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Electronic Commerce in Hong Kong
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The rapid proliferation of the personal computer and the Internet has
dramatically changed the traditional way of conducting businesses in many
industries. Today, more and more business establishments are conducting
their businesses through electronic means, such as the Internet.  Such new
mode of doing businesses is generally called Electronic Commerce (EC). This
article summarizes major statistics on EC and presents a broad picture on the
readiness and intensity of EC application in Hong Kong.
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If you have any enquiries on this article, please call Economic Surveys Development
Section (2), Census and Statistics Department (Tel. : 2805 6119).
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1. Introduction

1.1 The development of information technology,
particularly the rapid proliferation of the personal
computer and the Internet, has dramatically changed
the traditional way of conducting businesses in many
industries. Today, more and more business
establishments are conducting their businesses
through electronic means, such as the Intemet. Such
new mode of doing businesses is generally called
Electronic Commerce (EC).

1.2 EC may be classified, according to the
identities of the parties involved, into Business-to-
Business (B2B), Business-to-Consumer (B2C),
Government-to-Business (G2B), Government-to-
Consumer (G2C) and Consumer-to-Consumer (C2C).
Some examples are given below.

BFHESHEDR %l ¥

Type of EC Example

EESSEEES —RIEEHHEEAE FRENE (EDI) M5 RS s TR -

B2B A business establishment purchases raw materials from another business

, establishment through Electronic Data Interchange (EDI).

EESSRICi-€:1 —ZHBEEBEMEREERNXEACERKBEERMS -

B2C A consumer buys cinema tickets through the Internet or Interactive Voice
Response System.

BT —HEFRINBEREHEEBNERFEF T ARBREFFBE
BE -

G2B A new sole proprietorship applies for the Business Registration Certificate from
the Inland Revenue Department through the Electronic Service Delivery scheme*.

BUTHRES —REBEZANKRBFEEFILFE HEHEAREHNE -

G2C A driver renews his driving licence with the Transport Department through the
Electronic Service Delivery scheme*.

HEEAMRESR | —LHEEEAREMYL  AE—RHEEBA—GZFEM -

c2C A consumer buys a second-hand computer from another comsumer through an
auction web site.

* FEAHBBEEFAEET » —RIIMAHRE AT AR EME T RRIR M - F—NALBREE FLEEIE
E_EEZFEHTT -

* Under the Electronic Service Delivery (ESD) scheme, a wide range of public services will be delivered through
the Internet or other electronic means. The first phase of the ESD scheme will be launched by the end of 2000.
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1.3 EC can remove time and geographical
constraints and hence improve timeliness and speed.
Moreover, it can reduce business costs and create
business opportunities for new or improved services.
However, security and trust are the primary barriers
to its development.

1.4 To foster the development of EC in Hong
Kong, the Electronic Transactions Ordinance was
enacted in January 2000 to provide the necessary
legal framework to enhance certainty and security in
the conduct of electronic transactions. Moreover,
the Hongkong Post has launched the Certification
Authorities service to ensure the authenticity,
confidentiality, integrity and non-repudiation of
messages exchanged in the transactions conducted
through open networks.

1.5 The Census and Statistics Department (C&SD)
has conducted ad hoc surveys and expanded existing
surveys to collect EC data so as to help better
understand and quantify the EC usage in Hong Kong.
This article summarizes major statistics on EC and
presents a broad picture on the readiness and intensity
of EC application in Hong Kong.

1.6 At present, consensus has not yet been reached
in the international community as to what constitutes
EC. Different measurement programmes might
have different definitions of EC to suit their own
purposes. Some programmes include all business
activities carried out over both the Intemet and other
electronic media, whereas others include only
Intemet-based business activities which result in
completed transactions. Hence, great care should be
exercised when comparing EC statistics from
different sources.

2. Difference between e-business and
e-commerce

2.1 To facilitate discussion, let us clarify what EC
refers to in this article. There are two major
concepts : e-business and e-commerce.
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22 "E-business" refers to all business activities
conducted through electronic means, including
business activities involved in various stages of the
business cycle, from marketing, advertising, ordering,
delivery, payment to stock replenishment.
Electronic means refers to the processing and
transmission of digitized data which are transmitted
through electronic media such as the Internet and
designated private network.

2.3  "E-commerce", under the transactional
approach commonly adopted, is a subset of e-
business. It covers only transactions (i.e. change in
ownership) completed through electronic means.

