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Executive Summary 

A key emerging trend in the Australian economy in the 21st century is the increased use of 
e-commerce by businesses and, more recently, households.  While there is currently a paucity 
of publicly available data that allow detailed analysis of trends, survey data suggest that 
Australian households are increasingly engaging in online purchasing – both domestically and 
internationally – but still lag some way behind their US and UK counterparts.  This lag is the 
result of a reluctance on the part of both some retailers to provide online services as well as 
some consumers to overcome concerns about purchasing items electronically. 

Despite this lag, domestic online retail sales for all sectors of the economy in 2009 are 
estimated to have totalled between $19-$24 billion, or around 3% of the total (IBISworld, 
2010; AC Nielsen, 2009).  It is likely that at least 20% of this amount – and as much as 50% - 
was spent via international retailers. 

Domestic businesses stand to benefit from productivity increases associated with use of 
e-commerce, but still face barriers to uptake such as lack of understanding of these benefits or 
concerns about the cost of set up and maintenance. 

Australian consumers also stand to gain from online purchasing through lower search times for 
product information (and greater access to a wider range of information), wider product 
choice and lower prices.  Consumers are held back chiefly by concerns about the security of 
making online purchases, but also by a lack of access to the internet or because of a cultural 
preference to shop in person.  

Nevertheless, the barriers to online retailing (or “e-tailing”) will diminish over time for many 
businesses and consumers.  There is an increasing number of businesses dedicated to 
providing support to retailers to set up an online presence and local retailers will need to meet 
the challenge laid down by their international counterpart.  Consumers will enjoy increasing 
internet access (including via mobile internet such as smart phones) and payment methods 
over time. 

Local retailers stand to gain from an online presence and may suffer if they are not able to 
meet the competition from offshore producers.  There is therefore an important and 
continuing role to be played to support local businesses to adapt.  This role can be played 
through industry associations as well as government entities such as AusIndustry. 

Online retailing currently represents a small portion of total retail sales, but one that can be 
expected to be increasingly significant.  It will become increasingly important over time to 
establish and maintain a robust statistical database. 

Access Economics 
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1 Introduction 

The advent of e-commerce in Australia — the use of computer networks to facilitate the 
production, distribution, sale, and delivery of goods and services (McLure, 2003) — coupled 
with the increasing take up of internet usage in the home has led to an increase in online retail 
sales by households, known as “e-tailing”.  International e-tail sales (i.e. importing) by 
Australian households appear to account for a substantial proportion of these sales, notably in 
books, music, movies and computer/console games.   

Domestic “e-tail” sales appears to have grown rapidly in recent years however Australia is still 
perceived as a relatively immature e-tail market in comparison to countries such as the UK, 
USA, Japan, Korea and China.  Domestic e-tail sales in these countries are estimated at more 
than 5% of total retail sales – and potentially as much as 20% - compared to 3% in Australia 
(Frost and Sullivan, 2010; METI 2010). 

However, publicly available data that detail the true state of the Australian e-tail market, and 
in particular the split between domestic and international sales, are limited, segmented and 
based on relatively small sampling sizes.  ABS data are provided at only a very high-level, while 
a number of more detailed surveys undertaken in recent years by organisations such as Edgar, 
Dunn and Associates and AC Nielsen are proprietary. 

The benefits to consumers and retailers from engaging in e-tailing will overall outweigh any 
costs.  Furthermore, there will be flow-on effects from online consumption of both domestic 
and international goods, for the economy as a whole (including “bricks and mortar” retailers, 
employment, transport, real estate, pricing, consumer welfare and competition) as well as 
more specifically for government budgets and especially taxation revenues.  However, some 
barriers to exploiting opportunities exist. 

Against this background, the Department of Broadband, Communications and the Digital 
Economy (DBCDE) has commissioned Access Economics to undertake an analysis of 
e-commerce trends in Australia, with a focus on online purchasing by Australian households, 
the economic and budgetary impacts of these trends, and any potential policy implications. 

1.1 Structure of report 

The report is structured as follows: 

■ Section 2 provides an assessment of trends in and drivers of e-commerce use in 
Australia, from both buyers’ and sellers’ perspectives; 

■ Section 3 looks at the size and make up of the e-commerce market; 

■ Section 4 looks at barriers to e-commerce for consumers and retailers; 

■ Section 5 undertakes a qualitative analysis of the economic impacts of domestic and 
international e-tail sales; and 

■ Section 6 concludes with an assessment of the implications. 
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2 E-commerce trends in Australian households 

This section looks at the drivers of e-commerce for Australian consumers and online providers 
and the current state of the Australian market.  This information is based on extensive desktop 
research and consultations.  

2.1 Key benefits of e-commerce to households 

2.1.1 Reduced search costs 

In making a purchasing decision, the consumer will seek information about their choice of 
product.  This includes consideration of the price, quality and range of functionality of different 
brands or types of goods as well as finding the seller offering the best value sale.  Traditional 
retailing requires physically visiting shops, consulting catalogues, traditional forms of print, 
television and radio advertising or relying on word of mouth recommendations.  The 
fragmented nature of the information and the time involved in collecting it makes in near 
impossible for consumers to become fully informed about all their options.  As such, decisions 
are typically made based upon imperfect information.   

The internet has led to a reduction in search costs for consumers by providing easily accessible 
information about the price, quality and range of products and location of sellers.  Information 
can be accessed from the home or workplace (or any location with internet) at any time of the 
day, allowing the consumer maximum flexibility and reducing the time required to research 
both products and sellers.  In addition to information about products provided by 
manufacturers or sellers there is also a proliferation of price comparison websites that allow 
consumers to quickly compare the price of products.  Company websites or online reviews 
allow the consumer to compare the features of different brands of goods.  This information 
leads to better decision making by consumers in the face of uncertainty and potentially more 
competitive behaviour by retailers. 

It is worth noting that many Australian households use the internet as a research tool but still 
choose to make the final purchase in person (Sands and Ferraro, 2010), reflecting factors such 
as delivery timing and costs and ability to “touch and try”.  Nevertheless, a wider range of 
information, collected more efficiently, potentially enhances the welfare of all consumers. 

