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E-commerce: Entering The Next Wave of
Growth

Amazon turns 25 next year—a striking reminder that the e-commerce industry is no longer in its infancy. Yet
despite decades of growth, we believe e-commerce still has ample opportunities to expand, and 2020 is
giving us a glimpse of that growth potential. E-commerce has become the de facto shopping solution for
many consumers amid the COVID-19 pandemic. Approximately 16% of retail sales in the second quarter

happened online, a robust 44.5% increase from Q2 last year.'

In the medium term, e-commerce’s next wave of growth is likely to come from greater penetration of retail
categories that historically lagged, like groceries, health, and autos. The opportunity is significant: combined,
groceries, health, and autos represented 44% of total U.S. retail sales in the first half.? Another key growth
driver includes an expanding user base, from pandemic-driven tech adopters within the Baby Boomer and

the Silent Generation, as well as the continued emergence of the emerging market consumer.

Longer-term, we expect technologies like augmented and virtual reality (AR/VR), social commerce, and

drone delivery to help e-commerce further narrow the gap with traditional brick-and-mortar shopping.

E-COMMERCE AS % OF TOTAL RETAIL SALES IN THE U.S.

Source: Globhal X ETFs, U.S. Department of Commerce
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E-commerce: From Niche, to Norm, to the Stay-at-home Era

Over the course of a generation, e-commerce steadily transformed from offering predominantly books, CDs,
and electronics to just about any kind of product or service that a consumer could want. Certain retail
categories were primed for e-commerce from the early days. For example, it didn’t take long for consumers

to realize that they could find a wider range of electronics & appliances at better prices through their internet
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connection. E-commerce’s penetration rate for electronic & appliances, including computers and related

equipment, was already 14% in 2005.3% Today, the category is nearing 50%.*

Clothing also quickly moved online, with a penetration rate rising from 5% in 2005 to 25% today.® In our
recent survey, Consumer Adoption of Disruptive Technologies, 40% of survey participants reported that they
were comfortable buying smaller-ticket items like clothing, shoes, and cosmetics online. In our view, it's
these types of purchases that illustrate how e-commerce shopping is now a deeply-engrained habit for many

consumers in certain spending categories.

U.S. E-=COMMERCE PENETRATION: SELECT CATEGORIES

Source: Global X ETFs, US Census Bureau
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Note: Latest e-commerce date published as of 2018.

2012 Electronic & Appliances E-commerce: Estimate does not meet publication standards because of high sampling variability

(coefficient of variation is greater than 30%), poor response quality (total quantity response rate is less than 50%), or other

concerns about the estimate's quality.

Unsurprisingly, e-commerce is particularly routine among younger generations. Many Millennials, born
between 1980 and 2000, and Gen Xers, born between 1965 and 1980, favor digital marketplaces for the
transparency, convenience, pre-ordering, and the ability to set recurring deliveries. Seventy-two million
strong, Millennials are not only America’s largest generation, but they are now the largest generation in the
U.S. workforce.® Along with Gen X's 65 million, that’s 137 million people for the e-commerce industry to

cater to, which it largely has.”

And it's not just size. Millennials and Gen X also have purchasing power, with average household spending
for people between 25 and 54 years old ranging from $49,000 to $65,0000 on average in the U.S.8 For

comparison, spending power for those in the 55 and older category is $40,000 to $57,000.° As roughly nine
out of ten Millennials have used e-commerce to buy at least one product without seeing it first in person, we

expect this generation’s spending power to be a key driver of e-commerce over the long term.

OUR ETFs ABOUT NEWS

RESEARCH CONTACT PRIVACY POLICY



https://www.globalxetfs.com/
https://www.globalxetfs.com/about/
https://www.globalxetfs.com/news/
https://www.globalxetfs.com/research/
https://www.globalxetfs.com/contact/
https://www.globalxetfs.com/privacy/
https://www.globalxetfs.com/
https://www.globalxetfs.com/consumer-adoption-of-disruptive-technologies/
https://www.globalxetfs.com/millennial-consumers-primed-to-reshape-the-us-economy/

by Mirae Asset

SURVEY: WOULD YOU BE WILLING TO BUY ON THE INTERNET WITHOUT SEEING IT FIRST?

