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I. INTRODUCTION 

The growth of the Internet, paked with a good economy, Jias Iielped £-commerce 

to rapidly expand. E-commerce increases the importance of World Wide Web sites, 

changes the buying behavior of consumers and businesses, and puts pressure on 

traditional channels of distribution (Hanson 359). It also combines ordering and paying 

online. Consumers can obtain information on a product fi^om a Web site that may be 

difficuh to receive in another way. By January 1999, half of all U.S. households with 

online access had made an Internet purchase within the previous 6 months (Hanson 367). 

One of the first items with major online consumer sales was books. People realized that 

they did not have much to lose while buying a book over the Internet, because they are 

relatively inexpensive and they are a low-risk purchase. There is competition between 

merchants such .as JBames and Noble, Amazon.com, and Wal-Mart's online store 

resulting in very low prices. Consumers enjoy being able to shop online at any hour of 

the day and feel that online stores have a better assortment. Consumers also enjoy the 

ease of buying repeat purchases from online merchants. They engage in low-risk 

purchases, and they know what to expect. Sixty-two percent of people shopping for gifts 

online said that they enjoyed the experience better than shopping in a store (Stone 40). 

Twenty-five percent of those polled said it was the same, and 8 percent said that it was 

worse. Online shoppers enjoyed the convenience, lack of crowds and the speed of 

shopping. Other online consumers reported experiencing bad service, especially around 

the holidays. They complained about delivery delays, botched orders, and jammed 

customer-service lines (Stone 40). Ironically, more than 8 in 10 shoppers 
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said that they plan on shopping online again next year. These statements prove that the 

positive aspects of buying over the Internet are overriding the negative. According to 

USA Today Weekend, the following are the consumers most likely to shop online: 

Consumers Most Likely to Shop Online 

• Younger, 45 and under Richer, $50,000+ annual household income 

• Male 

• Employed, especially managers and supervisors 

• Better educated; two-thirds are college graduates 

• Parents of kids under 18 

• Catalog shoppers 

(Edmonds 6) 

Table 1.1 

Although e-commerce encourages companies to invest in their site performance, 

it also creates a desire to enhance their online use of personalization. Consumers will 

return to the Web site if they feel that a certain level of personalization has been 

achieved. E-commerce has become a major part of our daily lives that affects traditional 

routes of business, sales tax revenues for state and local government, and challenges 

businesses to reach consumers who are not cormected. 



II. ONLINE VS. TRADITIONAL BUSINESS 

Reshaping of Catalog Business 

E-commerce has similarities with the catalog retail business. Both deal with 

customer satisfaction and customer service. Catalog businesses, like brick-and-mortar 

merchants, feared losses due to the 24 hour 7 day a week access of the web. Most 

catalogs, however, have remastered themselves as Web sites. The process of ordering is 

the same, making this a relatively easy transition for catalog companies. Some of these 

traditional businesses have generated a lot of traffic. This is mostly due to their well-

known brands and the convenient option of returning unwanted items to their stores. 

Unexpectedly, sales of consumer products via catalogs are expected to jump 8.6 percent 

this year. According to William Dean, a San Francisco direct-mail consultant, the 

publicity of online shopping has helped boost catalog sales. He said that the web has 

helped to change the way Americans think about shopping. Dean also said, "People may 

be more willing to buy things sight unseen than before" (Emert BI). Catalog City is a 

Web site that sells products from over 750 catalog businesses. They report getting more 

requests for paper catalogs than they do orders for actual merchandise. Lee Lorenzen, 

president and CEO. of Catalog City, says that his site has processed about 1.8 million 

catalog requests in the past 14 months. Consumers are divided between those who want 

to shop using a catalog and those who would rather shop online. One reason shoppers 



may prefer to view an actual catalog is because they offer clearer pictures and the colors 

on the paper are truer to life. These shoppers also believe that it takes longer to wait for 

slowly loading Wjsb _sites. Some customers also remain skeptical about ̂ ving out credit 

card numbers over the computer. These are not the only reasons some shoppers choose 

catalogs over Web sites. Bill Bass, senior vice president for e-commerce v/ith Lands' 

End said, 'There are things you can do with a catalog that you can't do online, like curl 

up in front of the fireplace. The Net is convenient, it's efficient for power shopping, but 

it's just not a fun experience, whereas looking through a catalog is" (Emert B I). 

Many catalog companies thought that the Web mi^ht eventually do away with 

theu" catalogs. Just as catalogs have been driving customers to brick-and-mortar stores 

for years, they have also become a force for driving customers to web sites. Lands' End 

has found that catalogs help generate traffic to their sites. Lands' End originally thought 

that it would help their bottom line if they did not have to mail catalogs. They found that 

they tend to see a slight increase in traffic to the site and an increase in sales from the site 

immediately after a huge mailing. Lands' End's Beverly Holmes said that some people 

use both the catalog and Web site. Others may look through the catalog and order online 

or check what was in stock online and then order over the phone ("E-commerce"). 