2.1.2 Greater choice 

E-commerce provides consumers with greater choice through: 

■ reduced search costs for consumers; 

■ reduced geographic constraints on participation in markets for both consumers and 
sellers; and  

■ reduced barriers to entry for sellers.  

Lower search costs (discussed in Section 2.1.1) enable consumers to become aware of more 
options within a given amount of time.  This enables consumers to find products that better 
suit their tastes, thereby increasing welfare. 
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As well as increasing choice for consumers by reducing search costs, consumers and retailers 
may benefit from e-commerce as they are no longer constrained by geography.  Under 
traditional retail, the market is limited to consumers and sellers that are able to access each 
other, typically determined by being physically located nearby.  However e-commerce 
removes this constraint.  Consumers and sellers around the country and indeed the world are 
able to trade with each other, substantially expanding the size of the market.  This has two key 
benefits: niche markets become more viable and consumers gain access to a greater range of 
products.   

Regional households in particular stand to benefit from the removal of geographical barriers 
that e-commerce brings as the range of physical retail outlets and associated consumer choice 
in regional areas tends to be more limited.  In this regard, the National Broadband Network 
(NBN) is likely to bring substantial benefits to regional households and businesses through the 
provision of reliable high-speed internet that enables e-commerce.   

The internet may also lead to increased choice through lowering the cost of entry into some 
markets.  When the need for a physical retail store – and its associated overheads – is 
removed, the costs of establishing a business are likely to decline substantially.  This decline in 
costs may encourage the establishment of micro-businesses that operate exclusively online, 
increasing the range of goods available for consumers.  Regional businesses in particular will 
potentially have access to significantly wider markets through the rollout of the NBN.   

2.1.3 Increased competition 

In a market with search costs there is a deadweight loss.  This occurs because the cost of the 
product to the consumer includes the search costs.  The seller is able to charge a price above 
their marginal cost (the price they would have to charge in a perfect competition setting) and 
many consumers will still be willing to buy from them.  However, since the cost of producing 
additional output is lower than the price consumers are willing to pay for the additional output 
there would be an overall improvement in welfare for society if a lower price was charged and 
more consumers purchased the good.   

Increased consumer choice and information may lead to greater competition and lower prices 
or higher quality products for consumers.  If additional trade occurs as a result of reduced 
prices from increased competition, then welfare is increased through the reduction of the 
deadweight loss.  

2.2 Consumer activity 

In 2008-09 an estimated 64% of Australians aged 15 years and over who used the internet for 
any purpose also purchased or ordered goods or services online (ABS, 2009a).  This is 
equivalent to just under half of all Australians over 15 years of age, and a slight increase from 
2006-07 (61%).   

Drivers of online purchasing are shown in Chart 2.1 below; the most frequently cited reason is 
better value, with immediacy and convenience(e.g. avoiding crowds and queueing) also 
important considerations (Sands and Ferraro, 2010).   
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Chart 2.1: Consumer reasons for using e-commerce, 2009-10 
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Source:  Sands and Ferraro (2010). 

Of those who did not make an online purchase or order in 2008-09, almost half did not use the 
internet for any purpose during the year.  However, there were still some 4.6 million 
Australians who accessed the internet in 2008-09 but did not purchase any goods online. 

Chart 2.2 details use of the internet by age and, of those who used the internet for any 
purpose, the proportion of these individuals that used the internet to purchase goods or 
services.  As might be expected, internet use for general purpose declines with age.  The 
largest online consumer groups are those aged 25 - 44 years (65% to 75% of internet users).  
The high use of the internet generally but low use of e-tailing by the youngest age group (15 - 
17 years) is most likely reflective of lower incomes as well as many sites not offering payment 
methods other than credit cards, although the advent of PayPal and debit cards is changing 
this situation. 
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Chart 2.2: E-commerce use by internet users, by age, 2008-09 
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  Source: ABS (2009a). 

Similarly, e-commerce adoption increases by income (see Chart 2.3).  This relationship is 
almost perfectly in unison with uptake of the internet as a whole, that is, as incomes rise the 
propensity of internet users to also use the internet for e-commerce increases. 

Chart 2.3: Use of e-commerce by internet users, by income, 2008-09 
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  Source: ABS (2009a). 
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3 The Australian e-commerce industry 

3.1 Value of activity 

The total value of e-commerce activity by consumers in Australia is unclear, with little in the 
way of regular and detailed data.  A number of market research and e-commerce firms have 
undertaken detailed studies of the value of e-commerce; however these data are proprietary.  
The limited access to detailed industry data has imposed a significant constraint to this 
analysis, and the ability to assess the overall impact of e-commerce in Australia.   

In 2009, estimates for Australia lie in the range of $18.6 - $24 billion in 2009, based on the 
following: 

■ A survey undertaken by AC Nielsen for PayPal found that the value of e-commerce 
purchases by Australians totalled $24 billion in 2009,1 with average total expenditure 
across online consumers of $1,223 in the second half of 2009.  A more recent survey by 
Forrester for PayPal Australia estimated that Australians would spend $26.9 billion on 
e-tail in 2010 (eCommerce Report, November 18 2010). 

■ An industry report from IBISworld estimated an industry value of $18.6 billion in 2009 
(IBISworld, 2010).  A report by Sands and Ferraro (2010) which cites the IBISworld data 
also reports that 79% of Australians shopped online during 2009, and that 83% of 
Australians anticipated shopping online in 2010. 

■ A 2010 survey by Frost and Sullivan provides a more conservative estimate, placing the 
value of e-commerce purchases at $12 billion, with a per capita spend of $536 per 
annum.2  However, this estimate excludes some service-based purchases such as airline 
tickets, online financial services and tickets to entertainment events and therefore does 
not represent an estimate of the full value of e-commerce in Australia.   

