results of the ACMA survey show that the major reasons why consumers preferred to support a domestic website when making online purchases were:

· to support local industry (24 per cent)

· did not trust overseas websites (23 per cent)

· goods were only available locally (17 per cent)

· the goods were cheaper after taking into account shipping costs (14 per cent)

· it took too long for goods to arrive from overseas (11 per cent)

· it was easier to return a good if they had a problem (10 per cent).

The major reasons offered by respondents for preferring to purchase goods from overseas were:

· the goods were not available in Australia (56 per cent)

· the goods were cheaper (41 per cent)

· more variety of goods to choose from (13 per cent) (ACMA 2010a).

These results are supported by a separate survey conducted in 2011 by the Swinburne University of Technology which showed that of those persons who used the internet in Australia, just under 70 per cent preferred to shop on Australian sites (sub. DR179, p. 17). Of those who shopped online, two thirds reported that they purchased a half or more of their online purchases at Australian websites (sub. DR179, p. 19). 
However, the results of a survey by the Sydney Morning Herald of almost 5000 respondents conducted in October 2010, show almost the opposite result with 70 per cent indicating they shopped mostly on overseas websites, 19 per cent shopped mostly with Australian online retailers and 11 per cent did not shop online (Zappone 2010). 
Caution should be exercised in interpreting the results of  the Sydney Morning Herald survey as there is a strong probability of self‑selection bias for respondents. In contrast, respondents participating in the ACMA and Swinburne University surveys are randomly selected and more likely to be more representative of the Australian population.

The results of separate polling by Essential Research showed that consumers were fairly evenly divided between purchasing books from domestic or overseas websites, but were twice as likely to shop online domestically than overseas for retail items such as music and video, clothing and shoes, computers and accessories and cameras. The differential was far greater in favour of domestic online purchases for goods such as electrical appliances (three times more likely), furniture and wine and food (all six times more likely) (Whittaker 2011). Google also found that 80 per cent of the volume of queries on their search engine for retailer brand names in 2011 were domestic (sub. DR199, p. 5).

In summary, the results of the majority of surveys point to Australian consumers having a preference to shop with local websites rather than overseas websites, despite the fact that they may be able to purchase goods more cheaply and have a wider range of goods to choose from overseas. 
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The slow emergence of online grocery shopping

The use of online grocery shopping in Australia remains low compared to countries such as the United Kingdom. Roy Morgan Research shows that while half of the Australian population had bought a product or service online in the 12 months to September 2010 only 2 per cent had bought groceries online in the past 3 months. The percentage of the Australian population purchasing groceries online is little changed over the past decade (Roy Morgan Research 2011). This is similar to the finding of the Australian Food News report that around 212 000 or 1.2 per cent of the population in Australia purchased groceries online in the 12 months to June 2009. 

As well as the major supermarket chains (Coles and Woolworths) a number of ‘pure play’ online grocery sites have emerged in Australia. Online grocery shopping has a number of advantages including time saving and convenience. In the case of some online grocery orders provided by bricks and mortar outlets, consumers have the option of either picking up orders or having them delivered. Also, online users are able to take advantage of a number of features of online shopping which include: being able to determine the cumulative spend as items are ordered on their computer; being able to arrange home delivery at a convenient time; and the ability to order at any time during the day or night.

Australian estimates for online grocery share of all groceries spend is relatively low at around 1 per cent (figure 
4.8). This is significantly less than the online grocery spend rate in the United Kingdom and slightly less than the rate in the United States. Shoppers in the United Kingdom are much more likely to be involved in online purchases of groceries. Estimates of online grocery sales in the United Kingdom range from 3 to 4 per cent of the total grocery spend in 2010. In the United States, the online grocery share of total grocery sales was not expected to exceed 2 per cent during the three years to 2013 (IGD Retail Analysis 2011, Australian Food News 2010).

