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European E-commer ce Report:?

Kenneth L. Kraemer and Jason Dedrick
Center for Research on Information Technology and Organizations

The year 1999 was the year in which
e-commerce is sad to have receved
large investments in Europe and 2000 is
expected to bring evidence of the firg
fruits of those invesments. Europeans,
ever lery of dominance by the
Americans, have tried to put ther own
brand on e-commerce. One symbol of
this branding is “eCommerce “ which is
used rather than the U.S. versons such
as e-commerce or e-busness. Some
Europeans ae daming tha e
commerce, however you spdl it, might
be past. It is “M-commerce’ for
mohbile-phone-based  eCommerce  that
they say is the future of dectronic
commerce and the Internet. And it is
here that Europeans bdieve they will
take the leadership in the future because
Europe dready has the leadership in
mobile phone technology through its
innovative  companies  Nokia and
Ericisson.

A banner year

Media banners and consultant report
tites have herdded the coming of e
commerce to Europe:

“Tak of eCommerce turned to
action in 1999"

“Europe enters eCommerce hyper
growth”

“eEurope takes of "

“Europe: the degping giant
awakens’

European academics have yet to be
heard from in a big way, but severd new
e-commerce research centers have been
dated such as the Center for E-
commerce a the Copenhagen Business
School.  Paticulaly intereting is the
innovative Globa E-commerce Masters
degree which is being offered by a
consortium,  including  the  Athens
Universty of Technology and Busness
(Greece), Copenhagen Business School
(Denmark), Erasmus Universty,
Rotterdam School of Management (The
Netherlands), Georgia State Universty
(U.S), Norwegian School of Economics
and Busness Adminidraion, Bergen
(Norway), and Universty of Cologne
(Germany).

What made e-commerce appear big
in 1999 was that some companies began
to show new eCommerce sStes for the
fird¢ time and these incuded both
traditionad companies and new dot.com
companies.  Interestingly, by the second
quarter 2000, questions were dready
being raised about the viability of some
of the dart-ups the drategies of
traditiona companies, and the whole
notion of M-commerce and wirdess e
commerce. A hig part of the questioning
was simulated by the poor performance

! Thisreport is based on participation in conferences, secondary research and interviews conducted over
roughly athree-month period while one of the authors was on sabbatical in Europe. Future reportswill

provide more detailed analyses as the research continues.
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of dot.com companies in the U.S. and
the ocontinuing pandemonium in the
NASDAQ.

Analyst assessments

Many consultants and  busness
andysts provided pogtive assessments
of the potentid of e-commerce but with
reservations about resstance to change.
Two examples, from Forrester's Therese
Torris  and  Andesen  Conaulting's
Vermnon Ellis respectivey, illudrate the
trend:

“Europe has the potentiad to
reech Eu 1.6 trillion in online trade
by 2004."2

“When | tak to business leaders
outsde Europethey are more than a
little surprised to hear the red <tory
of eCommerce in Europe. There are
some exciting dart-ups, led by
innovative European  entrepreneurs,
but many leading-edge practitioners
of European eCommerce are quite
different.  They ae wdl-respected
names, whose involvement in
eCommerce smply has not been
fully recognized or understood. The
picture which emerges is of leading
European firms embedding
eCommerce  drategies in  ther
everyday business’

Resistance to change was cited as the
key threat to redizing the potentia of e
commerce by both analyss:

“Rulfilling its promise won't
come essy. The region must build
eCommerce networks to  hep

2 Therese Torris, “Europe: the sleeping giant
awakens,” The Forrester Report, December

1999.

3 Vernon Ellis, Managing Director for EMEA.
In “eEurope Takes Off” Andersen Consulting,
November 1999.

overcome socid fears and resistance

to change.” [Torrig)].

“...the biggest threet, | believe,
is a cultura one For, despite
degpening  pockets of  technica
excelence and proof of success in
key areas, we remain risk-averse, not
willing to embrace wholeheartedly
the entrepreneurid spirit that is taken
for granted across the Atlantic’
[Ellig].