Mobile internet (i.e. via smartphones) appears to be playing an increasing role in e-commerce.  
Communications Day (Issue No. 3845, September 2010) reports that recent research 
commissioned by eBay and conducted by Pure Profile shows that around one in four Australian 
mobile phone owners use their device to make an online purchase, including more than 80,000 
on eBay alone in June 2010. 

Around 43% spent between A$50 and A$250 a month shopping via their mobiles, 
with 17% spending over the A$250 mark monthly.  In January 2010, less than 
98,000 items were purchased on eBay via mobile, at a total value of under 
A$7 million; these numbers shot up to 220,000 and over A$13 million respectively 
for July 2010.  

In addition to using the internet to make actual purchases, many Australian consumers use the 
internet for research.  According to Sands and Ferraro (2010), up to 50% of Australians search 

                                                             
1 http://digitalmarketinglab.com.au/index.php/2010/07/18/end-of-financial-year-performance-%E2%80%93-digital-
style/ 

2 http://www.prwire.com.au/pr/19066/frost-and-sullivan-12-billion-australian-consumer-ecommerce-market-
underdeveloped-and-lags-us-and-uk-by-three-years 

http://digitalmarketinglab.com.au/index.php/2010/07/18/end-of-financial-year-performance-%E2%80%93-digital-style/
http://digitalmarketinglab.com.au/index.php/2010/07/18/end-of-financial-year-performance-%E2%80%93-digital-style/
http://www.prwire.com.au/pr/19066/frost-and-sullivan-12-billion-australian-consumer-ecommerce-market-underdeveloped-and-lags-us-and-uk-by-three-years
http://www.prwire.com.au/pr/19066/frost-and-sullivan-12-billion-australian-consumer-ecommerce-market-underdeveloped-and-lags-us-and-uk-by-three-years
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online for information about products prior to purchasing them in-store.  A wide range of 
online resources are utilised in this research process, including company websites, social 
networking sites, online reviews both formal and informal, and ratings and consumer 
information websites. 

3.2 Activity by sector 

Detailed data on e-tailing by sector is not publicly available,3 however Table 3.1 provides a 
qualitative view of the status of online purchasing by sector in Australia, and the relative 
importance of that sector to the economy as a whole, expressed as its percent of domestic 
private consumption.  Sectors are listed from largest to smallest. 

Table 3.1: Retail and e-tail activity, by sector, 2008-09 

Sector 
% private 
domestic 
consumption 

Source of 
purchases 

Comment 

Real estate 17.4 Domestic Online presence substantial but broadly limited to 
marketing. 

Transport 
(including 
aviation) 

10.9 Domestic and 
international  

This category includes airline tickets, train and bus 
tickets and car hire, all of which are commonly 
purchased over the internet.   

Food 10.7 Predominantly 
domestic 

Some online retail through supermarkets, 
otherwise limited presence and use. 

Hotels, cafes 
and restaurants 

6.9 Domestic and 
international  

Online bookings/purchases for domestic and 
international accommodation are common.  Cafes 
and restaurants more commonly limited to 
marketing. 

Recreational 
and cultural 
services 

5.6 Predominantly 
domestic 

More limited – online purchase of tickets to 
events, but service typically delivered in person.  
Not readily imported for the most part. 

Insurance 
services 

5.6 Predominantly 
domestic 

Online purchasing is actively encouraged and 
discounts offered by some providers for making 
purchases and claims online.  Applicability limits 
international activity. 

Health 5.4 Domestic Restrictions on international trade.  Online activity 
limited to non-prescription medicine through 
online pharmacies. 

Furnishings and 
household 
equipment 

5.2 Predominantly 
domestic 

Online purchasing occurs through company sites 
and online auction sites.  Size of goods may make 
online purchasing expensive through delivery 
charges. 

Other financial 
services 

4.7 Mostly 
domestic 

Online transactions actively encouraged by service 
providers.  Relatively limited international activity 
for most consumers. 

Goods for 
recreation and 
culture 

4.2 Significant 
international 
activity 

Some online sales.  Cases where it is cheaper to 
buy internationally (e.g. direct from manufacturer) 
and ship to Australia than buy domestically such as 
ski equipment.  Online delivery of music, video, 
games etc mostly purchased overseas. 

                                                             
3
 IBISworld research provides a sectoral breakdown of consumer spending. 
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Sector 
% private 
domestic 
consumption 

Source of 
purchases 

Comment 

Education 
services 

3.4 Mostly 
domestic 

Substantial marketing activity online; online 
purchase and delivery more limited but increasing. 

Other services 3.4 Mostly 
domestic 

Difficulty with service provision online. 

Clothing and 
footwear 

3.2 Significant 
international 
activity 

Wide range of online only e-tailers, particularly 
internationally.  Some domestic retailers have 
limited online presence beyond simply marketing. 

Communication 2.7 Mostly 
domestic, 
some 
international 

Can subscribe to services or change plan online.  
Scope to purchase equipment e.g. handsets, 
computers online, if bought direct from 
manufacturer will be imported. 

Electricity and 
gas 

2.1 Domestic Online bill payment activity, some account 
management, but not service provision. 

Alcohol 1.9 Predominantly 
domestic 

Online sales and auctions; limited discounted 
bottle shop activity. 

Cigarettes and 
tobacco 

1.7 Predominantly 
domestic 

Some online retailers, limited by age regulations 
and strict importation laws. 

Personal care 1.7 Domestic Some online marketing and information, almost 
exclusively provided in person. 

Books, paper, 
stationery and 
artists goods 

1.3 Significant 
international 
activity 

Large and cheap international retailers (e.g. 
Amazon, Book Depository). 

Water and 
sewerage 

0.9 Domestic Online bill payment activity, some account 
management, but not service provision. 

Personal effects 0.9 Mostly 
domestic 

Some online purchasing scope, through major 
retailers and the like. 

Source: ABS (2009b), Access Economics estimates. 

