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ABSTRACT

The online economy takes a huge role in today’s globalized world. Internet as a general purpose technology changes how companies
operate, but it also changes the markets. The online economy has a huge effect on people’s everyday life, private and public com-
panies as well. The goal of this paper is to analyse the global online economy by countries of origin answering the question which
countries dominate the internet. After deep literature survey on the subject the Alexa Top 500 database is used to analyse it by the
most visited websites in the world. The analysis shows the online economy is dominated by the USA and China. Correlation analysis
confirms that GDP correlates with websites originating from that country. This means highly developed countries have better online
economy with more websites, dominating the online economy.
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Introduction

The online economy is getting more and more important in the world economy. As this part of the
economy is a new one, it has not received as much attention from researchers as the ‘traditional’ economy.

Problem. As companies can work from distant countries through the internet, it is not clear which are
the dominating countries in the online economy. One may think that it is dominated by those countries which
dominate the ‘traditional’ economy or it may be dominated by those countries which has the most population
as people create content on the internet.

Purpose. Thepurpose of this paper is to describe and analyse the online economy in a globalised world,
defining which countries are dominating it, giving a nationality outlook on the internet.

Object. The object of the research is to describe the importance of the internet as a general purpose
industry and analyse the online economy on a nationality basis. The paper aims to discuss the current trends
in the topic including discussing why internet is a general purpose technology, how it is connected with
‘traditional” markets and how it affects them. The objectives of the current research are to answer which
countries have the highest role in the only economy and try to find some correlation between this, the GDP
and the population of the countries.

Tasks. The author first overviews the online economy, than takes a deeper research into the national-
ity of websites. The research methods are based on deep literature review of those articles and books that
are considered relevant on the topic by mainstream economists. Two hypothesis are set and analysed. Own
research is done by analysing the Alexa Top 500 database. Correlation analysis with the World Bank (2013)
GDP and population data is done.
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1. The beginnings of the online business

On 15 March 1985 the first registered domain name, symbolics.com was registered. Since that time, the
Internet has revolutionized the business processes and even changed people’s everyday lives. During this
time, a number of innovative “dot-com” companies invented and used new business models. New products
and services have been created, changing the purchasing habits of people and the distribution channels of
companies. Internet has not only resulted in economic growth, but also changed social relations (Atkinson
et al, 2010: 2) In December 2011 there were 2.2 billion internet users world-wide, which was 32.7 % of the
total population of the world (Internet World Stats, 2012). Internet usage spread at an amazing speed. Only
18 thousand websites existed in the world in 1995, but 80 million .com domain nameswere registered in 2010
with an average monthly increment of 668 thousand. (Atkinson et al, 2010: 1).
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Figure 1. An early screenshot of internet

Source: Atkinson et al, 2010: 3

In order for companies to introduce new technologies, it is important that the change should be easy to
happen. The new technology should be as much compatible with the old technologies as possible (Farrell,
Saloner, 1992: 9). During the introduction of web solutions companies reported significant changes in their
operations,the internet protocols (TCP/IP, HTML, etc.) and popular software are the bases of compatibility,
whilst also providing opportunities for development. Websites can be viewed in the same way in today’s
browsers like in the early days, the e-mail as a communication solution unchanged for decades, only the
displaying software and the hardware developed further.

2. Internet as a general purpose technology

The development of information technology improves information processing and dissemination. At-
kinson et al (2010: 2) describes the importance of the internet causing historic breakthrough developments
that are comparable to the introduction of cheap steel, the telephone, the internal combustion engine or
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the electricity. Such general purpose technologies (GPT) appeared historically about in each half centuries
changing the economy drastically including the fact what the industry produces, how to organize and manage
the output, where to produce geographically and what knowledge is required for it, furthermore it changes
the infrastructure and also the laws. The GPT industries usually start in small, but then they spread rapidly
throughout the economy. Meanwhile their costs drastically reduce, their performance increases, industries
and products become an integral part of the processes, business models and causes innovation in organiza-
tions. (Atkinson et al, 2010: 2)