The slow take‑up of online grocery shopping in Australia may be reflective of a combination of domestic supermarket chains being less aggressive in offering online services to Australian consumers and more entrenched consumer attitudes towards undertaking weekly grocery shopping at local shopping centres rather than online. This trend may change in the future as there appears to be distinct markets for online grocery shopping including a growing population of older consumers whose mobility is restricted and relatively affluent inner urban consumers who are attracted to time savings and convenience associated with online grocery shopping.
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Rapid growth in m-commerce

While online shopping has been facilitated by the greater household penetration of computers with broadband access it will be stimulated further by the growth in mobile devices such as phones with internet connectivity. It has been estimated that the number of mobile handsets with internet connectivity has tripled in the past year to around 3.6 million in June 2011. These phones now account for over one third (37 per cent) of all mobile phones in Australia (ABS 2011e). 
Many online shoppers are attracted to the convenience associated with mobile devices though some concerns have been expressed about security. For example, just over three quarters of respondents to a Nielsen survey reported convenience as the major factor driving their use of mobile phones for transaction purposes, but over half were concerned that the mobile phone was not as secure as a desktop or notebook for making purchases. Another barrier to greater penetration of m-commerce is the usability of mobile phones to conduct transactions — almost half of consumers regarded the size of the screen as being too small and difficult to use. In other words, it can be physically difficult to enter large amounts of data into mobile devices. However, these identified shortcomings have driven innovative ways of converting searches for products into actual sales through more user friendly and flexible ordering and payment systems (PayPal 2011a).

Roy Morgan Research data show that younger people are more likely to use mobile phones for internet transactions — people aged 20 to 39 years accounted for 56 per cent of all users of mobile phones for online transaction activity in June 2010 (ACMA 2010b). The majority of m‑commerce activity is conducted by those in high income brackets. Goods most likely to be purchased via mobile phones are typically lower priced and include clothing, books, music, computer software and video games.

Smart mobile phones allow consumers to make ready comparisons about features of products as well as the best prices available from bricks and mortar and online retailers. As well as providing information about products and relative prices, smart mobile phones facilitate the purchasing of goods online, which is expected to provide a further stimulant to online sales in the short to medium term.
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Why has Australia lagged online sales of other countries? 

Some analysts report that Australia is lagging countries such as the United Kingdom and the United States in terms of take up of online shopping. There are a number of reasons for this. For example, countries such as the United States have a long history of mail catalogue purchasing which has translated into online purchasing as technologies changed. This sales format has not been as strong in Australia and some consumers have had to be convinced of the benefits of online shopping. Consumers in the United Kingdom appear to have an even greater appetite for online shopping than those in the United States and Australia. Evidence would suggest that once consumers have participated in an online shopping experience and have been satisfied with the results, this will translate into future purchases. Consumers are also more likely to shop online if they feel that financial security of transactions is assured.

One market analyst provided a number of reasons for the lag in online shopping in Australia compared to the United Kingdom and the United States which included: the relative concentration of the Australian population in urban areas which have ready access to shopping centres and malls; higher broadband penetration in overseas countries; a greater range of online products and more efficient payment systems available from overseas suppliers; and low levels of investment in e‑commerce infrastructure and product range in Australia (Bell Potter/Southern Cross Equities 2010).

Access Economics also noted a number of factors which could explain the slowness of Australian retailers investing in online facilities. These included: a lack of understanding of how e-commerce works along with its potential benefits; negative perceptions about the cost involved in setting up and maintaining web‑based facilities; limited or unreliable broadband access and speed; lack of skills available to track sales online; inability to compete with overseas competitors online; and the perception by some of the larger retailers that they will lose the impulse buying from customers visiting bricks and mortar establishments (Access Economics 2010).

Some Australian retailers, particularly the larger department stores and large furniture, household appliance and electronic good retailers, have been relatively slow in entering or fully embracing the online retailing realm. While department stores such as Myer and David Jones and large retailers such as Harvey Norman have had an online presence for some time, their websites in the past appeared designed more to provide information on the range and specifications of goods they sell rather than to aggressively pursue online sales. David Jones was one of the pioneers in providing online services but then scaled back its operations in 2003 due to poor returns on its investment. It is unclear as to whether Australian consumers were not ready to embrace the benefits of online shopping at this time or the online facilities and associated marketing package provided were not sufficiently attractive to stimulate their purchasing behaviour.
For some multi-channel retailers, prices of goods offered on their online sites were often the same as those available in bricks and mortar shops. Other multi-channel operators, such as JB Hi Fi have become more actively involved in selling online by providing special price discounts for those consumers who shop online.