A survey conducted by the Australian Communications and Media Authority (ACMA) in 
November 2009 reported that 69% of internet users had made an online purchase over the 
past six month.  The breakdown of goods and services purchased by respondents is provided in 
Chart 3.1, noting that multiple responses are allowed. 
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Chart 3.1: Goods and Services purchased online in the last six months 
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Source : ACMA–commissioned research. N=922 

3.3 International experience 

Frost and Sullivan (2010) argue that e-commerce in Australia remains relatively immature and 
that the Australian e-commerce market lags those of the UK and USA by around three years.  If 
this is the case, e-commerce has the potential to expand significantly in Australia, providing 
opportunities for domestic retailers to increase sales in Australia and in overseas markets. 

A comparison of both total and per capita sales for all three countries is provided in Table 3.2.  
In the USA, e-commerce sales totalled US$129 billion in 2008-09.4  In the UK, total 2009 
e-commerce sales reached US$78.2 billion.5  However, while the absolute market size is 
substantially larger than Australian estimates (A$18.6 billion - $24 billion), on a per capita basis 
Australian expenditure outstrips that of the US while the gap with the UK is smaller, as shown 
in Table 3.2. 

Table 3.2: E-commerce sales, Australia, UK and USA 

Country Year Total sales Per capita sales 

Australia 2009 and 2010 A$19-$24 billion A$534-$1,068 

United Kingdom 2009 US$78.2 billion US$1,266 

United States  2008-09 US$129 billion US$420 

                                                             
4 http://www.census.gov/retail/mrts/www/data/pdf/09Q2.pdf  

5
 http://www.emarketer.com/Reports/All/Emarketer_2000699.aspx 

http://www.census.gov/retail/mrts/www/data/pdf/09Q2.pdf
http://www.emarketer.com/Reports/All/Emarketer_2000699.aspx
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Source:  PayPal (2010), Frost and Sullivan (2010), IBISworld (2010), Access Economics estimates. 

In terms of the number of individuals participating in e-commerce, the underperformance of 
Australia is more apparent.  Chart 3.2 shows the proportion of internet-connected individuals 
who have used e-commerce to purchase goods and services in Australia, and for the top ten 
countries.  Australia lags behind these leaders, all of whom have a larger than 95% uptake of 
e-commerce among internet users, compared with 80% in Australia (although Australia has a 
higher internet uptake overall than several of these market leaders). 

Chart 3.2: E-commerce among internet users and household internet access, 2007 to 2009 
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Note: a E-commerce among internet users (apart from Australia) data is from 2007, with Australian data from 2008.  
Household internet access data (apart from Switzerland and Australia) are from 2009, with Switzerland data from 
2007 and Australian data from 2008. 
Source: AC Nielsen (2008a); (2008b); OECD ICT (2010). 

3.4 International and domestic share 

The share of international and domestic e-commerce activity is an important consideration 
when looking at the impacts of e-commerce on the economy.  However the lack of publicly 
available statistics makes it is difficult to ascertain what this breakdown is. 

The ACMA survey reported that 68% of respondents “most often” use Australian websites, 
while a 2010 survey by Forrester for PayPal estimated that 80% of sales will be spent at local 
websites this year.    

An informal poll conducted by the Sydney Morning Herald revealed that 70% of online 
shoppers mostly shop at overseas retailers (Chart 3.3).  This poll will have a natural bias, being 
an online survey, and only indicates the relative frequency of transactions rather than their 
relative value; nevertheless it suggests that international online consumption could become an 
increasingly accepted practice.   
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Chart 3.3:  SMH poll: domestic versus international e-tail spending, 2010 

 
Source: Zappone (2010).  

In comparison, 50% of online shoppers in China said that they had shopped at an overseas 
website in the past year, while in Korea the figure is 25%, in the US 18% and in Japan 18% 
(Baker, 2010).   

The ACMA survey reported 56% of respondents made purchases from overseas sites because 
of lack of product availability, and 13% reported being motivated by greater product choice.  
This implies that the purchases represent an increase in welfare for Australians, with no cost to 
domestic business.  However, other purchases may reflect a conscious decision by the 
consumer to purchase from overseas due to differences in price or quality.  This could include 
factors such as a wider range of products, lower cost of delivery, and the presentation or ease 
of use of their websites. 

Table 3.3 provides a simple example of how international e-commerce may be cheaper for 
domestic consumers, even for a standard good of identical quality (in this case, in the form of a 
popular novel). 

Choice and price would appear to be the two key drivers of international on-line purchases by 
Australians.  The effective price of goods will of course vary with the value of the Australian 
dollar 

Table 3.3: Online book purchase – Steig Larsson’s ‘The Girl with the Dragon Tattoo’ a 

 Price b Delivery Total 

Amazon Kindle e-copy $8.64 $0 $8.64 

Book Depository (UK) $11.04 $0 $11.04 

Borders online (AU) $19.99 $0 $19.99 

Amazon (UK) $8.72 $14.48 $23.20 

Angus & Robertson online (AU) $22.95 $6.00 $28.95 

Dymocks online (AU) $24.95 $5.50 $30.45 

Dymocks in-store $24.95 $0 $24.95 

Amazon (US) Not offered   
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Note: a Larsson, S, 2008 (paperback edition). b Prices are in AUD as at 15 Sep 2010.  Kindle price requires 
pre-purchase of a Kindle e-book reader, price $178.23 delivered.   
Source: Access Economics compilation.  

A previous barrier to purchasing from overseas – local restrictions on international deliveries – 
is now being circumvented by the rise of specialist forwarding companies such as 
anythingfromamerica.com, Bongo international and ishopinusa.com, which act as 
intermediaries for potential offshore purchasers. 

3.5 Business activity 

Australian businesses have been somewhat slow to adopt internet commerce.  During 
2007-08, only 43% of all Australian businesses used the internet to place orders.  For those 
that received orders, the rate is even lower, with less than one quarter of Australian 
businesses taking an online order in 2007-08 (ABS, 2009c). 

Chart 3.4 illustrates how, as businesses increase in size (as measured here by number of 
employees), use of e-commerce to purchase inputs also increases.   

Chart 3.4: Business use of e-commerce, 2007-08 
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   Source: ABS (2009c). 