A good example for the GPTs is the internet and the online economy. Internet inthe beginning of the
2000s created new industries, such as online auctions and marketplaces (Porter, 2001: 5). Internet has some
of the greatest impact on the existing businesses. The well-known model of Porter, the five-factor analysis
can be used to analyse the internet on the impact of industry competition. There are positive and negative
factors:

e Threat of substitute products:
- (+) As the efficiency of the entire industry increases, the market size increases as well.
- (-) The internet may cause other alternative products.
e Entry barriers:
- (-) Some barriers to entry are reduced, as the number of sales personnel, sales channels or ac-
cess to physical things — all those things that the internet technology eliminates.
- (-) Internet applications can be copied easily so it is hard to keep out new entrants.
- (-) New entrants flood the market.
e Bargaining power of customers:
- (+) Eliminate the strong, traditional sales channels and improve the customers’ bargaining
power in these channels.
- (-) Improves the end-user bargaining position.
- (-) Standardization decreases the cost of switching.
e Bargaining power of suppliers:
- (+/ -) Companiescan reduce the bargaining power of suppliers by using the internet as supply
channel, but on the other side, the suppliers will have access to more potential buyers as well.
- (-) The suppliers can easily access the buyers through online channels without the end-user
commercial corporations.
- (-) Online markets ensure equal access for all companies to suppliers, helps to obtain uniform
products, which lead to a reduction of differentiation.
e The intensity of competition:
- (-) The difference between the products of competitors reduces because it becomes more dif-
ficult to differentiate them from each other.
- (-) The competition is increasingly becoming a competition of price.
- (-) The geographic market becomes larger by increasing the number of competitors.
- (-) Decrease the proportion of variable costs relative to fixed costs, increasing the pressure for
price reductions (Porter, 2001: 6).
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Figure 2. Porter’s five forces model framework

Source: Porter, 1979: 6

3. The online companies

The online economy and the IT economy are interconnected, but the two are not identical. The online
companies can be considered as a group of IT companies. While Amazon is a typical online company, pri-
marily in hardware manufacturer Apple is said to be more like a traditional IT company. Hereinafter online
companies are distinguished by the following:

e Mainly providing online products, services, contents or is an online intermediary company.
e A company that is functionally inseparable from the internet, for example having internet the main
distribution channel.

The online economy rate can only be estimated, since many are not or hardly measurable. For example,
it can not be that fast and simple online search will add to the economic indicators.

The online solutions allow companies to use the “long tail” phenomenon. The demand of typical tradi-
tional businessis limited, causing that rare, little-demanded products are hard to sell. While a typical book-
store has somewhere between 40 000 to 100 000 books, at Amazon there are 2.3 million books to choose
from. The Posters.com offers 3500 various posters, at Ties.com customers can choose from 2500 different
ties. In the Netflix online DVD rental service 65 000 DVDs can be found, compared to a traditional movie
rental shop’s inventory of about 3000. 40 % of the income of Rhapsody online music service is derived from
music not available in traditional stores offer (Atkinson, McKay, 2007: 45).

Using the internet a larger market can be accessed than using traditional distribution channels. In case of
traditional companies the market can be defined as the population of the accessible geographical area. Even
for firms operating in big cities the market is not as huge as the online potential market. For example, a shop
in Budapest has a potential customer base of about 2 million people, while an online Hungarian store has
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about 4 million potential customers, because that many people use internet in Hungary nowadays. Regarding
the special features it is the same concept. Online education and online health care supporting solutions are
increasing. These services become economically available to the rural communities as well.

Whatever the product is, the online solutions help mass customization, which has the goal to custom-
ize mass-produced products within certain limits. The mass customization is to effectively distinguish the
products for the customer by the greatest extent allowed by the supply chain (Chase, 2006). ByKaplan
and Haenlein (2006: 176-177) this is a value-creating strategy based on the relationship of the company
and the customer to manufacture and assemble products to create personalized mass-produced products on
the same price levels as not customized products (Schmuck, 2012: 51). The online solutions improves the
company and the consumer relationship, making it easier to assess needs and reduce changeover times and
costs. This method is used for example by Lands End asking for exact sizes for our clothes ordered, provid-
ing a completely personalized outfit. Nike shoes can also be individualized, Quantum Cycles are producing
custom-tailored manufactured bicycles. (Atkinson, McKay, 2007: 46) This method can be easily extended to
services, for example the Hungarian Smart card holders get personalized offers from the Smart card operat-
ing companies (Shell, McDonald’s, etc).

In the online economy financial markets are also affected. Sharetrading through online platforms largely
shifted from the traditional broker trading to online trading methods. In Japan this feature became a huge
commercial success. In 1999 there were only 300 000 online broker accounts, but in 2006 this number
reached 7.9 million, giving one quarter of the total shares trade in the country (Fackler, 2006: 1).

Public sector can use online services as well. Online public services offering services that are provided
at a low cost can be made online. Municipalities usually provide such services: there is typically an online
library of frequently asked questions for online office administration. These organizations can not be said to
be operating online, they are only active in the online helping tools (Schmuck, 2011: 230).