Larger retailers may have been reluctant to invest in fledgling online infrastructure given their already heavy investment in large retail shopping facilities. Forays into online shopping appear, in many cases, to have been undertaken in a defensive fashion as there is a fear of ‘cannibalising’ sales from traditional retail operations. In other words, the move into online retailing by some appears to be an attempt to protect market share from online sellers and other competitors rather than expanding their business. The development of online grocery sales by some of the leading supermarket chains is thought to be primarily of this nature. This is not unique to Australia, but the development and move to aggressively pursue online sales by bricks and mortar retailers appears several years behind experiences in the US and the United Kingdom.

Multi-channelling is becoming more prevalent. Recent examples include a revamped David Jones website, the development by Myer of the China based myfind.com website, and development of websites by Big W and Target. Westfield has also developed a cyber‑shopping mall in which it hosts the portal for many retail brands. However, the investment in the venture is relatively small when compared with the size of their investment in shopping centres. 
Despite recent growth, online sales only accounted for 0.2 per cent of all retail sales for Myer and David Jones in 2010‑11. JB Hi Fi and Billabong had slightly higher online shares of total retail sales (at 1.5 per cent and 1.4 per cent respectively). Of the retailers analysed, Harvey Norman had the lowest online share at less than 0.1 per cent — until recently online sales for Harvey Norman have been restricted mainly to photo processing (Citi Investment and Research 2011c). 
The online divisions of multi-channel retailers in the United States play a much greater role in driving sales than those operating in Australia. Overseas retailers such as Tesco and JC Penney’s had much larger online shares of total retail sales at 3 per cent and 8 per cent respectively in 2010 (Citi Investment and Research 2010). More recent data show very high online penetration rates for US fashion stores such as Urban Outfitters (18 per cent), Abercrombie and Fitch (10 per cent) and Gap Inc. (9 per cent). There is more variability in penetration rates for US department stores with online sales accounting for 9 per cent of total sales for Saks, but only 2 per cent of total sales of Target and Costco, and 1 per cent of sales for Walmart (Citi Investment and Research 2011c).
In the United States, there appears to be a distinct inverse relationship between the number of stores and online sales penetration. With the exception of outliers such as Limited Brands and Gap Inc., a high online penetration rate correlates with relatively low numbers of physical stores. Citigroup have indicated that store numbers in Australia may fall in the future as retailers seek to consolidate their physical presence in stores with higher sales, while closing some of their non-performing stores and migrating some of their sales online (Citi Investment and Research 2011a).

Google reported on retail experiences in the United States which demonstrate the strong market share of all online sales accounted for by multi-channel operators and the importance of an online presence to the bricks and mortar sales of multi-channel retailers.

Online technologies enable existing retailers with a physical presence to become multichannel retailers. Put simply, multichannel retailers service customers in store and online, giving the customer the freedom to choose how and when they want to interact. Overseas experience suggests that multichannel retail is a winning formula: 26 of the top 30 US online retailers are multichannel retailers with both a physical and online presence. The US department store Macys has been especially clear on the benefits of multichannel retail. Analysis of their loyalty card data demonstrated that for every $1.00 of transaction data through their Macys.com presence, an additional $5.77 of in‑store purchases was influenced within the following ten days (sub. DR 199, p. 4).
Some sectors of the retail industry in Australia have witnessed the emergence of ‘pure plays’ who have developed market share without the need for physical retail outlets.  The ‘pure play’ model has obvious advantages in terms of savings on rental costs and other overheads faced by bricks and mortar establishments with many store locations. Pure play retailers do not have to balance the risks of resourcing both bricks and mortar and online divisions of their businesses. But pure play models also face disadvantages such as not having an established brand name and customer base. Both multi-channel and pure play retailers need to respond to security and technical problems that may affect their internet sales. Sales over the internet also incur costs associated with warehousing, packaging and distribution. Some retailers, particularly smaller businesses with little knowledge of IT, may baulk at the investment required to set up internet sales capability.
In summary, there appears to be scope for the growth and development of both pure play retailers and online divisions of multi-channel retailers in Australia. Survey results show that Australian consumers prefer to shop with domestic online retailers for a variety of reasons. Australian multi-channel retailers appear to have been fearful in the past of cannibalising their existing sales by pursuing online sales, but the overseas experience suggests that online sales can complement their bricks and mortar operations. 
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Constraints to online growth

A number of submissions by retail employers and employer and consumer associations highlighted impediments to either starting up or expanding online shopping services. These impediments included:  lack of knowledge as to how to start an online business, inadequate IT infrastructure, the high cost of parcel delivery in Australia, and shortages of employees with relevant IT skills and knowledge of web‑based interface technology. 