However, this is not the case for receiving orders, where businesses with 20 to 199 employees 
received online orders at a greater rate than very large firms.  This may indicate that there are 
more specialist online firms in this size range.  Alternatively, it may indicate reluctance on the 
part of very large firms to participate in e-commerce owing to the nature of the business or 
perhaps a relatively strong position in the conventional marketplace. 

The use of e-commerce as a sales device varies substantially across industries (Chart 3.5).  
Uptake of e-commerce is relatively high among industries that provide goods and services to 
other businesses down the supply chain (i.e. business-to-business, or B2B), including 
manufacturing, wholesale trade and information media and telecommunications.  While retail 
is also a large user of e-commerce, this may be more in the sourcing of goods than in their 
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selling.  For those that do engage in business-to-consumer (B2C) e-commerce, parallel sales 
channels may be used (i.e. both a physical and online presence) or only on-line facilities. 

Lesser users of e-commerce tend to be concentrated in industries where the product lends 
itself less to such transactions because a physical presence is required or at least desirable, 
such as health services and mining and transport. 

Chart 3.5: Business e-commerce use, by industry (% of businesses), 2007-08 
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Source: ABS (2009c). 

The use of e-commerce will be dependent on both the willingness of the customer and 
provider to engage online.  Business to business transactions may make greater use of 
e-commerce because both parties seek to minimise costs.  For example, businesses may want 
to order stationary online because it saves time spent travelling to and from the store – the 
business is unlikely to have an allegiance to the culture of going stationary shopping.  On the 
other hand, consumers’ preferences for e-commerce may rely on factors other than product 
choice and price, depending on the nature of the product and the culture of consumption 
associated with it.   

For example, restaurants, which are part of an industry with a relatively low uptake of 
e-commerce, are increasingly providing online booking and pre-ordering services.  However, 
for non-takeaway food services, the consumer will still need to go to the restaurant to enjoy 
the dining experience and many will prefer to order their food at the restaurant itself.  
Furthermore, with many products such as clothing or cars the consumer may wish to see, try 
and compare the good in person.  In certain circumstances therefore, the consumer’s decision 
is not motivated in the same way as a business’ decision, i.e. purely on price.  

Chart 3.6 details the share of total revenue generated by businesses from internet income.  
Just under 40% of Australian businesses receive less than 1% of their income from internet 
sales, while 15% of Australian businesses receive more than half of their income from internet 
sales.  Overall the vast majority of businesses either receive less than 1% or more than 5% of 
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income from online sales.  This suggests that, once e-commerce is actively adopted, it becomes 
relatively important to the business. 

Chart 3.6: Internet income as a percentage of total goods and services income, all industries, 
2007-08 
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Source: ABS (2009c). 

3.6 Expectations 

Just as it is difficult to determine the value of e-commerce in Australia today, expectations of 
future growth in e-commerce are not readily available.  Using forecasts from the surveys 
discussed above, the anticipated annual growth rate for e-commerce in Australia over the 
coming years lies between 5 - 12% (see Table 3.4). 

Table 3.4: Forecasts of e-commerce 

Source Forecast value Implied annual growth rate 

IBISWorld (2010) $23.4 billion by 2014 4.7% 

PayPal (2010) $33.8 billion by 2012 12.1% 

Frost and Sullivan (2010) $17.7 billion by 2014 8.1% 

  Source:  PayPal (2010), Frost and Sullivan (2010), IBISworld (2010). 

The potential of e-commerce in Australia has a large upside.  The relatively low use of 
e-commerce by many domestic firms provides scope for further significant growth as 
increasing numbers of businesses adopt appropriate technology, and increasing numbers of 
household have internet access.  For the Australian e-commerce market to reach 5% of private 
consumption by 2012 (and catch up with current estimates for the US and UK) then a rate of 
growth as high as 14% per annum could be experienced over the next two years.   

During periods of technological change, it is not uncommon for uptake of the new technology 
to be slow at first and then accelerate rapidly.  An example of this is the growth in ICT in 
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Australia; during the 1990s growth in uptake was 19% per annum in the first half of the decade 
and 28% per annum in the second half (Parham, 2004).   

The rollout of the NBN is likely to act as a catalyst for online retailing, for both sellers and 
consumers, as a substantial proportion of the population gains access to reliable high-speed 
internet. 

The drivers of increased uptake of e-commerce will include: increasing demand from 
consumers, pressure from competitors, and a better understanding of the benefits of e-tailing 
including lower costs and wider markets.  As noted earlier, uptake is unlikely to be even across 
sectors; however, even where the physical presence of the consumer is necessary, such as 
purchasing a car or dining out, some elements of the sale can be handled more efficiently 
through online services. 
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4 Factors constraining e-commerce uptake 

The main barriers to adopting e-commerce are important indicators when estimating future 
trends and when considering how to encourage the increased adoption and use of online 
technology.  This section considers these barriers for both business and consumers. 

4.1 Consumers 

The primary reasons cited by individuals for not using e-commerce are detailed in Chart 4.1.  It 
is worth noting that this data is based upon individuals who used the internet, meaning that a 
lack of internet access is not a factor considered here.   

Chart 4.1: Main reason for not using the internet to purchase goods or services, 2008-09 
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   Source: ABS (2009a). 

The most commonly cited reason for non-use of e-commerce is a lack of need — that is, 
consumers are able to purchase all the goods and services they desire using more traditional 
means.  Other reasons relate primarily to: 

■ concerns about the safety of their information online, including personal and credit card 
details; 

■ lack of access to a credit card which limits ability to use e-commerce; and 

■ a preference for shopping in person, which may relate to concerns about being able to 
assess quality, fit and the like prior to purchase, or indeed a person’s enjoyment from 
shopping in person.   