A date-of-the-practice  assessment,
with the same concern about barriers to
Internet and e-commerce adoption, was
provided by IDC about the same time?
It reported that dthough Internet
adoption by businesses in Europe had
grown dowly but geadily snce 1995, it
modsly involved basc web dte
deployment and emal to creste a
presence on the Web and foster
communicetion among employees,
partners and customers.  The broader
process of digning busness modds to
the opportunities that the Internet is
cregting appears to be just now getting
under way in some companies in
Europe.

The European Market

Europe is following in the weke of
the US with the Internet and e
commerce - about 30 to 60 months
behind. Interestingly, corsultants say 30
months behind, but the executives they
uvey sy 60 months (Andersen
Consulting, 1999). And as expressed by
one especidly dour obsaver we
interviewed, Europe is making the same
misteakes that U.S. companies made
indead of leaning from  thar
experience.

4 IDC, “European Internet and eCommerce

Services,” 1999.
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Market Size

The European market is 386 million
people, which is somewhat larger than
the US make of 280 million.
Forrester predicts that because of its
larger sze and predicted “hyper growth”
in the maket for online busness and
consumer trade, e-commerce in Europe®
will grow a triple digit rates, from
Eu$s36 hbillion in 1999 to Eu$l6 trillion
by 2004, growing to more than 50% of
the U.S. e-commerce market? In terms
of online users, the forecast looks like
this

1999 > 72M online > 9% buy
online

2004 > 202M online > 65% buy
online

Growth is expected to be higher in
northern  European  countries  like
Denmark, Sweden, Finland and Norway
and dower in southern  Europesn
countries like Ity and Greece. France,
Germany, the UK and the rest of middle
Europe are expected to be in between.

E-commer cereadiness

The indicators of e-commerce
readiness that we compiled in Table 1
show that there ae bascdly three
groupings among the 17 sdected
countries.  This indicates that there is no
“European” pattern. Rather, the patterns
differ from country to country.  Our
groupings aso ae dgmilar to those
reported by Forrester and support the

®“Europe” as used in thisreport includes the 17
countries of Western Europe.

® Thereisn’t much agreement among the
forecasters other than that the market is going to
be bigger. For example, in contrast to Forrester,
Andersen Consulting estimates that the online
marketplace in Western Europe will grow to
$430 hillion by 2003 and that Europe will have
170 million internet users.

cams about which countries might be
future leaders in e-commerce based on
the current diffuson of PCs, Internet
hosts and mobile phones.

However, there is some doubt about
the predictions regarding the number of
people, or buyers, online. To put the e
commerce forecast in perspective, it is
important to redize that Europe's
household penetration of the Internet in
1999 was 9% compared with 40-45%
penetration in the U.S’ Moreover,
comparison of penetraion over time
indicates that the gap between the U.S.
and Europe is widening rather than
narowing in tems of both PC
penetration and Internet  penetration.
Thus, it is difficult to see how e
commerce might grow & triple digit
rates between 2000 and 2004.

Market driversand barriers

The drivers of the market in Europe
ae bascdly the same as those in the
U.S. There is the belief that the Internet
represents a paradigm shift to a new
economy wherein  makets have no
borders and fird movers can gan
tremendous advantage in a winner-takes
-dl high stakes competition. Also, there
is the fear that if European companies do
not wake up to the drategic potentia of
e-commerce and use it to revolutionize
ther own busnes and indudry, they
may find that others do it without them.

On the other bhand, European
policymakers and business executives
are not particulaly sanguine about the
high ocod, highrisk game that the
Internet and e commerce seem to be® In

! Morgan Stanley Dean Witter, “ The European
Internet Report,” June 1999.