Choice refer to findings by IBISWorld that lower margins available online compared with bricks and mortar operations make it less attractive for bricks and mortar retailers to develop or expand online operations (sub. 82).

The Retail Traders Association of Western Australia stated: 

Australian retailers have to a large extent ignored online trading through lack of knowledge and understanding on how to operate effectively online. Failure to understand the strategies required and the ongoing costs involved in establishing an online presence has seen many try and fail, to not want to try again. Unfortunately, it may appear to be a very simple project to go online, but it is far more involved and required access to extensive expertise and knowledge to sustain and manage an online presence (sub. 80, p. 8)

Retail Cycle Traders Australia noted a number of impediments to going online which may be reflective of the reasons why SMEs in particular may baulk at investing in online infrastructure.

Setting up an online shop requires time and a commitment that many local shops simply do not have. There is often no value in doing so, nor any useful ‘operating space’ for the shop. The major online operators overseas have been in a business for a considerable time, and so dominate the market internationally, that there is no compelling reason for local shops to go online, other than to provide a convenience to customers. Some have done this, but they are not selling into the overseas market as restrictions such as freight costs and the Australian wage structure work against such a move (sub. 57, p. 5).

Stockland noted that online shopping in Australia is less developed than in countries such as the United States and the United Kingdom and offered some reasons for this including:

...the infrastructure, both IT and delivery of goods, in Australia is either underdeveloped or is expensive with such costs necessarily being passed on to consumers. Given the infrastructure costs, the economics of online retailing may not be justified (at this stage) for retailers with high volume, low margin business models (sub. 105, p. 6)

As reported earlier in the chapter, some submissions also highlighted deficiency in broadband speeds in Australia. However, this is not regarded as a major impediment to current levels of demand for online purchasing services. 
The feedback from submissions would indicate some reluctance by Australian retailers, particularly smaller businesses, to invest in an online presence. While some may lack the resources and technical expertise to pursue online selling, others have embraced the challenge and are succeeding in gaining market share. While acknowledging the start‑up costs involved in developing and maintaining web based facilities, there do not appear to be major barriers to entry to online sales for retailers. The following section examines the adequacy of product delivery infrastructure in supporting online selling. 
Adequacy of product delivery logistics

Submissions also pointed to inefficiencies and the relatively high delivery costs faced by consumers and retailers when purchasing and selling goods online. A key issue for online retailing is the satisfactory completion of consumers’ online purchases — that is, an inexpensive, quick, reliable and convenient delivery of purchased products.
A thorough review of the efficiency of the parcel delivery system has not been conducted for some time. The Industry Commission conducted a review of mail, courier and delivery services in 1992 and found that Australia Post was performing relatively well in terms of productivity and financial results, but there was scope to improve the pricing of some services (IC 1992).

Australia Post noted in its submission that Australia has a fully competitive market for the delivery of parcels and it is only one of the players in the market. Australia Post  also noted that it has responsibilities including being: 

… required under its enabling legislation, the Australia Postal Corporation Act 1989 (Cth) and the Federal Government’s Governance Arrangements for Commonwealth Business Enterprises, to conduct its operations, as far as practicable, in a manner consistent with sound commercial practices, to operate and price efficiently, to earn at least a commercial rate of return and in accordance with any applicable international treaties. These obligations are reflected in Australia Post’s parcel pricing structure and its rates are not subsidised from other areas of its business operations (Australia Post, sub. 120,  p. 1).

Australia Post stated in its submission that it could not determine whether some overseas retailers could be providing parcel services at a loss as part of a longer term strategy to grow market share. This makes it difficult to undertake meaningful comparisons on differences in delivery charges across countries. Australia Post also provided examples of where overseas retailers are bundling shipping costs into the retail price of their products which leads to the conclusion that consumers are paying for delivery costs through the final price paid on goods (sub. 120).

Australia Post also noted that they are bound by Universal Postal Union (UPU) payment arrangements in which they receive the same amount for processing inbound international mail irrespective of its actual costs of delivery. It was claimed that pricing may actually be lower than it should be if it were properly costed and based on sound commercial practice. Australia Post estimated that in 2010‑11 it would make a loss of $A1.06 per inbound international airmail packet (for those parcels weighing less than 2 kilograms) on a volume of around 39.7 million articles (sub. 120).

