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Introduction

The following report is a compilation extracts from a diverse range of independent
research reports cataloguing strong indicators of how the Internet is affecting
consumer behaviour. The analysis included takes a direct look at how this affects
bricks and mortar retailers in order to help them better prepare for the ramifications of
a rapidly changing information economy.

Major highlights
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Shopping now starts with a search

How often do you do each of the following?

88% of online
adults conduct
research at
least
sometimes
prior to
completing
their purchase

% ofrezpon dents

Always Often Sometimes Raraly Mevar

W Conduct online research before buying expenzive productssanices

W Conduct online research before buying products/services that I'm not very familiar with
W Conduct onling research to find the best price bafore making a purchasa

M Conduct online research befora making any purchase

Fraquancy

Basee Those who ressarch praducts online before making a purchase decision n=1773

It is evident that online search is growing for people making purchase decisions, The
vast majority of online adults who purchase online (88%) conduct research at least

sometimes prior to completing their purchase. Shoppers prefer to be well-informed
before completing their purchases.
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How does this influence purchase decisions?

For which of the following shopping activities, if any, do you typically use search engines?
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%o of espondants

Investigatadearn  Find a wab site Investigatadleam Find a local Mona of these
more about the from which to mare whara to {offling) place
productiservice by purchasa the from which to
to be purchased product/sanvice by
Shopping activities

Three-quarters (74%) of those who use search engines to research products/services
before making an online purchase cited investigating/learning more about the
product/service they intended to buy as a reason for using search engines. This
behaviour tends to be more prevalent among men ages 18-34 (82%) and men age 55
years and older (80%).

If search engines are the first tool that people turn to in order to find more information,
they are also a trusted resource for the next phase in the purchase process — finding a
place to buy the product or service, both on- and offline. Nearly equal percentages of
respondents use search engines to find a web site from which to buy or to investigate
where to purchase their desired product (54% and 53%, respectively). Almost half,
43%, indicated they use search engines to find an offline retailer from which to buy.

Use of search engines to find a web site from which to buy also tends to rise with
household income.

For example, only 46% of households with income under US$35,000 look for a web
site to conduct their purchase compared to 61% of households earning US$50,000 or
more.

Even those who use the internet to purchase certain categories online more
than offline show a greater-than-average interest in finding a local retailer. This
was true of consumers of: gifts and flowers; household items; hobby items; sporting
goods; tickets and entertainment; and autos and related accessories.
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However, in Australia, many of these searches result in direction to auction sites like
eBay.

Daily market share of Australian visits to Auctions industry and Department

Stores industry 1 November 2005-30 January 2006.
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GENERATED OM: 09-11-2006. COPYRIGHT 2006 Gy "HITHISE PTY LTD.

Auction websites remained much more highly-visited between November 2005 and
January 2006. Boxing Day showed a notable increased traffic spike for online visits to
Department Stores. The margin between the two closed to a differential of 2%. This is
likely to be due to a general decrease in Internet traffic due to people spending their
leisure time away from the computer, and consumers seeking information (pre-
shopping) for Boxing Day sales.

The dominance of Auction websites could be due to more product detail. This is
highlighted by the fact that 159% more search terms resulted in visits to Auction
websites, compared to Department Stores websites with little to index, for the week
ending December 10", 2005.

Search engines are the most-often cited tool for conducting product research.
Retailer/Seller web sites are the second-most popular tool. Retailer/Seller sites are
used just as often as search engines among households with income between
US$50,000 and US$74,999.
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Search terms to Shopping & Classifieds industry,
4 weeks ending 18 November 2006.

Brands Branded Products Generic

ebay bratz book

trading post barbie music

ticketek itunes lingerie
harvey norman ipod water tanks
target lego maobile phones
kmart amazon books hardware
amazon dell computers games
ticketmaster my little pony digital cameras
big w ipod nano sex toys
bunnings borders books outdoor furniture

Four weeks ending 18 November 2006.
Excludes variations on search term.

This is unsurprising when considering the way the major search engine weight
rankings, and the types of information available for consumers at Auction sites.
However, it is surprising when observing the consumer intent from searching, which
can be gleaned for these top ten Australian shopping related search terms.
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Why do we search?