8 For example, the European Union’s
competition commissioner, in commenting on
the rise in electronic marketsin Europe, said that
“What we must watch for iswhether they are
used for the exchange of sensitive information
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fact, whereas the drivers of e-commerce adoption of the Internet and ecommerce

are gdmilar, the bariers are different and in Europe to date.
help to explain the low level and rate of
Table 1. Indicators of e-commerce readiness
Country PCs/ Internet Internet Mobile Price of
100 people hosts/ 1000 users/100 phones per 20hr peak
(1998)b people people 100 people internet access
(2000)a (2000)c (1999)b in US$ (2000)a
Top tier
Denmark 33 93 35 14 62
Finland 35 148 49 60 33
Norway 37 120 46 56 56
Sweden 36 114 48 50 42
Switzerland 12 76 35 30 33
Middletier
Austria 23 50 19 33 62
Belgium 29 49 23 22 73
France 21 30 15 24 35
Germany 30 A4 27 22 40
Ireland 27 36 18 28 51
Netherlands 32 85 27 32 46
UK 26 60 29 28 30
Lower tier
Greece 5 10 6 28 33
Italy 17 19 13 42 25
Portugal 8 13 9 38 55
Spain 14 23 13 28 37
Comparisons
OECD 27 24 59 N/A 30 44
U.sS. 46 142 49 28 33
Japan 23 26 16 40 61

Sources. a. OECD, 2000 “Local Access Pricing and E-commerce"; b. OECD, "A New
Economy?' 2000; c. AEA and NASDAQ, Cybernationv.2

between competitors or to exclude certain
competitors from the virtual marketplace,”
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Fird, the cogt of Internet use in many
European countries is very high because
charges are based on time usage rather
than fixed-rate loca cdls (Table 1). The
cogt of 20 hours of Internet time is
aound $40 on average in Europe
compared to $33 in the U.S. But, the
cost in Denmak, Norway, Belgium and
Audria is from $56-$73 for 20 hours—
about double the U.S. average. In
addition, the  European Internet
infrastructure  is  dominated by locd
PTTs which ae only dowly beng
opened to price competition. And,
government taxes add about 10% on
average to the cost of Internet time.
Therefore Internet costs are expected to
reman high out to 2004 and in some
cases as far out as 2006 based on
published rate reduction plans.

Some |SPs are providing free access
(Freesrve and  Virgin  in the UK,
Mannesmann with Yahoo! in Germany
and World Online with TF1 in France)
a a way to dimulate grester individud
and gsmdl busness use but the diff
charges that users face make them
reluctant to sgn on. And, when users do
ggn on, they sddom do more than e
mal because of the high cod.
Moreover, the viability of the free access
model is hotly debated. Freeserve,
which provides free Internet access and
hes attracted 1.5 million usars, has a
dark sde in that it is now up for sde by
its owne—Dixon department sores in
the UK—which cannot afford the
continuing lack of profitability of the
Internet service company.

Second, the PC is currently dill
the mgor means of accessing the
Internet and Europe smply lacks the PC
and Internet penetration rates of the
U.S., which are 46 PCs per 100
population and 142 Internet hosts per
1000  populéation. Scandinavian

countries and Switzerland are nearly on
a par with the U.S. (Table 1), but the
European average hovers around 24 PCs
per 100 and 59 Internet hosts per 1000.

Third, credit cards are not as widdy
used as in the U.S. and consumers are
leery of usdng ther more widdy usd
debit cards without greater assurances of
the security of financid transactions
over the Internet. [Among professonds
interviewed in Germany, Holland, the
Czech Republic and Itdy, most had
never bought anything over the
Internet—not even a book from
Amazon. No one in a 75-person class
of busness school undergraduates in
Milan had ever bought anything over the
Internet.  Professonds who used the
Internet frequently at work reported they
seldom used it a home because of cost.]