Companies in the information technology contribute directly to economic performance, some statistics
show that the 2 % of the GDP of USA can be originated from these companies (Deighton, Quelch, 2009:
4). Although various estimates give different results, a search reveals that even in the middle of the 2000s
electronic commerce resulted in savings of $ 1.25 billion for the global economy, which was about a whole
4.9 billion dollars. This is roughly a 25 % savings compared to using traditional commerce (Dess, Lumpkin,
2004: 161). A survey in Great Britain shows that the use of e-procurement and e-sales combined causes im-
provement in productivity (Criscuolo, Waldron, 2003: 55). Although the values differ, there is a clear trend
that using electronic commerce reduces costs. This also causes changes in consumer behaviour. Nowadays
only 25 % of the car vouchers, 30 % of hotel nights and 50 % of airline tickets are sold through traditional
travel agencies (Atkinson et al, 2010: 44).

4. Nationality of online companies

We have seen that online companies are very important in today’s economy. We have the presumption
that online companies can be identified by online websites and they can be judged by the number of visitors.
It is interesting to look into deeper where these websites operate. Many of the online companies are global,
but each of them has its country of origin, where it is based. Before the analysis two hypothesis are set:

1. Countries with higher GDP has more websites.

2. Countries with higher population has more websites.

The research was done using the Alexa Top 500 database (Alexa, 2012). It is an online database of global
websites. Alexa takes a sample of the visitors of websites by using a browser plugin. Based on this statistical
data it provides a list of websites arranged by the number of visitors. The top 500 list of this global database
can be accessed free at www.alexa.com. This is one of the most comprehensive database of websites world-
wide. The research was done on the 1** August 2012 state of this Alexa Top 500 list.

Each website was analysed one by one to determine its country of origin. There were a lot of duplicated
websites in the database which were excluded (for example Google has different top-level-domain names
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for different countries). The websites were analysed deeply checking the operating company origin if pos-
sible, otherwise analysing the ownership of the domain name. This is not the same as the top-level-domain
name. Besides some law restrictions in many countries any company can get any domain name with local
top-level-domain name ending (for example .hu for Hungary). After excluding the duplications 419 websites
remained. In nine cases it was not possible to check its origin due to technical or privacy problems. In 410
cases the county of origin could be determined.48 different countries could be identified. Most of the web-
sites are originated in the USA (182) and China (70). Table 1 shows the results by countries including GDP
and the population data of the countries which are needed to analyse the hypothesis. The source of this data
was mostly from the World Bank (2013), but in some cases data was missing at World Bank. In these cases
it was needed to look for other sources.

Two correlation analysis were done on the data sheet. First, the correlation between the GDP of the
country and the corresponding number of websites was analysed. It gave 0.928 which shows a tight connec-
tion between the GDP of the country and the number of websites in that country. Secondly the connection
between the population and the number of websites was analysed. The result is 0.390 which is a weak cor-
relation. Based on these values we can accept hypotheses 1 and reject hypotheses 2. Countries with higher
GDP has more websites.

There are limitations of the research. The less visited ‘long tail” of websites were not included, only the
biggest ones. There may be other online companies without websites with many visitors. These factors were
excluded in the research, so the results can be accepted with these limitations only.

Table 1. Origin of websites in the Alexa 500 database including GDP and population

Websites GDP (USS, 2011) Population (2011)
Australia 2 1379 382 221 955 22 620 600
Bahamas 1 7787 514 000 347176
Belgium 1 513 661 111 111 11 008 000
Brasilia 6 2 476 652 189 880 196 655 014
British Virgin Islands |1 853 000 000 31912
Bulgaria 1 53 514 380 731 7 476 000
Canada 7 1 736 050 505 051 34482 779
Cayman Islands 0 3 080 000 000 56 729
China 70 7318499 269 769 1 344 130 000
Costa Rica 1 40 869 768 515 4726 575
Cyprus 4 24 689 602 446 1116 564
Czech Republic 2 217 026 553 672 10 546 000
Egypt 1 229 530 568 260 82 536 770
Estonia 1 22 154 722 222 1 340 000
France 9 2 773 032 125 000 65 436 552
Germany 15 3 600 833 333 333 81 726 000
Gibraltar 1 1 106 000 000 29 111
Hong Kong 4 248 611 896 197 7 071 600
Hungary 1 140 029 344 474 9971 000
India 9 1 847 976 748 681 1 241 491 960
Indonesia 2 846 832 282 925 242 325 638
Iran 3 331014973 186 74 798 599
Ireland 2 217 274 951 267 4 487 000
Israel 4 242 928 731 135 7 765 700
Italy 6 2 193 971 063 086 60 770 000
Japan 11 5867 154491 918 127 817 277
Luxemburg 1 59 200 833 333 517 000
Netherlands 4 836073 611 111 16 696 000
Netherlands Antilles 2 3 810 000 000 175 653
Norway 1 485 803 392 857 4952 000