A survey that considered the experience of consumers who were either dissatisfied with or 
abandoned an e-commerce transaction found pricing and shipping and handling concerns 
were the largest sources of both dissatisfaction with and abandonment of online transactions.  
Other reasons cited included concerns about the amount of information sought by websites 
during the transaction, and confusion, frustration or lack of timeliness in the purchasing 
process. 
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There could also be perceived or real problems with taking delivery.  For example, if a person is 
unable to be at home to take delivery then systems are in place in the postal system to allow 
them to collect the item from their local post office within 7 days.  However, this can be 
inconvenient if the person does not work near the post office since most are only open during 
business hours.  There also a number of issues brought to the postal ombudsman each year 
relating to the inappropriateness of the location in which a package was left, failure to notify 
the attempted delivery, inability to track the location of a delivery, deliveries not arriving and 
generally difficulties in resolving such problems.  There can also be lengthy delays caused by 
the screening of inbound international mail by the Australian Quarantine and Inspection 
Service (Commonwealth Ombudsman, 2009).  Although these problems have been reduced in 
recent years, there may still be a community perception that international package delivery is 
slow. 

In spite of the fact that security is thought of as a potentially large concern in e-commerce, the 
survey found that unwillingness or inability of consumers to provide credit card details online 
was a factor in less than one in ten of cases of dissatisfied or dissuaded e-commerce 
consumers (Chart 4.2).  

Chart 4.2: Reasons for dissatisfaction or abandonment of e-commerce transaction, 2009 
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Source: Forrester Consulting (2009). 

It is worth noting that 23% of dissatisfied and 18% of dissuaded online purchasers cited lack of 
speed as a factor in their dissatisfaction or failure to complete the transaction.  Under the 
high-speed internet provided by the NBN, even data-rich pages can be loaded quickly and this 
is therefore unlikely to remain a problem. 

4.1.2 Online payments methods 

The two main online payment methods are credit cards and direct debit.  The main advantages 
of these payment methods are cited by consumers as convenience and coverage (see Figure 
4.1).  Confidentially is cited as a concern for credit card use, as there is some uncertainty about 
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the security of details when using a card online.  However, this ‘fear factor’ applies to both in-
person and online credit card transactions.  Additionally, there is a cost associated with credit 
card use, with many incurring fees from use for international transactions in particular, or 
incurring charges from interest on transactions. 

Figure 4.1: Consumer perceptions of payment methods, 2005 

 
Source: DCITA (2006). 

Although the above data is now a few years old, Edgar Dunn noted in discussion with Access 
Economics that the above findings have not changed largely since the survey was undertaken. 

4.2 Business 

One factor potentially constraining would-be domestic online consumers may be the lack of 
online retail sites with a good offering.  It appears that many local businesses have been slower 
than their overseas counterparts to provide a comprehensive online offering.  Department 
stores and chain clothing stores are obvious examples.   
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Nevertheless, there are signs that this situation is changing.  For example, Westfield is about to 
offer an on-line portal that will mimic its bricks and mortar structure and will include smaller 
retailers that might otherwise be reluctant to engage in e-commerce.  There also appears to be 
increasing recognition of opportunities for local businesses to exploit export markets with 
lower cost structure (e.g. GetOrganizedWizard.com), which in turn is creating many online 
marketing and business development operations. 

Some reasons for the apparent slowness in uptake by domestic retailers may include: 

■ a lack of understanding of how e-commerce works and its potential benefits; 

■ perceptions about the cost of setting up the online facility such as website development, 
linking to inventory and payment methods, although there is less likely to be a barrier 
for large retailers and there are increasingly many inexpensive and easy to use hosting 
websites (e.g. eCorner) that provide small businesses with a basic design website, 
payment facilities and multichannel retailing (e.g. through eBay) for as little as 
$25/month; 

■ ongoing website maintenance, which may be a particular issue for retailers with a large 
store based presence needing to update stock constantly both on and off line unless 
they have a sophisticated ICT system in place to link them, similarly stores offering many 
weekly “specials” would require constant input and checking e.g. discount liquor stores; 

■ limited and/or unreliable broadband access in some (particularly regional) areas which 
makes uploading information about products and downloading information about 
purchases too slow – although this is less likely to be a problem going forward as the 
NBN is rolled out and high-speed internet is more widely available; 

■ increased complexity of bookkeeping when there are separate systems for tracking sales 
online and offline, particularly if the online system lacks sophistication;  

■ currency and payment issues – this is increasingly less of an issue with hosting websites 
providing an inbuilt payment acceptance system, allowing PayPal and card transactions: 

 at the export level, an online presence is still mostly used for marketing and 
promotion, catalogues, respond to customer queries (Austrade); 

■ a reluctance to move online due to an inability to compete with prices online in standard 
retail markets, for example the scale and power of US companies often allows them to 
provide goods at a much lower price (e.g. books); while retailers may be able to 
compete in the in-store market they are unable to match the discounts that online 
providers offer, so there is little point in entering the market; and 

■ a perception, especially by large retailers, that impulse sales from consumers coming 
into a store will be lost online and that the opportunity to differentiate through service 
is more difficult online.  
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5 Impacts on the economy 

The impact of online consumption by Australian households will vary based on where the 
goods are produced and the source of the sale.  It will be important to distinguish whether the 
online retailer is locally or internationally based and, in the case of the former, whether they 
are selling a locally produced or imported item.  For example, a good directly imported by the 
consumer (i.e. purchased from a non-Australian based company website) may represent the 
displacement of demand for a similar locally produced good or the good sold in a physical 
location in Australia may still have been imported by a third party; these two scenarios will 
have differing economic impacts. 

In order to understand the impacts of online purchases by household this section firstly 
considers the economic impacts under both a closed and open economy. 

5.1 Closed economy 

5.1.1 Output 

Increasing levels of domestic e-commerce — trade between domestic consumers and sellers 
— will have relatively little effect on total domestic output; goods will still be produced and 
sold in Australia, although there may be some loss to traditional bricks and mortar 
intermediaries and those mid-production chain as some goods may be purchased directly by 
consumers from producers.   