Source: Global X ETFs
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Survey Name: Consumer Adoption of Disruptive Technologies, July 2019.

And now there are COVID-19’s effects to consider. Before the pandemic, the e-commerce story seemed
clear: It was geared towards younger, tech savvy generations and focused on specific, delivery-friendly
categories, like electronics and clothing. But for many consumers, COVID-19 changed that paradigm. The
pandemic accelerated broader e-commerce adoption, particularly in categories that historically lagged in
online sales, with groceries and health care items moving increasingly online. Older generations realized
that online shopping was not only a viable option for many of their needs, but also convenient and safe. With
seniors increasingly utilizing the technology at much higher than expected rates, the trajectory for e-

commerce’s growth now looks quite different than it did just a few months ago.

U.S. E-=COMMERCE PENETRATION: PRE-COVID19 VS. POST-COVID19 ESTIMATES

Source: Global X ETFs, US Census Bureau, Adobe.
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Note: Forecasted figures starting in 2020 based on Bass Model and annualized e-commerce sales figures from confirmed first half
of 2020 ($368.8 billion first half 2020 - Adobe).
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Major Spending Categories Moving Online: Food & Beverage, Health, and Auto

As consumers continue to adjust to a COVID-19 world, we believe that the next leg of growth could come
from traditionally weak e-commerce categories. Before COVID, e-commerce’s penetration rate for the food
& beverage category was 2.5%, health 7.9%, and auto 2.9%.'° These three categories present e-commerce
with a significant growth opportunity: combined, they represent 44% of total U.S. retail sales, or nearly $1.2
trillion in H1 2020 alone. "

TOTAL RETAIL SALES BY CATEGORY: H12020 (~$2.7 TRILLION)

Source: Global X ETFs, US Census Bureau.
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COVID-19 was something of an eye-opener. Lockdowns and stay-at-home orders pushed consumer
shopping online. In a May 2020 survey, the Food Industry Association noted that 49% of grocery shoppers
purchased online, with 43% of those doing it for the first time.'? More than half of consumers made one or
more online purchases in the groceries & household (56%) and health & beauty (51%) categories during the
pandemic."® If these categories make further inroads online, by some estimates food & beverage could grow
at a 58.5% year-over-year rate and health at 32.4%, which would make them the fastest-growing categories

in e-commerce. '
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FOOD & BEVERAGE E-COMMERCE PENETRATION PRE-COVID19 VS. POST-COVID19

Source: Global X ETFs, US Census Bureau, eMarketer
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HEALTH E-COMMERCE PENETRATION PRE-COVID19 VS. POST-COVID19

Source; Global X ETFs, US Census Bureau, eMarketer
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Companies are scaling operations to meet this accelerated shift to online shopping. In its Q2 earnings
release, Walmart announced that online sales nearly doubled from the same period last year.'® E-commerce
sales accounted for only 8% of Walmart's total sales in 2019."® Moving forward, Walmart expects e-
commerce become more relevant and is expanding its online sales offerings. In June, Walmart announced a
partnership to allow Shopify sellers to use Walmart’s online marketplace, which has over 100 million monthly

visitors.'” Then in August, Walmart teamed up with Instacart to fuel its same-day grocery delivery.'8

Autos, the largest retail spending category in the U.S., can involve unpleasant and time-consuming visits to

a dealership. But e-commerce adoption could threaten long-held car buying norms. Two-thirds of consumers
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say they are likely to buy a vehicle online, according to a Cox Automotive survey.'® But today, less than 3%

of sales happen online.?°

Most states still prohibit car manufacturers from selling vehicles directly to consumers, though some
companies have found legal ways to circumvent regulations. For example, Tesla figured out it can sell a car
in Arizona, where direct to consumer sales are allowed, and then ship the vehicle to the state where the
consumer is located. 72% of U.S. car dealerships have begun offering their own online shopping
experiences, and 25% of Ford's car sales are now online.?" Yet the process still frequently requires in-
person pick up and paperwork. Carvana, Shift, and Vroom, a few used-car-only e-commerce platforms also
bypass the traditional dealership infrastructure and go direct to the buyer and the seller, including pick-up,
delivery, and paperwork. From 360-degree photography of the vehicle to detailed images and information
about the vehicle’s features, history, and imperfections, these companies are introducing a new shopping

experience that appeals to digital consumers.
Reaching New Customers: Old Generations & Emerging Markets

Baby Boomers, ages 56 to 74, and the 75+ Silent Generation are expanding e-commerce’s reach. COVID-
19 forced consumers of all ages to ditch crowded physical grocery stores and pharmacies. But older
generations, who are particularly vulnerable to COVID-19, have an even greater incentive to transition their

food & beverage and health shopping towards safer and more convenient options.

