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—  Abstract

The last few years have seen a rapid fall in the price of both bandwidth and network
equipment. The broadband penetration rate has been rising steadily, and Internet users have
gradually become more receptive to the idea of making purchases online. As a result, the
online consumption market has once again become a major focus of attention. The bursting of
the dot-com bubble helped to winnow out the less effective business models; since then,
Internet companies have been working steadily to improve their business models, while at the
same time the supporting infrastructure has gradually improved. Today, many online
consumption business models are fully mature.

Whether in terms of the Internet as a whole or individual online entertainment or
content industries, the US market is more highly developed than that of any other country. In
the online entertainment market in particular, the US leads the world. In 2002, the US
accounted for 70% of the global market for paid online content services. By 2005, the amount
being spent on such services in the US each year had reached US$2,045 million, representing
an annual growth rate of approximately 15% compared to 2004. It was anticipated that, in
2006, the US would continue to account for over 60% of the total global market for paid
online content services.

The, two most important segments of the paid online content services market are online
dating and online entertainment. In 2005, online entertainment accounted for the largest share
of the US paid online content seryices market, at 33%; online dating held the next largest
share, at 25%. Within the online entéttainment segment, online gaming is the biggest service
category. However, following the successful implementation of a paid music downloading
business model in the shape of Apple's iTunes service, the online music market is growing
rapidly, and is now one of the most important growth drivers for the online entertainment
market as a whole.

The online shopping and online auction markets have also started to take off again, The
main factors behind this renewed growth are the fall in the price of both bandwidth and
network equipment, the gradual improvement of the overall broadband environment, the
development of more profitable business models and the greater willingness of consumers to
make purchases online as they become more experienced in using the Internet and come to
rely on it more in their daily lives. Here again, North America has the largest and most highly
developed online shopping and online auction market, although the rate of growth in this
regional market has begun to slow. China has the greatest growth potential, although there are
still many problems to be solved in terms of payment and delivery mechanisms.

Online consumption has become steadily more widespread in North America. By 2005,
42 million American households were engaging in online consumption; this figure represented
56% of households with Internet access. It is anticipated that, by 2010, over 60% of
Internet-using households in the US — 48% of all US households — will be engaging in online
consumption. In Europe, by contrast, people are still using the Intemet mainly to search for
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information or send and receive e-mail; online consumption is still not very widespread in this
regional market. What online consumption there is consists mainly of online shopping or
participation in online auctions; the percentage of European households making use M online
entertainment services is very low.

In Asia, the market that is attracting the most attention is China. Currently, many types
of online services are still just starting to take off in China. Chinese consumers still prefer to
do their shopping at traditional bricks-and-mortar retailers; the percentage of households that
make use of online paid content services or online shopping / auction services is very low.
Many issues relating to the security of online payment mechanisms and to delivery remain to
be solved; as a result, Internet users still do not feel comfortable making purchases online.
Nevertheless, the number of Internet users in China continues to grow, and consumers are
gradually becoming more dependent on the Internet. With aggressive promotion of online
consumption by major companies, and with the ongoing improvement of the online payment
and delivery environment, the number of people engaging in online consumption can be
expected to grow significantly in the future.

In Taiwan, the most important types of online entertainment service are gaming, music
and online photo album services. Penetration rates for, these services are much higher among
students than they are among other age groups. The ‘pefietration rate for blogging is highest
among people in their 20s, while the penetration rate for online learning services is highest in
the 30 — 39 age group. Participation in online shopping and online auctions is relatively
widespread, with around 70% of Internet users having made use of such services.

As regards the business models that have been adopted in the online consumption
sector, in the global online entertainment market as a whole, revenue from online advertising
is still the main source of earnings. With the steady increase in broadband penetration rates
and the rapid growth of online entertainment content, Internet users are gradually becoming
more willing to pay to use online entertainment services. The interactive nature of the Internet
makes it possible to offer a much wider range of services than can be provided by other media
such as TV and radio. And to personalize service provision to a greater extent. Internet
companies are constantly working to develop new types of value-added service that can bring
in more fee revenue to supplement their earnings from advertising. For online shopping
companies, it is product sales rather than advertising that are the main source of revenue. The
operators of online auction sites and online shopping malls are basically engaged in providing
a transaction platform, and in the provision of supporting services such as payment
mechanisms, distribution services and consulting services; for these companies, the fees that
they charge vendors are the main revenue source; revenue from advertising and other sources
is of secondary importance.

The special characteristics of the Internet make it relatively easy for consumers to
switch from one service provider to another. If a company can offer new functions or new
services, consumers will often desert that company's rivals in droves to take ad%ﬁmga of
these new offerings. With the Internet environment as a whole gradually reaching maturity,
and with market competition becoming increasingly intense, online service providers now
need to focus not only on boosting transaction volume but also strengthening customer loyalty
to reduce churn. Those companies that succeed in doing so will be able to maintain and
strengthen their competitive advantage.
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