E-commerce may result in lower overall employment as intermediaries are by-passed (leading 
to a reduction in traditional retailing only partially offset by less labour intensive online 
solutions).  Lower employment would reduce domestic demand and in a closed economy this 
would lower output.  However, there may just be a change in the industry composition of 
employment as the operation of the value chain shifts6 and different industries grow.  

5.1.2 Productivity gains 

E-commerce provides significant potential for productivity gains, although it is difficult to 
quantify the size of these gains.  This is due to difficulties in obtaining relevant data as the 
economic impact transcends national borders and exists outside the boundaries of 
conventional economic measurement frameworks such as the national accounts.   

The OECD estimated the potential impact of cost reductions generated by B2C e-commerce in 
five OECD countries; their study indicated a productivity improvement in the order of one half 
to two-thirds of a percentage point (OECD, 1999).  If realised, such productivity increases 
represent substantial economic gains.  Since the 1960s, Australia has seen average annual 
multifactor productivity growth of 1.5% (Productivity Commission, 1997).  In many industries 
currently experiencing labour shortages this could improve the productivity of the workforce 
or free up workers to move into these industries as they become redundant in others.  

Qualitatively some of the productivity gains could come through:  

                                                             
6 http://www.aph.gov.au/library/intguide/econ/ecomaus.htm 

http://www.aph.gov.au/library/intguide/econ/ecomaus.htm
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■ reduced search times for customers; 

■ less costly advertising/distribution of information for sellers (e.g. via social media sites); 

■ lower employment costs due to a reduced need for staff in physical store locations to 
provide either service (customers can research online and arrive at the store ready to 
make the purchase without needing the assistance of sales staff (OECD, 2009)) or 
transaction/administration assistance; and 

■ reduced property costs – physical stores may become smaller or even redundant. 

The extent of the productivity gains would also vary by industry.  It might be expected that 
many of the productivity gains will be similar to those provided by the internet and ICT, 
particularly if Australia adopts a high speed broadband network.  However, it is not clear which 
industries would benefit the most.  Some industries are naturally positioned to move towards 
productivity gains from e-commerce, for example retailers.  Reducing the requirement number 
of physical stores or the number of staff while maintaining sales would increase productivity.   

However, service industries may have less potential given current technology to move their 
business predominantly online.  Although websites that allow bookings to be made without a 
phone call and provide information about the service could reduce administration costs, a 
person would still be required to perform the actual service.   

Importantly, the rollout of the NBN will provide increased speed, reliability and access, all of 
which are likely to facilitate the provision and use of a wider range of online goods and 
services, further enhancing the potential of e-commerce.  Services requiring data rich website 
content will particularly benefit from the NBN and the technologies which are likely to develop 
as a result. 

5.1.3 Business operations 

There are significant benefits to businesses that may accrue as a result of engaging in online 
sales to consumers: 

■ E-commerce enables adoption of ‘just-in-time’ inventory and the ability to better 
forecast demand.  The OECD estimated in 1999 that this would lead to a reduction in 
overall inventories in the US of 20%-25% (or US$250-$250 billion).   

■ Business is not constrained by shop hours because they can take orders at any time of 
day (OECD, 1999).  This means that they can potentially do more business, such as 
business with those where time zones are unfavourable for phone-based interaction.  It 
also means that domestic consumers can shop at their convenience e.g. outside of work 
hours.  

■ E-commerce could potentially reduce distribution costs and the need for physical 
office/retail space.  Staff would be increasingly able to work from home and less staff 
may be required since there is no need to provide staff across multiple locations – staff 
can do the same job regardless of location – and productivity improvements may result 
in less staff being required.   

The OECD has made estimates of the impacts of e-commerce on distribution costs for some 
types of businesses (Table 5.1).  These suggest savings of 50% to 89%, compared to traditional 
bricks and mortar systems. 
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Table 5.1: E-commerce impact on various distribution costs (US$/transaction), 1999 

 
Airline 
tickets 

Banking 
Bill 
payment 

Term life 
insurance 
policy 

Software 
products 

Traditional system 8.0 1.08 2.22 to 3.32 400-700 15.00 

Telephone-based n.a 0.54 n.a n.a 5.00 

Internet-based 1.0 0.13 0.65 to 1.10 200-350 0.20 to 0.50 

Savings (% of traditional) 87 89 71 to 67 50 97 to 99 

Source: OECD (1999). 

5.2 Open economy 

The impact of e-commerce on the economy is much larger when the effects from international 
e-commerce are included.  International e-commerce presents consumers with even greater 
even choice and lower prices, through increased competition.    

International e-commerce purchases represent a leakage from the Australian economy as they 
are imports.  The impact of this depends on whether e-commerce is displacing domestic 
production or sales of imported products by domestic retailers.  For example, local retailers of 
books are facing increasing competition from international sellers who are able to provide 
books to consumers at lower cost because of much stronger buying power in larger home 
markets (Productivity Commission, 2009).  However, many of these books will have been 
published in the UK or US and imported by local sellers and the impact will be felt by local 
retailers but not manufacturers.   

Some goods and services are unlikely to be displaced by an international provider.  For 
example, a service provider such as an accountant must be accredited in Australia.  
Nevertheless, the range of goods and services facing threat from increased competition is wide 
and will be limited only by physical difficulty in delivering a product and consumers’ reluctance 
to purchase sight unseen. 

If the value of imports from international e-commerce becomes very large, this may have 
wider implications on the economy.  For example, very large levels of imports may lead to 
exchange rate depreciation (i.e. due to high demand for foreign currency to pay for these 
goods and services).  Austrade notes that exporters who use e-commerce as part of their 
export strategy are more successful than those who don’t – for ordering and payment as well 
as simply marketing. 
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6 Implications 

Although the size of domestic e-commerce appears at present to be small in relation to the 
Australian economy, it will continue to grow in both absolute and relative terms over time and 
therefore warrants continued monitoring and consideration. 

This study has confirmed the current paucity of data surrounding domestic e-commerce.  Such 
data is required to fully understand current trends in Australian online consumer and retailer 
habits and their implications for businesses, the economy and policy makers. 