3. Infrastructural support in Hong Kong

3.1 To move towards the "e-economy", there must
be good telecommunications infrastructure support.
Hong Kong has world class telecommunications
infrastructure and is the communication hub for the
Asia-Pacific region. To support the development of
high value added and knowledge-based economy in
Hong ‘Kong and enhance Hong Kong's
competitiveness, a broadband telecommunications
infrastructure has been set up to support rapid data
transmissiori. By August 2000, all commercial
premises and nearly 90% of households are covered
by broadband network.

3.2 The Intemet market in Hong Kong started to
expand drastically in 1995. According to the Office
of the Telecommunications Authority, the number of
licensed Internet Service Providers (ISPs) increased
from 3 in end 1994 to 56 in end 1995. By August
2000, there were 210 ISPs operating in Hong Kong,
and they served some 2.4 million customer accounts
with dial-up access, 10302 with leased line access,
and 243999 with broadband access. Underpinned
by strong promotion and competitive pricing by the
major ISPs, Internet traffic volume surged to 1.44
billion minutes in August 2000.
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Chart 1 Number of Internet Service Providers (ISPs), 1993 — 1999
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3.3 According to the results of the Annual Survey
of Storage, Communication, Financing, Insurance and
Business Services conducted by C&SD, the ISPs
generated $1.6 billion business receipts from Internet
related services in 1998, or an increase of 94.2% over
1997. Basic connection charges, being the principal
line of Internet business receipts for ISPs, contributed
70.8% and 64.0% of the total Internet related service

64.0% > 20 BrHEHLIE Y X 2 5 B fEER Ik

AN

receipts in 1997 and 1998 respectively.

ﬁ o
£ — R IR B R E— A AL RANERN BB BB R B
Table1l Internet-related business receipts of ISPs in 1997 and 1998
(BAT
$million)
iR B | 2EHHSE
Type of service 1997 1998 % change
() Ag/EIT/HFRERA 9.3 1.1% 7.1 0.4% -23.1%
Membership / registration / account
set-up fee
(i) Bgzm‘m%. . 5903.1  70.8% 1,409  64.0% +75.5%
asic connection services
(iii) HHE T RABBARES
Web hosting and related services 323 3.9% 276.3 17.0% +754.8%
N .
(iv) HASREBHRERAOMRE 2026 24.2% 301.6  18.6% +48.9%
Other Intemnet-related services
8 E
837.3 100% 1,626.0 100% +94.2%
Total
Fo&FstAH —BEZEFE+_-8 FD5 Hong Kong Monthly Digest of Statistics December 2000
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3.4 With the emergence of EC, online advertising
is also growing in popularity as it is cheaper, and
more importantly, allows reader targeting. Along
with this trend, business receipts from Web hosting
and related services in ISPs showed strong growth
from some $32 million in 1997 to $276 million in
1998, contributing 17.0% of the total business
receipts from Intemet related services in ISPs in
1998.

3.5 The well-established infrastructure and further
enhancement of the broadband telecommunications
coverage would greatly facilitate the development of
EC in Hong Kong, particularly those conducted over
the Intemnet.

4. Readiness of Adopting EC

4.1 Apart from infrastructural support, people
having the necessary skill to use the infrastructure
and business establishments getting ready for the
change are also needed. As Intemet is the major
communications network for EC, proliferation of
Intemet usage in both the households and the
business sector is a pre-requisite for the development
of EC.

4.2 To collect data on IT usage and the extent of
EC application in the business and household sectors,
C&SD conducted two surveys in 2000. The
Household Survey on Penetration and Usage of
Information Technology was conducted in the first
quarter (Q1) of 2000 and the Survey on Information
Technology Usage and Penetration in the Business
Sector during March-June 2000. Some key findings
of the two surveys are presented below.

Are the people ready ?

43 In Q12000, there were some 1051100
households having personal computers (PCs) at
home, or 49.7% of all households in Hong Kong.
Among them, 770200 (73.3%) had their PCs
connectable to the Internet. This number
represented 36.4% of all households in Hong Kong.
For those currently not connectable to the Intemnet,
25.8% indicated that they intended to acquire Internet
access in the coming 12 months.
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44 As people are the most important asset of Hong
Kong, it is important to equip the young generations
with the skill and attitude to meet the challenges of
the Web Wave. In this regard, the Government has
set aside a significant amount of resources for the
implementation of a series of IT initiatives, including
providing computers for each primary and secondary
school. Under this initiative, students also have the
chance to get Internet access at school.

4.5 In Q1 2000, 30.3% of those aged 10 and over,
or 1 855 200 persons, had used Intemet during the 12
months before enumeration. The highest Internet
penetration (64.5%) was among persons aged 15-24.
On the other hand, only 5.8% of those aged 45 and
over had ever used Intemet during the period.