Fourth, busness executives in
Europe are not convinced of the payoffs
from e-commerce. They are concerned
that it may smply become a cost of
doing business. They are not convinced
that it will lead to reduced capitd
requirements and operationa  cods,
expanded geographic or market reach,
extended customer service or the other
benefits cdamed for e-commerce. They
view the cdams as suspect in pat from
lack of hard evidence of payoffs and in
pat because the clams come from
European transplants of U.S. companies
such as Microsoft, Amazon, and Cisco
and by a few of the European technology
pioneers such as Ericsson and Nokia
All of thee have a vested interest in
promoting e-commerce.

European e-commer ce companies
There are various ligs of companies,
which are reported to be usng the
Internet and e-commerce in innovadive
ways and to have benefited greetly as a
reult. A few of these ae illusrated
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bdow to give a sense of the generd

character of these innovations in contrast

to US innovators such as Ddl

Computer, Cisco Systems, Amazon.com,

E-bay, Pricdinecom, Charles Schwab,

E-Trade and others.

%5 Bol.com is Bertedsmann's answer to
Amazoncom. Its web dte offers
search functions, gift idess reviews,
and recommendations for native and
foreign language books to consumers
in Germany, France, the U.K, and
the Netherlands.

%5 Chateau-online is an online supplier
of fine wines that operates in France,
the U.K. and Germany and focuses
on providing editorids and wine
recommendations to corporate
clients

#%s Lagminutecom provides low-cost
trave and entetanment sarvices,
induding  flight  bookings  hote
reservations, theetre tickets and gifts
inthe UK.

ez TotalFina  gives its  refinay
customers direct access to sarvice
and ddivery systems information
and reportedly has generated 20-30
percent reductions in the cost of
order management.

% Lloyds Insurance of Itay has used
the Internet to penetrate new markets
and is reportedly doing 22 percent of
sdesviathe Internet.

2z Telenor Mobil of Norway is usng
the Internet to link customers and
deders and to improve service
ddivery, increese speed to market
and reduce costs.

2 MIGROSBANK of Switzerland has
used multimedia kiosks, a specidly
recruited daff and Internet marketing
to increase its market reach.

g Libri, a book wholesder, offers a
web platfoom to 200 resdlers
representing 450 bookstores.

z#Egg, is Prudentid Insurance's
Internet-only bank founded in the
UK., which offers high rates on
deposits and free Internet access and
cheap PCs for those without Internet
access.

As suggested earlier, mogt of these
ae traditiond companies tha have
developed an e-commerce presence
rather than pure Internet companies.
Mogt focus on usng the Internet and e
commerce for cost savings rather than
revenue or market growth.

As for the dot.coms, one of the first
and flashiest European internet
companies was Boo.com and it is dso
the fird to go bankrupt after blowing
through over $135 million of investor's
money in a mere two years. Boo.com
sold clothes over the web with a virtud
changing room and 3D graphics that let
cusomers examine cdothes from any
angle. It aso showed prices for 18
currencies and in seven languages.

Initidly, it sold cothes a reail
prices, but when sdes faled to
materidize, cut prices by 40% in an
effort to increese sdes which were
running a only one tenth of expenses.
That srategy and other efforts to shore
up the company were unsuccessful and a
bankruptcy  liquidator terminated  the
daff and sold off the web ste in May,
2000.

The saga of Boo.com, which was led
by two under-thirty-something's,
promoted by the venerable banker J.P.
Morgan, and invested in by the likes of
Luciano Benneton of Ity and Bernard
Armault of France (Monet-Nennessy
Louis Vuitton) is chronided in the
European Wall Street Journal (Tuesday,
June 27, 2000).
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M -commer ce

M-commerce doesnt seem to be
faring much better than the dot.coms--at
leest not yet. Herdded as Europes
secret wegpon  aganst the U.S's
technology hegemony, WAP (wirdess
gpplication  protocol)  phones  ae
supposed to allow people with advanced
mobile phones access a subset  of
Internet  functions and web  dtes.
However, WAP phones are running into
ther own troubles. Firs, there are not
enough phones avalable to medt
demand. Second, WAP gpplications are
limited in number and functiondity—so
much so that the joke in Europe is tha
WAP dands for “Where ae the
goplications?” Third, WAP sarvices are
not avalable in al aess as they ae
curenty focused on large urban
markets. Fourth, the WAP services that
are available are reportedly clunky to use
and often busy when users try to access
them.