» REASONS FOR SEARCHING ONLINE FOR CONSUMER PACKAGED GOODS, BY GENDER

For what reasonis) do you look for consumer products onling? Please select all that apply.
Base: U.5. online adults who search for consumer packaged goods online (n=1,071)

To sae if tha company has any special offars
To lock for coupons to usa in a stora

To look for sweepstakesicontests to enter

To find mora information about them

To see what new products the company
is offering or planning to offer

To look for ways to use the company's products
{such as recipas, accessorias, activities)

To find information about the company (such as
corparate philesophies and policies, job opanings)

To look for stores whera | can buy products offling

To buy products

To ssa if the company has
any gamas/scraansaars

To watch the company's commarcials

one [

0% 10%% 20% I 405 a0% a0% T0%

M Total in=1,071) B Men (n=503) W Women (n=568)

The main reasons that people are searching for products is to buy products, find
stores for offline purchases, find special offers, coupons and information.

The coupons and special offer seeking behaviour was predominantly prevalent with
female searchers.

e Sdoégjittquorce

©2007 Lasoo Pty. Ltd. All of the trademarks and logos are the property of their respective owners. All rights reserved



Clicks to bricks l 8|

Search activity indicates purchase intent

The strong relationship between searching and purchase intent creates opportunities
for marketers looking to boost sales conversions. About two-thirds or more of those
who search for nearly all consumer packaged goods indicated they would buy the
product type somewhere — either online or offline.

According to iCrossing’s analysis of Harris research “marketers will need to focus
their energies on both clicks and bricks as most CPG searchers, while disposed to
buying products online, are more likely to take their search results offline, where
factors such as brand reputation and word of mouth are strong contributors in
generating purchase intent, particularly among male CPG searchers.”

Only 5% of CPG searchers across all product categories claimed they would buy
online exclusively, while for most CPG categories, one-third or more said they at least
would “consider” buying online.

Bearing in mind the “research online, buy offline” dynamic, CPG companies should
take basic steps such as making coupons available on their websites and usable in
brick-and-mortar stores, in order to fully exploit online-to-offline conversion
opportunities.
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What tools are consumers using?

Which of the following online tools and services, if any, do you usually use
when you conduct research before making a purchase? (by gender)

Elogs

Shopping comparison sites

w
g {e.z., Frocgle, Shopzilla, stc.)
E Spacialty sites (sites whosa
% primary focus is a particular
2 industry, category or topic)
0% Ci 2
42% cited = Brand wab sites
search
engines first,
well ahead of Search Engines
the 170/0 WhO T T T T T T T
turn to 0 10 20 30 40 50 &l 70 80
retailer/seller % of respondants

web sites first

| Women (n=973) MW Men (n=920)

Participants who indicated that they use at least one online tool or service to research
products were asked which they usually use first.

An overwhelming 42% cited search engines first, well ahead of the 17% who turn to
retailer/seller web sites first. None of the other online tools listed were used first by
more than 10% of respondents.

40% of those who indicated they research products online before making a purchase
decision indicated they use customer reviews.
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Who is searching for what?

TYPES OF CPG PRODUCTS SEARCHED FOR ONLINE, BY GENDER

What types of consumer packaged goods do you search for anline? Please select all that apply.
Base: U.S. online adults who search for consumer packaged goods online (n=1,071)

| | | | |

Footwear and apparel |

Food items

Personal care products
(such as toothbrushes, hand cream)

Pet food and supplies

W Total (n=1,071)
B Men (n=503)
B Women (n=568)

Cosmetics

Household cleaning products
(such as cleansers, detergents)

Dietary supplements

Beverages (such as sodafsoft drinks,
juice, water, beer/spirits)

Perfume

Tobacco products
(such as cigarettes)

Other consumer packaged goods

! ! | | |
0% 10% 20% 30% 40% 50% 60% T0%
Several characteristics about those who have ever searched for Consumer Packaged
Goods stand out: they are likely to be well educated, wealthy and female and fall into
the 35-44 age bracket.
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In Australia

Industry statistics matrix for Shopping & Classifieds 2006 compared to 2005%,

Week Ending 18 Nov 2006 19 Nov 2005 Variance
Male 52.36% 51.72% 0.64%
Gender It e 47.64% 48.28% 20.64%
18-24 20.39% 20.23% 0.16%
25-34 27.83% 26.77% 1.06%
Age 35-44 22.58% 23.13% -0.55%
45-34 18.38% 19.66% -1.28%
55+ 10.84% 10.22% 0.62%
Australian Capital
Territory 1.79% 2.66% -0.87%
New South Wales 34.,28% 34.,24% 0.04%
Northern Territory 0.93% 0.55% 0.38%
Region Queensland 19,25% 18.21% 1.04%
South Australia 7.80% 7.38% 0.42%
Tasmania 2.91% 2.44% 0.47%
Victoria 23.70% 26.72% -3.02%
Western Australia 9.34% 7.79% 1.55%
Local Competitive Index 67% 67.1% -0.1%
. . 11 minutes 6 8 minutes 24 2 minutes
Average Session Time seconds seconds 42 seconds

*All percentages measure traffic volume.