® Z  EHERRENESOESEETF _EAARYERERENTRRU EALEH
Table2 Persons aged 10 and over who had used Internet during the 12 months before
enumeration by age and sex
(FA
thousand)
B zHE 2y
AT Male Female Overall
Age group AB Hg* AB g AB Hg*
No. of persons Rate * No. of persons Rate * No. of persons Rate *
10-14 89.8 42.1% 90.1 44.3% 179.9 43.1%
15-24 279.1 62.6% 304.3 66.3% 583.4 64.5%
25-34 275.0 50.2% 284.7 46.3% 559.7 48.1%
35-44 240.0 33.6% 162.4 23.0% 402.4 28.3%
45-54 79.3 15.7% 31.8 6.9% 111.1 11.5%
55-64 13.6 4.8% 35 1.4% 17.1 3.2%
65 + 1.7 0.5% 0.0 0.0% 1.7 0.2%
R 5t 0 0 0
978.5 32.0% 876.7 28.5% 1 855.2 30.3%
Overall

* {EFTBER R IEFIERNEABRESE -

* As a percentage of all persons in the respective age and sex subgroup.

4.6 % 1855200 B HkHEEE R 6L R LI
BN T EMARR AR N ERARBERE -

FHGItAT —EEEE+_-A

4.6 The 1855200 Internet users used the Intemet
mainly for communicating with others and
browsing/surfing for information.
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47 BEOEANSISE G E6EHXYLE 4.7 The relatively high PC usage and Internet
penetration in Hong Kong show that the people,

= , 3 = _
& RREEMR (RHREF ) BRE particularly the younger generation, already have the

A& EPEAETE SRR - basic skill to use EC in their daily lives.
PSR e RS © Are the business establishments ready ?

48 EHEBEFEFURBER 2= 4.8 Facing an economy with information

—= , o/t - - explosion, 51.6% of establishments in Hong Kong
F=EAAM - 51.6%RIBBENCAHE TE were equipped  with computers (PC/mini

faE (BB / /NEUERE / EHERS) - computers/mainframe) during March-June 2000, and
37.3%HIBE BN E R L A R - 37.3% had Internet access.

49 EHEMFEEREATRRITRENEE 4.9 Internet usage varied significantly among

= . — — , A industry sectors. During March-June 2000,
T[E]_ _%%gﬁi_i/_\ﬁﬁﬂ EH%%‘EB'JEFE Internet connection was most common in the
EER - g - WERBRRERESEE financing, insurance, real estate and business services
3 56.9%EEENEEREKMME - B—F sector, with 56.9% of the establishments connected.

T 1R BEREIRER » 1A 18.6% On the other hand, only 18.6% of those in the
transport, storage and communications sector adopted

PR EAI 0 A B - such usage.

R = EIETREIFINE_STTEFEAAMEEEACNE HETHAR
ARIUME /M BBEMGASE S P

Table 3 Percentage of establishments with PC, Internet connection or Web pages/sites
during March-June 2000 by major industry sector

WEEARE /

NYERS / ERERS BEEERBE BIROIMEHE / @k

FISBEMFHEE SR EBEUFGESE IRBEUMEES$
(PE 3Vl % of establishments % of establishments % of establishments
Industry Sector with PC/mini computers with with

/mainframe Internet connection Web pages/sites

gk 48.8 31.6 5.0
Manufacturing
ANRMRF 100.0 51.6 19.4
Electricity and gas
Biax 453 24.5 4.8
Construction
Wholesale, retail and import/export
trades, restaurants and hotels
B - BERBAN o 27.6 18.6 3.3
Transport, storage and communications

Financing, insurance, real estate and
business services

T - g REAREE 43.6 24.6 8.9

Community, social and personal services

R &t
.6 .
Total 51 37.3 7.3
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4.10 As expected, Internet usage increased with size
of establishments. Some 77.9% of the larger
establishments® and 33.8% of the smaller
establishments®® had Internet connection during
March-June 2000.
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Percentage of establishments with Internet connectior during March-June 2000
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S. Adoption of E-business

5.1 While 37.3% of the establishments had Internet
access, only 7.3% had their own Web sites/Web
pages. Most of the Web sites were for providing the
company's information, and only 5.8% of the
establishments having Web pages (ie. 0.4% of all
establishments in Hong Kong) offered on-line
ordering of their products/services. "No business
benefit to sell goods, services or infortnation through
electronic means at this time" and "Not popular in the
industry” were the major reasons cited by
establishments for not selling their products and
services through the Internet.

