IN Asia: GRowTH OF
THE ONLINE MARKETPLACE

WHAT IS THE INSIGHT?

In Asia, the rapid development of the e-commerce industry has been enabled by the increasing consumption of a burgeoning
middle class and greater access to the Internet. Globally most e-commerce is comprised of business-to-business (B2B)
exchanges. In Asia, however, online retailing is comprised of business-to-consumer (B2C) and consumer-to-consumer
(C2C) transactions. In East Asia, online marketplaces - Alibaba’s Taobao and Tmall in China, Rakuten and Yahoo in Japan,
and eBay’s Gmarket and Auction in South Korea - are dominating online retailing and are emerging as a major source of
economic growth. Their increasing role in facilitating consumption and innovation makes these marketplaces key players in
the future of regional economic integration through e-commerce. Online marketplaces are not only changing how retailers
and consumers sell and purchase goods, but are challenging traditional models of growth.

WHY IS IT IMPORTANT?

In East Asia, online retailing as part of the broader Internet economy is having a significant impact on GDP growth. In
2011, the online retailing market in China, Japan, and South Korea amounted to US$120 billion, US$107 billion, and USS$22
billion, respectively. Most of this originated from online marketplace sales. The expansion of the industry coincides with
bold domestic policies that focus on deriving growth through more “creative” economies in the region.

Online retail is important because it is changing how consumers purchase goods and how retailers sell these goods and
provide retail space. Compared to traditional brick-and-mortar retail outlets, online marketplaces can offer lower prices for
goods because they do not require a physical store to display products. In East Asia, where population densities are high
and affordable real estate is limited, this has driven sellers online to provide a wide variety of merchandise, from groceries
to apparel.

However, there are many hurdles to maintaining a healthy online retail economy. Online retail is heavily dependent
on digital connectivity. Although ICT (information and communications technology) infrastructure has proliferated in
developed economies such as Japan, South Korea, and Singapore, emerging economies are still catching up in terms of
their Internet penetration rates, 3G+ mobile service coverage, and smartphone adoption. This has prevented them from
reaping the social and economic benefits that come with a robust e-commerce industry.

In addition to ICT, transportation and delivery services are critical components of online retailing infrastructure. Timely
delivery of purchases, when many consumers demand same-day delivery, is imperative for online marketplaces so that
they can offer a service comparable or better to brick-and-mortal stores.

HOW WILL IT IMPACT ASIA?

The rise of online marketplaces will dramatically affect the future of retail business in Asia. As ICT, transportation, and
delivery infrastructure continue to improve, there will be a shift from physical stores to increasing warehouse capacity.
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Goods and services that were previously unavailable in rural areas
Internet Penetration (2012) and Online due to lack of demand will become more attainable. This could

Retail Market Size (2011) in East Asia lead developing regions that are more digitally connected to ‘leap-
frog’ to a more dynamic online retail model. The implications for
emerging markets, especially in Southeast Asian economies with a

(g I R 42.3% growing number of Internet users, are profound.
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Online marketplaces are also helping to facilitate the growth of

SMEs. Often for nominal membership and royalty fees, SMEs can
gain access to a larger consumer base to sell their goods and services.
In China, the number of SMEs using online marketplaces surpassed
2228000 79.1% 17 million in 2012. This is also helped by the support some online
wwwwwwww = Hnline marketplaces give to SMEs. For example, in South Korea, eBay’s

Cross-Border Trade program assists SMEs to export globally.

China — 571.3 Million Internet Users

Japan — 100.8 Million Internet Users

As the use of online marketplaces becomes more ubiquitous,

S. Korea — 42.1 Million Internet Users companies are branching into new types of services. Rakuten in

o 000 0 0 0 84.1% Japan has been offering banking services and life insurance since
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escrow services through Alipay and recently wealth management
$22 Billion services through an alliance with China Minsheng Banking Corp.
Canada — 30.3 Million Internet Users The development of online retail, however, does not mean the
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In 2011, Seolleung subway station located in Seoul featured the first

virtual storefront. Passengers were able to buy groceries by scanning
QR (Quick Response) codes for each good with their mobile devices.
Source: ITU; World Bank; McKinsey Global Institute Purchased items were delivered to their homes later in the evening
(video).
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HOW WILL IT IMPACT CANADA?

In many ways Asia is a leading innovator of online retailing and a testing ground for new types of services. For example,
after the virtual shopping centre was set up in Seoul, similar virtual showcases started appearing across the world, even in
Toronto’s rail transportation hub, Union Centre (video).

Asia’s online marketplaces are expanding their operations internationally. The key to attracting more Canadian consumers
will be to integrate greater language support into their websites, as well as to provide cheaper and more efficient
international shipping.

In South Korea, initiatives like eBay’s Global Export Platform are assisting domestic small businesses by translating their
products’ information into other languages and registering them for overseas sales (video). This means Canadians will have
more opportunities to buy local Korean goods that are normally not featured in international online marketplaces.

Some countries are introducing new international parcel delivery services specifically targeting online marketplace users.
For example, in 2012, Japan Post started offering an international delivery service for online auctions that is twenty to forty
percent cheaper than the traditional international express mail service. This creates a greater incentive for Canadians to
buy online products from Asia that were previously unavailable or that they would normally get from other sources.

Ultimately, the next major innovation for online retail is for Asian-based online marketplaces to feature foreign sellers. While
large multinational corporations like eBay, Yahoo, and Amazon already allow Asian consumers access to internationally
shipped goods, Asia’s online marketplaces have yet to capitalize on this. This would create an avenue for Canadian SMEs
to gain access to a larger consumer base and sell their local products across the region. This is the final, integral step for
Asia’s online marketplaces to make a challenge for global online retail dominance.



INTERESTING FACTS

In October 2013, Yahoo
Japan’s Masayoshi

Son announced a

new strategy for
e-commerce business
that would eliminate

all membership fees
and royalties for
merchants in Yahoo's
online marketplace.
This policy makes it free
to sell items on Yahoo
Auctions and looks to
challenge Rakuten,
which still uses a fee
and royalty system, as
the most popular online
marketplace in Japan.
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