The LCI is the percentage of the Internet traffic that was directed to local domains,
rather than international.

Education, income and gender disparities tend to even out as search frequency rises,
but in general, the offspring of baby boomers constitute an attractive target
demographic for most home products, particularly for marketers of clothing and
cosmetics, for which women are far more avid searchers than men.

In targeting these audience segments, marketers should bear in mind that search
engines are more effective vehicles for reaching younger (18-34 year-old) audiences
practiced in starting their online sessions with search, while retailer and product sites
are more likely to attract CPG searchers in the 35-44 and 45-54 age groups.
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Clicks to bricks

SEARCHING FOR CPG PRODUCTS ONLINE AND BUYING ONLINE/OFFLINE

If you searched for these items online, would you buy or plan to buy them onling or affline
(buy/plan to buy only onling, buy/plan to buy only offling, buy either online or offline,

| would not buy these products at all)?

Base: .5, online adults who search for consumer packaged goods online (n=1,071)

Would consider buying onling

] ] 1 1 ] ] 1 ] 1
Footwaar
or apparal I I i I : 2k
Food itams 36%
I I I
Household
cleaning 3%
products I I |
Pa I
et ———
Beverages 27%
|
Diatary |
supplaments I I | i
Pat food
and supplies <k
I I I
Cosmetics | 39%
I I I
Parfume I 38%
I I I
Tobacco 12%
products I | |
(rther consumer | | ] ]
—— | | | | -
D:?I; 1(;‘}3:» EII;% 3:;‘?6 4E:‘}I:. 5(;% ECII% 0% a0% Q0% 100%

I Would buy M Cffline only W Offline or Online H Onling only

Across a wide range of product categories, there is only a very small proportion of
people that purchase online only, while a significant majority of people would consider
both methods of purchase, there is still a large number of people only willing to
consider offline purchases.
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This is likely to be due to the lack of trust people still associate with making Internet
purchases.

iCrossing’s analysis suggests “Given that many CPG searchers are looking for time
sensitive offers such as coupons to use in a store or sweepstakes and contests to
enter, CPG marketers should use a combination of paid keywords, display
advertisements and website real estate to put offers in front of interested consumers”

Richer information services translate into purchases

By not taking advantage of online product offer aggregation and richer media
experiences on retail own sites, retailers are training the user to find their product
information at other locations — ie the manufacturer, and risk losing customers forever.

By easily providing consumers with knowledge of your competitive offers in their
location you are influencing their decisions closer to their time of buying and
increasing their utility. This is achieved by engaging them in the search conversation
they are already having.

Trends in searching

The consumer packaged goods (CPG) industry generates nearly $2 trillion in sales in
the U.S. alone, and CPG companies are second to none when it comes to total
advertising expenditures.

Although they will spend an estimated $15.6 billion to advertise online in 2006,

according to PricewaterhouseCoopers and the Interactive Advertising Bureau, this
spending accounts for just one percent of their total advertising outlay.
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How often do we search?
FREQUENCY OF SEARCHING FOR CONSUMER PRODUCTS ONLINE

How often do you search for the following consumer products online?
(daily, several times a week, once a week, 2-3 times a month, once a month, less than once a month, never)
Base: UU.S. Online Adults (n=2,345)

100%
80%
60%
40%
20%
0%
Ever Monthly Weekly
B Media (such as books, music, moviesfviden) Financial products and services
B Entertainment m Real estate
Electronics m Consumer packaged goods (e.g. grocery store items)
B Travel and hospitality m Other products

This graph shows the breakdown of what product categories are being predominantly
searched for in the US. It has a strong weighting to information based product like
media and entertainment.

This trend is further emphasised by the fact that this is what users are more
comfortable purchasing online. The reason for this is that information based products
lose nothing in transmission through the Internet for delivery, or sampling. The same
cannot be said for all other products.
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Non-information
based product
categories are
still being
purchased
predominantly
offline

What types of products, If any, do you purchase online more often than you do offline?