According to a recent study, about 28% of Baby Boomers and the Silent Generation increased their online

grocery purchases during COVID-19.22 We expect adoption among seniors to remain a major contributor to
e-commerce’s growth even after the pandemic subsides. According to the latest data from the U.S. Census
Bureau of Labor Statistics, food at home represents an 8.3% share of total spending and healthcare 14.8%

for the Silent Generation, showing the vast e-commerce potential for this cohort.?

SHARE OF TOTAL SPENDING IN FOOD AT HOME AND HEALTHCARE BY GENERATION

Source: Global X ETFs, Bureau of Labor Statistics.
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With a combined base of over 3 billion Internet users, developing economies represent another large

addressable market for e-commerce. China is the EM e-commerce leader, helped by the roughly 400 million
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consumers in its middle class, but countries such as India, Brazil, Mexico, and the African continent also
have enormous potential. Across Africa, for example, governments are proactively enabling e-commerce
solutions such as aggregating food distribution centers to give consumers access to food and other
essentials for delivery.?* And because many of these countries are just now experiencing a rising consumer
class, they are expected to bypass the traditional brick-and-mortar, big-box retail infrastructure for an online

infrastructure that is much more operationally efficient.

NUMBER OF INTERNET USERS BY COUNTRY: DEVELOPING ECONOMIES (IN MILLIONS)

Source: We Are Social, Internet World Stats.
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New Technologies: Set to Propel E-commerce’s Maturation

Beyond expanding the customer base, a number of emerging technologies are expected to challenge e-

commerce’s status quo and guide the industry toward new growth.

Social commerce, which blends social media with e-commerce, has become a vehicle for new product
discovery and sales. According to a recent survey from Civic Science, 8% of Instagram users have already
bought an item directly through the platform, a feature only made available in the last couple of years.?5
However, social commerce is still in its early days. In the U.S., social commerce represents less than 5% of

total e-commerce sales while in China that figures have already surpassed 10%.26:27
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ESTIMATED US SOCIAL COMMERCE SALES (IN $ BILLIONS)

Source: Business Insider, Global X ETFs.
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Augmented reality and virtual reality could facilitate further e-commerce penetration by giving consumers
life-like shopping experiences that digitally integrate them in their purchase. Consumers can virtually try on
clothes to get the right fit, see the layout of new living room furniture, or tour a potential new home. For

autos, virtual reality could replace the desire for a test drive or show customers damage on a used vehicle.

Other emerging technologies include drone delivery, which offers efficient last-mile transportation and
coverage for remote areas. Fully electric and autonomous drones can deliver packages up to five pounds in
30 minutes or less.?® Amazon Prime Air drones use the latest sensors and machine-learning algorithms to
detect objects in a drone’s flight path, making them sophisticated enough to someday roam the skies of

cities.??

Conclusion

Over the last two decades, e-commerce has emerged from a niche model to a dominant shopping
experience. Despite the seemingly near ubiquity of e-commerce, a new era of growth is arriving, driven by
new consumers and emerging technologies. COVID-19 helped serve as an accelerant for these drivers as
many consumers had no choice but to use e-commerce for their shopping needs. In a post-COVID-19 world,
we believe many of these users to stick with e-commerce for the convenience, safety, and ever-advancing

technology features.
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Global X Management Company LLC serves as an advisor to Global X Funds. The Funds are distributed by SEI Investments
Distribution Co. (SIDCO), which is not affiliated with Global X Management Company LLC. Global X Funds are not sponsored,
endorsed, issued, sold or promoted by MSCI nor does MSCI make any representations regarding the advisability of investing in
the Global X Funds. Neither SIDCO nor Global X is affiliated with MSCI.
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