Conclusion

The bottom line on e-commerce in
Europe is that it seems to be getting off
the ground in 2000. As might be
expected, both the traditiona companies
and the new dot.coms are experiencing
the same kinds of difficulties with
generding profits as companies in the
U.S. Some will undoubtedly go the way
of Boo.com in the future and as yet there
is no purdy European da performer
among the traditiond or dot.com
companies.

European countries clealy lag the
U.S. in e-commerce readiness. Various
indicators shown in Table 1 provide
support for this concluson. An even
better indication is provided by looking
a the lag in e-commerce readiness
(indicated by the number of internet

hosts per 1000 population) between the
U.S. and European countries (Table 2).°

Overdl, the results suggest that there
is a 30-month lag on average between
the U.S. and Europe in terms of Internet
diffuson—a measure of e-commerce
readiness highly corrdated with other
measures such as the number of PCs or
Internet users.

More interesting, however, is the fact
that there is no red “European” peattern
to e-commerce readiness. Rather, there
are three different groups in Europe
(Table 2). The Scandinavian countries
are roughly on a par with the U.S. The
U.K., Irdland,

Table2. Lagin e-commerce readiness

Country Lagwith US on hosts/1000
(months)
Austria 24
Belgium 24
Denmark 12
Finland 0
France 36
Germany 36
Greece 60
Ireland 30
Italy 54
Netherlands 18
Norway 6
Portugal 60
Spain 48
Sweden 6
Switzerland 18
UK 24
OECD 27 24
u.s 0
Japan 12

Source: Calculated from Network Wizards
survey taken for Internet Software Consortium
Reported in OECD, 2000, Local Access Pricing
and E-commerce.

o Taking each country’s Internet hosts per 1000
for January 2000 and comparing that with the
time when the U.S. was at that level resultsin the
lag time in months.
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Germany and France are about 2-3
years behind. And, Greece, Itady, Spain
and Portugd ae 4-5 years behind.
These numbers correlate rather wel with
the estimates made by industry andyds.

At a more generd level, Europe can
be sad to be following the pattern of the
U.S. in ecommerce. The main reason is
thet innovaion is coming primarily from
a smdl group of U.S. dartups and early
adopters such as Yahoo, Ddl, Cisco,
Amazon, Charles Schwab and E-trade
with some refinements by traditiond
companies that are fast followers, such
as Wal-Mart.com, Barnesandnoble.com,
VictoriasSecret.com, etc. Europe has
not had many dot.com innovators, so its
companies are starting to do e commerce
after the patterns have been established,
just as they did with earlier computer
innovations (with the notable exception
of SAPs enterprise resource planning
system).

Europe does have innovaors in
wirdess which will give them an edge
in mcommerce. But there are a number
of unresolved questions. What is the
difference between e-commerce and m-
commerce other than a different access

device? Will the reduced functiondity
of wirdess phones dymie diffuson?
Where will the innovation occur to make
m-commerce work—on the mobile sde
or on the Internet 9de? A combination
of such innovaions would give the
Europeans a digtinctive place and chance
for leadership in mcommerce (and
maybe Japan too through itsi-mode).

We would anticipate that m
commerce will develop down the road,
but as indicated earlier by some of the
problems, it will be laer rather than
sooner.  And the road will be rocky for
users, as andysts predict that users will
need to change phones about every sSx
months to keep up with the coming
innovaions. There is a question about
how long corporations and users are
willing to pay the price for dl this
innovetion.

There ae many questions to be
answered about how e-commerce will
evolve in Europe. We will address these
in future reports as we continue our
research in the region.