There are a number of proprietary studies which provide greater detail on, for example, 
industry size and sectoral breakdown of e-commerce.  These studies do not, however, provide 
information on the breakdown between international and domestic sales; such data could in 
principle be collected from major financial institutions for example through credit/debit card 
transactions.  Nor is there any detail regarding the value of individual purchases made.  Such 
information could be more easily gathered via, for example, additional questions in current 
regular surveys conducted by AC Nielsen. 

Given the expected growth of online markets over time, the regular collection of such data to 
monitor trends in, and attitudes to, Australian e-commerce via the Australian Bureau of 
Statistics should be a priority for Government. 

E-commerce chiefly influences domestic budgets via its impact on collection of the Goods and 
Services Tax (GST) on international purchases made by households, although there are some 
smaller secondary influences.  These are discussed in this section. 

E-commerce produces economic benefits including: 

■ an increase in consumer welfare as a result of greater choice and reduced information 
costs; 

■ increased productivity via a reduction in the number of sales and customer service staff 
required (although this may lead to job losses in particular industries); and 

■ an increase in competition that may over time lead to a welfare transfer to the 
consumer sector via an increase in consumer surplus; 

International e-commerce may also heighten the above impacts by widening the exposure of 
domestic retailers to international competition.  For example, foreign competitors with greater 
economies of scale may result in lower prices from domestic retailers, but may also mean 
some domestic firms fail if they cannot compete.   

Nevertheless, these outcomes are driven by increased competitiveness in the marketplace, 
which is beneficial to consumers and therefore should not be restricted.  Consumers may pay 
less for the same goods, or take advantage of an increased opportunity to buy goods that 
would not have previously been available to them.  These additional choices and price gains 
represent an increase in welfare to Australian consumers, and it would be inefficient to 
intervene in the purchasing decision or take actions to reduce the competitiveness of 
international e-commerce. 
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Any impacts on domestic businesses as a result of increased competition will have implications 
for payroll tax and company tax receipts, although it is unlikely that these amounts would be 
significant. 

However, the challenges to domestic businesses should be recognised and the exploitation of 
online retailing opportunities – in Australia and overseas – by domestic businesses should be 
encouraged.  Such support could be provided by AusIndustry and like programs. 

Education and training policy should ensure that Australians have ample opportunity to 
acquire the correct skill sets required to address the needs of an increasing online economy, 
and a changing focus away from “bricks and mortar” retail. 

Case Study:  AusIndustry industry support program 

AusIndustry currently assists small businesses in establishing an online presence 
through its Small Business Online program, introduced in the 2009-10 Federal 
Budget.  The program funds expert service providers to run information seminars, 
training workshops and one-on-one mentoring for small businesses to advise 
them on e-business. 

The program has assisted small businesses such as Valiant Drycleaners, a small 
dry-cleaning business in Albany, Western Australia.  After attending a seminar 
from the Small Business Online program, the owner placed the business on Albany 
Gateway, the local Albany business directory.  He was then able to attract 
business from 100km away, with the support of search engines such as Google.  
The owner also set up a business website, which is able to successfully market the 
business’s specialty of cleaning wedding dresses. 

Source: AusIndustry (2010).  

In addition to broad “encouragement” of e-commerce, government could place greater focus 
on finding means to reduce factors identified as currently inhibiting domestic retailers and 
producers from selling online.  These factors include: security, cost, and 
uncertainty/unfamiliarity with technology. 

The size of the Australian e-commerce market has yet to be valued with any degree of 
precision; however current estimates suggest that it is at least $19 billion.  E-tail sales can be 
expected to increase rapidly over time with increased household internet penetration and the 
rise of Generation Y.  A significant portion of this expenditure is directed to purchases from 
overseas websites although again estimates vary on the extent; the minimum estimate is 20% 
of e-sales (Forrester for Paypal), with an upper estimate of 40% (Frost and Sullivan).  ACMA 
reports 32% of transactions are made overseas.  Taking the minimum estimates still produces 
a substantial portion of sales directed overseas – in the order of $3.8 billion per annum. 

E-commerce purchases on low-value imports (i.e. less than $1,000) purchased directly by 
consumers do not attract either customs duty or GST.  While the average value of online 
purchases of imported goods is not publicly available, it is likely that a significant portion fall 
into the low-value category.  For example, the ACMA survey reports that 54% of respondents 
spent less than $1,000 over the previous six-month period.  While 11% spent more than 
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$5,000, this again was over a six-month period and 67% of respondents indicated that they 
had made more than one purchase. 

The tax-exempt status of online purchases has recently given rise to some public debate, 
notably from domestic bricks and mortar retailers.  Although it is clear that the exemption has 
implications for GST revenues that will likely increase over time, there are insufficient data 
available to quantify this.  This difficulty is compounded by the likely impact of the current 
strength of the Australian dollar, which appears to be driving at least some of the recent rapid 
increase in demand for online purchases of overseas products.  

Regardless, it is not currently administratively feasible to reduce the threshold for low-value 
goods (Taxation Board, 2010).  There are also possible downside implications for consumers if 
the threshold were to be adjusted, such as increased processing costs and delays in receiving 
goods; indeed, the cost of GST, customs duty, import processing and agent brokerage fees for 
low-value items in combination may well be prohibitively high.  

Nevertheless, despite current obstacles to adjusting the threshold, the increasing number and 
value of imported online purchases implies that ongoing monitoring may be required over 
time.  

In conclusion, it is clear there are both benefits and costs to the economy resulting from 
e-commerce.  On balance, welfare and productivity gains will outweigh any negative impacts; 
to the extent possible, businesses should be supported to meet the challenges of adapting to 
this new and evolving environment.  It will become increasingly important as e-commerce 
grows to be able to accurately measure the market to assess the full ramifications of 
e-commerce in Australia. 
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Appendix A: E-commerce data sources 

Proprietary and off-the-shelf 

AC Nielsen  
Datamonitor  
 

Proprietary only 

Edgar Dunn  
Roy Morgan  
 

Off-the-shelf only 

IBISworld 

 