Australia Post cited examples of where it provides faster and cheaper prices for delivery of comparable items. For instance, a DVD carried by Australia Post from Melbourne to Sydney costs $1.20 through its large letter service without tracking and takes one to four business days to deliver. By comparison, a DVD sent from New Zealand to Sydney by New Zealand Post using International Express with tracking costs $26.82 and takes one to five business days. If New Zealand Post used International Economy without tracking to deliver a DVD its cost was lower (at $3.66) but requires 10 to 25 business days (sub. 120).

Australia Post conducts its own consumer and business satisfaction surveys on the quality of its postal services (which includes parcels). Their survey results show 97 per cent of residential customers and 94 per cent of business customers were satisfied with Australia Post’s letter and postal services in 2009-10 (Australia Post 2010).

While Australia Post point to indicators of customer satisfaction, a number of submissions included complaints about the adequacy of product delivery services. Ebay Australia and New Zealand noted in their submission following the release of the draft report that:
Based on its global experience, eBay suggests that Australia’s domestic postal infrastructure, while improving through innovations made by Australia Post and express carriers, requires investment to upgrade and make cost-competitive the domestic postal delivery and tracking services to meet increasing consumer expectations and assure customers speedy delivery of the goods they buy online (sub. DR165, p. 3).

Other submissions which commented on the adequacy of the Australian postal system are summarised in box 
4.5.
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Feedback from submissions on adequacy of product delivery services

	Allen Consulting Group cites the result of an Online Business Index survey which found that by far the major factor limiting the growth of e-commerce businesses was postage costs. Around 41 per cent of respondents said improved postal and delivery services would support the growth of online entrepreneurialism in Australia (eBay, sub. 101).

Freight costs between Auckland and Sydney were found to be cheaper than freight costs from Melbourne to Sydney for goods commonly purchased online such as DVDs and shoes (eBay, sub. 101).

Another feature which enhances the efficiency of postal delivery for online shoppers is tracked shipping. Buyers who purchase products that are shipped with tracking numbers have greater confidence that an item will be sent to the correct destination as well as the timing of its arrival. Australia appears to rate poorly against this criteria. According to Allen Consulting Group around 60 per cent of postal items in the United States have tracked shipping compared with around 10 per cent of postal items in Australia (eBay, sub. 101).

ANRA claims that Australian retailers face relatively high transportation costs when importing goods for their stores. They also highlight the necessity for a reliable transport network to allow goods to be transported quickly across major metropolitan cities and between cities and regional areas. Traffic congestion is seen as a major impediment to the industry as well as having to deal with multiple regulatory regimes when transporting goods interstate (ANRA, sub. 91).

Woolworths reported a number of logistic challenges to online retailers in Australia, however, postal deliveries do not appear to rate highly as an impediment:

Other challenges have included Australia’s geography (which makes postage of goods ordered online more expensive) and the fact that, until recently, the sophistication of Australia’s postal delivery system has lagged overseas. It is only recently that infrastructure has been put in place that enables customers and retailers to have broad / cost-effective access to reliable real time tracking of goods ordered online (Woolworths, sub. 110, p. 11).

Choice notes survey results related to online shopping which showed the lowest satisfaction scores were recorded for cost and delivery times for products ordered from Australian online retailers — with some noting that it would be faster and cheaper to order from overseas (Choice, sub. 82).

 (Continued next page)
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	Another submission suggested that there is a substantial cost hurdle faced by online retailers in Australia compared with similar retailers in countries such as the United States. These include freight, duty and local handling charges on wholesale imports (Gilmour’s Pty Ltd, sub. 43).

Westfield notes:

Without knowing the full “end to end” costs of the logistics supply chain, the items’ purchase price and other factors, it is not possible to determine the true logistics costs and overall profitability of the transaction. From a shopper’s perspective however, it appears that it can cost as much to ship a product from Melbourne to Sydney as it does from the UK to a destination in Australia. (Westfield, sub. 103, p. 8)

A diving goods supplier states:

Retailers have the frustration in the fact that that if they do not have a product in stock the customer can buy it from the US and have it delivered to their door quicker than the local retailer could buy it from us in Brisbane, have it shipped to Melbourne and then supplied to the customer 