The delineation of large; medium and small establishments in this article is given below :

E-AAAFE+ZA=TAENREEIRRAK

No. of persons engaged in the establishment as at 30 December 1999

frREy : Ny

Industry sector Small
E <10

Manufacturing

Hih <10

Others

THHATAT —BEEF+_8

bR B
Medium Large
10-99 >99
10-49 >49
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- Table4  Applications of Web pages / sites during March - June 2000

M / WubryThae

Functions of Web pages / sites

BB ThRERI BB BN,
(ST EHEMEE / Mih
FIRRBEMES R
Among all establishments
with Web pages/sites, % of
establishments supporting
such function

(1) ROEERA REESRIRBOER

99.9

Providing information on the establishment and products and

services offered

(i) WEMERETNER

On-line collection of feedback from customers

(iii) A LEERRL

On-line after sales services

(iv) #BESTREREE RE SR ARES

33.1

3.8

5.8

On-line ordering of the establishment's products and services

(V)  #8LRRE R ARES

2.6

On-line delivery of the establishment's products and services

(vi) RLEfFFK

On-line payments

0.5

52 HRITRERISN > BEHRREEAR
19.4% HIBEBEARRE ORI,/ MH > 25
1TRERICE - HRZER - Rig - ERF
RIIRHE(10.3%) - ZEFTAHER HCMLL / /8
HOBBEGE S 1% -FE - EHOES -
BR R RN 2R 55.3% o

5.3 ZBEBEMHIE (AIREANBNSS) 55
¥7 > 43.2% RIRBBGIBEEIHEA B ORI,
eh &Y R/ NEUBSAE BAATAORERE LER - HISRIS
18.5%F0 5.4% o

FHMItAY —SEEE+-A

5.2 Analyzed by industry sector, the electricity and
gas sector had the largest proportion of
establishments having their own Web sites/Web
pages (19.4%), followed by the financing, insurance,
real estate and business services sector (10.3%).
Among all establishments with their own Web sites
/Web pages, 55.3% were in the wholesale, retail,
import/export trades, restaurants and hotel sector.

5.3 Analyzed by the size of establishment in terms
of number of persons engaged, 43.2% of large
establishments had their own Web sites as against
18.5% of medium establishments and 5.4% of small
establishments.
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5.4 During March-June 2000, there were 35.9% of
establishments adopting some forms of e-business
(i.e. had ever ordered/purchased, received, sold,
delivered goods; services or information through
electronic means). B2B EC was still not very
popular in Hong Kong. Only about 4.9% of
establishments had ever ordered/purchased through
electronic means, with the majority being
concentrated in the financing, insurance, real estate
and business services and wholesale, retail and
import/export trades, restaurants and hotel sectors.

6. Intensity of EC

6.1 Purchasing through the Internet was still very
limited. In Q1 2000, only 3.2% of the population
(aged 15 and over) had ever ordered over the Internet
during the 12 months before enumeration, probably
due to concerns on security.

6.2 In 1998, business receipts from Internet sales
amounted to $98.2 million, contributing only 0.002%
of the total business receipts. Though business
receipts from Internet sales significantly increased, by
871.5% to $953.4 million in 1999, the share in total
business receipts remained relatively small (0.02%).

6.3 Analyzed by industry sector, most of the
Internet sales was generated from the community,
social and personal services sector, followed by the
wholesale, retail and import/export trades, restaurants
and hotel sector in 1998. The two sectors still
topped the list in 1999, though their rankings were
reversed.

6.4  Apart from the Intemmet, 1.2% of the population
aged 15 and over had ever made a purchase over the
Interactive Voice Response System (IVRS) during
the same period. Business receipts from IVRS
totalled $1.7 billion in 1999, representing a slight
decline of 3% over 1998.

6.5 As a whole, business receipts for transactions
completed through various electronic means (IVRS,
Internet, private designated network) amounted to
$4.6 billion in 1999, contributing 0.1% of the total
business receipts for all selected industry sectors in
that year.
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Table 5 Business receipts for transactions completed through electronic means in 1998
and 1999
1998 1999
BEFHESN (LITHE HETESN TP E <
BB FBkat FEBW FB5at
_ ¢ 2 7T ol UEDE RS
R (&) Ba® (B&T) Ba®
Industry sector Business receipts As % of total  Business receipts As % of total % change
for EC receipts of the for EC receipts of the (1999/1998)
transactions industry transactions industry
($ million) sector ($ million) sector
U=~
ﬁ;’fﬁacmﬁng 113.2 0.04 151.0 0.05 334
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transactions is still very limited, contributing just
0.1% of the total business receipts of the economy.
However, with the establishment of the legal
framework and the broadband telecommunications
infrastructure, it is expected that EC transactions will
have robust growth in the coming years.
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