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Preface

In the spirit of “you either do it right or you don’t do it at all,” this report
is along one. Don’t worry though, we recognize that very few readers will
have the time or need to read this report from cover to cover.

For those truly pressed for time, we suggest reading the separate eight-page
summary that we have produced in conjunction with this report and then
returning to the full report once time permits or the need to develop a
more in-depth perspective arises.

All readers should take note that Chapter 2 is optional and only intended
for those who do not have a background in the fundamental security tech-
nologies that underlie Electronic Commerce (“EC”). Chapters 3-7 each
address a separate “sector” of the EC industry in detail and are all laid out
in a largely identical form comprised of 11 separate sections (see table on
page xiv).

Although we have written each chapter to logically flow from one sec-
tion to the next, readers can pick-and-choose amongst the sections depending
on their knowledge and interest in the subject at hand.

Finally, we have created an extensive index at the back of the report that
should allow readers to quickly find particular information that is of inter-
est to them. Hopefully these measures will make the report readable and
relevant to both EC experts and novices alike.
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Preface

Description of the Standard Sections Found in Chapters 3-7

Section

Description

Structure

Sub-Sectors

Market Size

Drivers

Potential

Trends

Success Factors

Provides basic background on the structure and operation of each
sector of the EC industry. Readers with advanced knowledge may
want to skip this section.

Groups and details the different players in each particular EC
sector.

Provides current estimates of the size of the sector.

Describes the specific drivers that are influencing the growth of
the sector.

Estimates the future size of the sector and the amount of revenues
that it is likely to generate.

Reviews the trends that are currently impacting the sector and
discusses their potential affect. This section is the most topical
part of each chapter.

Establishes the key success factors that will likely help determine
whether or not individual firms succeed in the sector given the
current trends.

New Explores a few of the new opportunities being created by the

Opportunities ongoing development of the sector.

Investment Reviews the historical investment performance of companies

Considerations focused on the sector and puts this performance into perspective.

Risks Delineates the risks that could have a substantial impact on the
future growth prospects of companies in the sector.

Conclusion Provides a very brief wrap up of the chapter.
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The Electronic
Commerce Industry

Introduction

In 1991, the Internet was considered by many to be little more than an amus-
ing academic backwater used by researchers to exchange e-mail and com-
puter files. Then in late 1991 a computer scientist in Switzerland developed a
system for easily displaying words and pictures on the Internet called the
World Wide Web. Almost overnight the World Wide Web, with its ease of use,
simple navigation, and widespread availability, transformed the Internet
from academic backwater into potentially one of the most important techno-
logical advances of the 20th century. Indeed, while at the beginning of 1991
there were a total of just 376,000 computers on the Internet, today, over
500,000 computers are added to the Internet each month.

The Internet’s explosive growth has not only changed the daily lives of
millions of people, but it has also changed the fortunes of hundreds of
companies. Starting in 1992, companies providing the basic infrastructure
of the Internet, including network equipment (Cisco, Ascend, Cabletron),
modems (US Robotics, Hayes), software (Netscape, Spyglass, FIP), and
access services (Netcom, PSI Net, UUNet) all jumped aboard the Internet
train and began to see tremendous growth as consumer and business
interest in the Internet began to take off.

As the growth of this first wave of Internet companies began to stabi-
lize, a second wave of companies dedicated to providing information over
the Internet began to emerge in 1993 and 1994. These so-called “content”
firms, such as Yahoo!, Lycos, Excite, and CNET, made their living by help-
ing users find what they were looking for on the Internet and by provid-
ing customers with new sources of Internet related information.



2 Chapter One

But throughout all of this growth there was something missing. For
despite all of the attention that the Internet was getting there was still a
widespread reluctance to use it for the activity that occupies much of our
daily lives: commerce. While fears about the reliability and security of the
Internet were partially to blame, perhaps the biggest single inhibitor to the
growth of the Internet as a medium for commerce was the lack of products
and services that allowed businesses and consumers to easily conduct com-
merce over the Internet.

What some people saw as problems, others saw as opportunities and
starting in late 1995 and 1996 a third wave of companies emerged each
claiming to solve different elements of the “commerce” problem. Today,
this third wave of companies is rapidly coalescing into a full-fledged
industry of strategically and financially related companies that are all
focused on just two words: Electronic Commerce.

As this new “Electronic Commerce” industry begins to enter its growth
phase, it is cteating a tremendous amount of excitement both in the popular
press and in the investment community. Unfortunately, along with this
excitement has also come a good deal of confusion. From grain processors
to utilities, a confusing array of companies have suddenly recast themselves
as “leaders of the EC industry.” Such a wide variety of firms claiming to be
involved in EC has made it very difficult for investors to determine which
companies are truly in position to capitalize on the potential of EC and
which companies are simply trying to expand the multiples on their stocks.
This situation has also made it difficult for investors to determine which
companies are competitors versus partners and what indicators should be
used to judge the health and direction of the industry. This book attempts to
clear up the confusion surrounding Electronic Commerce and the invest-
ment opportunities created as a result of its growth by answering a few
basic questions about the EC industry including: What exactly is “Electronic
Commerce”?, How does it work?, and What are the real prospects for the
EC industry?

Answering these questions will hopefully shed some light not only on
the structure and operation of the EC industry, but also on the key success
factors and major areas of opportunity going forward.

While this book is written primarily with investors in mind, it contains
a great deal of general industry background and information and there-
fore should prove useful to anyone with an interest in the growth and
development of Electronic Commerce.

What Is “Electronic Commerce”?

Perhaps the first question that bears answering in any examination of the
EC industry is just what constitutes “commerce.” While there are many