… our experience is that back freighting goods to the US is still almost double the price (of importing). Therefore, Australian online retailers do not really get the opportunity to export their goods to other markets as the back freight is too high. (Wholesale Diving Supplies. Pty Ltd, sub 59, p. 2)

Retail Cycle Traders Australia report:

Local freight rates do not compare well with overseas rates. For all but the smallest and lightest items freight from the UK is considerably cheaper than Australian rates, especially considering the distance involved. When it comes to larger and bulkier items the comparisons are even further in favour of overseas dealers. (Retail Cycle Traders Australia, sub. 57, p. 5)

Woolworths comments that restriction on transportation act as an impediment to retail:

Time of transportation and type of transportation restrict retailer’s ability to efficiently move products around and between states/territories, a challenge that is exacerbated by remote locations, longer distances, climate fluctuations and the topographical challenges of Australia. These transportation restrictions impact on customers by increasing the price of products and preventing stock from being available when stores open. (Woolworths, sub. 110, p. 37)

An importer of sporting goods notes:

… two to three hours a week are spent tracking goods being imported and trying to find goods that have been misplaced. We feel that shipping companies should be made more accountable for the goods they lose, and that perhaps this will encourage them to make their systems more reliable and efficient. (Sporting Edge Australia, sub. 51, p. 2) 

	

	


According to the CEO of Australia Post ‘though the internet has quashed the need for snail mail, with Australia Post handling only five billion items of mail, compared to the 27 billion texts and 400 billion emails last year, the company increased its parcel business by $176 million in 2009-10 compared to the previous financial year’ (Australia Post 2010). More recently it was reported that Australia Post recorded $1.36 billion in revenue from parcel deliveries in 2010-11 with around 70 per cent of this revenue generated from e‑commerce. Revenue from delivery of parcels associated with internet shopping was expected to more than double over the next five years. Parcel revenue was expected to reach $2.5 billion in 2015 (Switz Super Report 2011). 
Australia Post also reported that in terms of delivery efficiency, 96.8 per cent of large parcels, 95.9 per cent of small parcels and 99.3 per cent of Express Post items were delivered on time in 2009-10 (Australia Post 2010). 

The growth in parcel deliveries associated with online shopping is creating problems such as shortage of space to store items at post offices (AFR 2011) arising in part from the failure by mail contractors to deliver all items the first time. It is estimated that between 10 and 15 per cent of delivery attempts fail at the first attempt (ParcelPoint, sub. DR201), mainly because of the unavailability of the customer at the receiving address. Undelivered Express courier parcels are returned to their major depots which involves longer travelling times for customers. These circumstances impose transport and time costs on to customers to seek other arrangements to pick up parcels. This situation has created an opportunity for businesses such as ParcelPoint to offer an alternative shipping address for online purchases (such as newsagents or convenience stores) for which they receive a small commission from the point of collection.

A number of logistics initiatives have been announced by Australia Post to facilitate online shopping. An example is the trialling of 24 hour access electronic parcel lockers in Sydney, Melbourne and Brisbane which enable customers to pick up packages at any time of the week following the receipt of SMS notification. This service is expected to be expanded to 24 locations by the end of November. Another recent initiative announced by Australia Post, in association with eBay, is the provision of satchels and boxes priced at a low flat rate to anywhere in Australia regardless of geographic location. Australia Post also announced the availability of a new international tracked parcel product titled ‘Pack and Track International’ which is cheaper and provides tracked delivery between the United States and Australia, with more international destinations to be added in the future (Australia Post 2011).