222




ISSN 2029-9370. REGIONAL FORMATION AND DEVELOPMENT STUDIES, No. 3 (11)

Websites GDP (USS, 2011) Population (2011)
Philippines 1 224753 579 833 94 852 030
Poland 5 514 496 456 773 38216 000
Portugal 2 237373 611 111 10 637 000
Romania 1 179 793 512 340 21 390 000
Russia 10 1857 769 676 144 141 930 000
Serbia 1 45819 561 019 7261 000
Seychelles 4 1 007 186 292 86 000
South Africa 1 408 236 752 340 50 586 757
South Korea 2 1116247397319 49 779 000
Spain 4 1476 881 944 444 46 235 000
Sweden 2 539 681 664 099 9453 000
Switzerland 1 659 307 920 845 7907 000
Turkey 2 774 983 417 981 73 639 596
United Arab Emirates |1 360 245 074 960 7 890 924
United Kingdom 12 2445 408 064 516 62 641 000
Uruguay 1 46 709 797 684 3368 595
USA 182 14 991 300 000 000 311 591917
Vietnam 1 123 600 141 396 87 840 000

Source: World Bank (2013/1) and World Bank (2013/2); excluding: British Virgin Islands: GDP 2004, Population
2013 (Est.), source: Geoba (2013); Gibraltar: GDP 2006, population 2013, source: CIA (2013); Netherlands Antilles:
GDP 2008, source: United Nations (2009: 139); Iran: GDP 2009, source: World Bank (2013/1); Cayman Islands:
GDP 2009, source: Trading Economics (2013)

Conclusions

After showing the importance of the global online economy a corresponding analysis was done. The
paper looked for the answer if the number of websites originated from a country depends on the GDP or the
population of that country — or they does not correlate at all. Based on this two hypothesis were formulated.
After analysing the sample of the Alexa Top 500 database, one of the two hypothesis was accepted which
states that the number of websites in a country correlates with the GDP of that country. However, a weak
connection was also found between the population and the number of websites. Based on the research it can
be stated that the online economy is heavily dominated by the USA and China.

The results show that the online economy is very much connected to the ‘offline’ traditional economy.
Where the economy is stronger, the online economy develops similarly. This happens even if the online
economy is considered an economy of new ideas and entrepreneurs creating huge venture enterprises from
low-cost ‘garages’. Finding the causes is not the topic of this paper, it could be a topic of a future research.
The results show a huge disadvantage of less developed countries on their way to develop their online econ-
omy. As the correlation is very strong (0,928) between GDP and the number of websites of a country it can
be stated the development of the online economy of a country is mainly based on the ‘traditional’ economy
of that country, the population does not really matter.
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VEIKSNIAI, VEIKIANTYS INTERNETINE EKONOMIKA
SKIRTINGUOSE REGIONUOSE

RoLAND ScHmuCK
Pecs universitetas (Vengrija)

Santrauka

Internetiné ekonomika globaliame pasaulyje atliecka svarby vaidmeni. Internetas keic¢ia bendroviy veiklos
btda, kartu keicia ir pacias rinkas. Internetiné ekonomika daro didele itaka kasdieniam zmoniy gyvenimui,
priva¢ioms bendrovéms ir vieSosioms jstaigoms. Sio straipsnio tikslas — iSanalizuoti globalia interneting
ekonomika, atsizvelgiant | kilmés $alj, siekiant nustatyti, kurios Salys internete dominuoja. ISanalizavus
moksling literatiirg tiriamuoju klausimu, naudota Alexa Top 500 duomeny bazé, siekiant nustatyti labiausiai
lankomus pasaulyje interneto puslapius. Analizé parodé¢, kad internetinéje ekonomikoje dominuoja JAV ir
Kinija. Koreliacijy analizé patvirtino, kad Salies BVP koreliuoja su tinklalapiy skai¢iumi toje Salyje. Tai
reiSkia, kad labiau i$sivysciusiy Saliy internetiné ekonomika taip pat labiau iSvystyta, yra daugiau tinklalapiy.

PAGRINDINIAI ZODZIAL: globalizacija, internetiné ekonomika, tinklalapis.
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