Housshold items/accessories
Jawelry
Sporting goodsiequipmant

Clothes'appareal

Autos

Auto accessories

Products

Hobby itams and accassories

Home Electronics
(8.8, computer itams,
photography, TV, VGRS, atc.)

Gifts/flowars for othars

Books/DVDs/music

Ticketsfantertainmeant

Airling tickets/hotels/travel

40 50 &0 70 BD

% of respondents

variable bases

It is not surprising that information based products overwhelmingly dominate the top
three product categories that Americans purchase online, more often than online.

These graphs show that despite the trend of users starting to change their search
behaviours from monthly to weekly search for these product categories, the non-
information based product categories are still being purchased predominantly
offline. For categories with items that have a greater tactile component, such as
clothing, sporting goods, jewellery and groceries, there has been less offline
displacement.

Offline purchases are still overwhelmingly the dominant form of purchase for all
products that are not information products.

Based on analysis of the Harris Research iCrossing recommended “CPG marketers
should consider increasing their use of online and search engine marketing, targeting
leading search engines, retailer websites as well as brand and specific product sites.

These channels represent opportunities for engaging affluent and female consumers
and reinforcing key brand attributes around three distinct consumer interests: finding
offers, locating information and conducting commerce.
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In particular, as marketers focus on driving on and offline purchasing conversions,
they should apportion their Web collateral with an eye to the high degree of correlation
between search activity and buying intent.”

Conclusion

It is clear that consumer trends and behaviours are changing dramatically, and this
change corresponds with broadband penetration. As a result, it is evident that
marketers must change to satisfy the new trend of pre-shopping, or risk being left out
of the conversation that is rapidly moving online.

The strong statistical data of Internet related behavioural trends mirroring those of
countries with higher broadband user bases puts Australian marketers in a much more
informed position to be able to make strategic marketing decisions.

The data suggests that more and more consumers are taking their research online
when they have buying intent, and that this research has a significant impact on offline
purchases. Furthermore, due to the fact many people are seeking offers and coupons
as well as information; this offline impact has a strong chance of being accurately
measured.

The research also points towards the fact that marketers should have a diversified
approach to online marketing. Search engines proving to be one of the most relied on
sources. Vertical search engines in retail are already showing strong growth in Indian
and US markets, and according to Jupiter research vertical search will provide early
marketers with rewards of low pricing.

References:

iCrossing — How America Searches — www.iCrossing.com

Hitwise Australia — Retail research note - www.hitwise.com

Jupiter research -
http://www.jupiterresearch.com/bin/item.pl/research:vision/1091/id=96071/
CRN.in - http://www.crn.in/NewsSept07-07SearchOnlinePurchaseOffline.aspx
Facebook blog — www.facebook.com

Gapminder — www.gapminder.com

Methodology

This paper takes its data from several reports that are referenced above. Some of this
data is from America, and some from Australia. Historically, behavioural trends
relating to the Internet in the larger population of America serve as relevant indicators
of trends that may be adopted in Australia, or how current trends will continue to grow.
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This lag in trend adoption can be witnessed here in Australian Facebook growth.

© UK @ Canada @ Australia

6,000,000

4,500,000

3,000,000

1,500,000

Facebook user growth: US v UK
Unique users of Facebook.com, aged 15+, excluding traffic from public computers,
mobile phones and P0As, Source: ComScore

UK users
10,418,000 85,000
12,534,000
12,124,000 215,000
13,453,000

Februany 2006

April 2006

June 2005 13,227,000
13,775,000
14,465,000
12,820,000
14.576,000
15,921,000
A7 930,000
12,112,000
16,221,000
19,220,000
21,145,000

August 2006

October 2006

December 2006

Februany 2007

268,000

258,000

524,000

1,355,000

1,945,000

2,694,000

April 2007

This growth rate is continuing at over 117% year on year growth according to Surf
Control. For the same period, America’s adoption was a long way ahead, following a

similar growth trend.
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Broadband adoption

Despite Australia keeping pace (following America’s lead) on broadband adoption
proportionally, the adoption lag here is evident. It is also worth keeping in mind that
the differential in the sheer size of population is allowing Australia to increase the
proportional adoption faster, however, in absolute terms it, America/ Japan/ UK’s high
absolute penetration explains why their effect on traffic and changing behavioural
trends are witnessed more often prior to these trends impacting Australia.

As computer prices drop below $600 and Internet access is increasingly available, the
The Internet is becoming a larger focal point in people’s every day tasks.
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