Responding to the draft report, eBay Australia and New Zealand further emphasised that deficiencies exist in Australia’s domestic postal infrastructure and noted that Australia ranks relatively poorly at 18th in the Top 20 Countries Global Logistics Performance Index Ranking (sub. DR165). 
The World Bank’s Logistics Performance Index (LPI) is much broader than an appraisal of the local parcel delivery system so it provides an indication of the efficiency of both Australia Post and private couriers. The index takes into account elements such as efficiency of the customs process; quality of trade and transport-related infrastructure; ease of arranging competitively priced international shipments; competence and quality of logistics services; ability to track and trace parcel consignments; and timeliness of shipments (World Bank 2010). While eBay noted that the logistics index showed Australia ranked rather poorly against wealthier countries, it recorded a similar overall score for logisitics as countries such as France, the United States and Canada. Australia was ranked 3rd against ease of arranging competitively priced international shipments, 14th in terms of the efficiency of its customs processes and between 17th and 20th against the other four criteria. 
The very high ranking of Australia for ease in arranging competitively priced international shipments would appear to indicate that domestic suppliers and customers have little difficulty in arranging relatively low cost shipments of parcels for import or export when compared with other countries. While this information appears to contradict some of the negative feedback about the performance of the parcel delivery system included in some submissions (see box 4.5), the index also showed Australia ranked lower in terms of domestic logistic services at 17th out of 155 countries, which confirms some of these concerns. Factors taken into account to determine the ranking for domestic parcel services included the time taken and cost of transporting items from factories of origin to a buyer’s warehouse and from a port of discharge to a buyer’s warehouse (World Bank 2010). 
In summary, there are a number of negative comments made in submissions and reports about the efficiency of the current postal delivery system in Australia and the vast majority are directed at Australia Post. There is only limited evidence in submissions of specific concerns with private couriers. This finding needs to be put into context given that Australia Post has such a large share of the B2C parcel delivery market and has a community service obligation to deliver to rural and remote areas of Australia which may be deemed as unprofitable areas of business for private couriers. Delivery times to reach these destinations are much longer than metropolitan deliveries. Despite these caveats, it is clear that some customers are dissatisfied and relative prices and delivery times are major issues of concern. 

Australia has its population spread over vast distances which presents challenges to both Australia Post and express courier services. Parcel delivery is a competitive market and if one participant were deemed by consumers and businesses not to be providing a high quality service at least cost then an opportunity would be provided to competitors to increase their share of a rapidly growing market. 
While information available on the efficiency of existing parcel delivery systems is limited, it would indicate that the current parcel delivery system is able to cope with current levels of activity, albeit not as efficiently as some other advanced countries. This situation could change quickly given the expected strong growth in online shopping. Considerable investment in infrastructure such as warehousing and electronic processing of parcels will be necessary to expand the capacity to deal with increasing parcel volumes. 
�	Broadband is defined by the ABS as an ‘always on’ Internet connection with an access speed equal to or greater than 256 Kilobits per second (Kbps).


� Akamai delivers between 20 and 30 per cent of total worldwide internet content through its global server network.


�	Most market analysts use ABS estimates for total retail sales or turnover which do not include sales of fuel and motor vehicles and parts. This approach has also been adopted by the Commission in this report.


�	Sales of fuel and motor vehicles are not included in ABS estimates for retail trade turnover.


�	The ABS includes the following activities in non-store retailing: direct mail retailing; direct selling of books, cosmetics and other items; internet retailing; milk vending; mobile food retailing; and vending machine operations.


�	Retail e-commerce sales estimates apply to sales by firms based in the US and do not include sales by online travel services, financial brokers and dealers and ticket sales agencies.


�	Original data are raw data that have not been smoothed to account for seasonal factors such as Christmas sales or trended to remove further variability resulting from irregular events.


�	eBay (sub. 101); Choice (sub. 82); ACMA (2010); Irvine, B et al. (2011); Access Economics (2010); PayPal (2010); eBay (2011); Macquarie Equities Research (2011); Bell/Potter/Southern Cross Equities (2011); MacGowan (2011).


� Equivalence scales are used by the ABS to adjust household income measures by the size of the household so that all households can be more readily compared. Household income is distributed among five quintiles — each quintile accounts for 20 per cent of the population.


� Renegade Cycles, sub. 34; Strictly BMX, sub. 35; Hyperdome Bike Hub, sub. 36; Backbone BMX, sub. 54; Yarra Valley Cycles, sub. 32 and ForTheRiders, sub. 55 and the Retail Cycle Traders Australia sub. 57


� Neil Blundy, sub. 50; Sporting Edge Australia, sub. 51; Wholesale Diving Supplies Pty Ltd, sub. 59; Frontline Hobbies Pty Ltd, sub. 19; Powerslide Racing, sub. 70; Photo Marketing Association, sub. 40; and Gusto Clothing, sub. 104.


�	Household goods includes electrical and electronic equipment, furniture, houseware, floor coverings, hardware, building and garden supplies. Other retailing includes newspaper and book retailing, recreational goods such as sport and camping equipment, toys and games, entertainment media, pharmaceuticals, cosmetics and toiletries, stationery goods and flower retailing.


�	‘On time’ is defined as a parcel reaching its destination within 1 to 5 working days after being lodged.
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