Shelley Nandkeolyar, vice president of e-commerce for Williams-Sonoma, Inc., 

also stated that m some cases Web and catalog shopping have become intertwined. 

Williams-Sonoma catalog recipients often look at the catalog, then go online to get more 

in-depth information about the product. There are often images available on the Web 



sites that are not available in the catalog. My findings on catalogs vs. online business has 

suggested that catalogs and the Web might become so intertwined that we will not think 

of them as separate tools. In the end it does not matter which route shoppers take, 

because the brand that is being sold is the winner. 

Companies know that direct mail, however, still affords better consumer targeting 

than Web ads. Chris Fehrnstom, senior vice president of marketing for Wine.com, said 

that renting old-fashioned mailing lists is still a surer strategy for reaching potential 

customers in specific demographic groups. He mailed a 16-page holiday catalog this year 

to subscribers of upscale lifestyle magazines. Fehmstrom also believes that catalogs are 

more welcome than unsolicited e-mail promotions. "In the offline world, people will 

receive a catalog and not think anything about it. They don't perceive it as an invasion of 

their privacy. Whereas if they receive an e-mail newsletter they haven't requested, that's 

sacrilegious," he said (wine.com). It is u-onic, however, that consumers do not feel as 

personally violated with regular mail, because most direct-mail databases contain more 

statistical information than their cyber counterparts. 

Even though many catalogers see their future in e-commerce, two online 

marketers are taking the opposite approach. They want to help theu' businesses grow by 

launching print versions of their Internet catalogs. The Austin based online drugstore 

Rx.com mailed its "Webalog" to about 1 million names on December 27, 1999. A month 

later, San Francisco based Red Envelope Gifts followed by mailing out 650,000 copies of 

their first catalog. Rx.com spokeswoman Rachel Lee said: 

http://Wine.com
http://wine.com
http://Rx.com
http://Rx.com


We discussed launching a catalog from the very beginning when we were creating 

our original marketing plan. Our plan is to reach customers wherever they are, 

introduce them to our service, and allow them to order without using a computer. 

Many of our potential customers are senior citizens who aren't comfortable giving 

out credh card information online. The Webalog is also a step-by-step 

educational tool for using the net, with detailed ordering instructions. (Rx.com) 

Red Envelope said that it also planned to launch a catalog since its founding. They agree 

that catalogs offer better prospecting opportunities than the Internet. The tighter 

demographic snapshot of catalog buyers is usually validated with transactional data 

("Multichannel"). Red Envelope is also planning on branching out into brick-and-mortar 

in the future. 

Comparison Shopping 

The hype about hohday Internet sales did not seem to put a damper on the crowds 

at local malls. Maureen Bierman, marketing director at Lakeside Shopping Center in 

New Orleans said, "If anything, it's making people spend more money. It _gives them 

more options, more information" ("Internet"). Even though people are ordering at a 

record pace online, there is still a lot of money to be spent at malls. Ziff-Davis 

Publishing conducted a recent study concluding that consumers who use the web to 

http://Rx.com


research products end up spending four to nine times more at stores than they do online 

("Internet"). "What it's creating is an educated consumer. They research products and 

download pictures and descriptions, and then go out and buy them," said Malachy 

Kavanagh, spokesman for the International Council of Shopping Centers ("Internet"). 

Monique Walker, marketing director at The Esplanade mall, also says that online 

shopping is an asset for traditional retailers. She states that consumers who want to get 

merchandise in a more timely manner are coming back to the mall for those purchases. 

She supports this statement with figures from The Esplanade. Walkers said that foot 

traffic at her mall is up 5 to 6 percent compared with last year's activity. She adds that 

the average mall purchase has increased from $75 to $80 last year and to more than $100 

this year. She does not believe that e-commerce will ever wipe out traditional retailing 

because catalogs never did. Melinda Benson, vice president and general manager at 

Oakwood Center, said that the desire to shop at a mall would always be there. 

They can try things on, look at the color, check the size. You can't really do that 

on the web. For a lot of people, the activity of shopping is very social. They 

come with friends and family. This is part of the holiday tradition, and I don't 

think that will change. ("Internet" CI) 

One mall took a stand and simply said no to e-commerce. The Galleria, one of 

the most upscale and successful malls in the St. Louis area, sent letters to its 170 retail 

tenants last holiday season. This letter informed the tenants of a new policy against 

promoting e-commerce. The policy called for a ban of in-store signs, decals, advertising 

or displays promoting the purchase of merchandise over the Internet. Many retailers 
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simply ignored the policy, while one threatened to sue. Emanuel Weintraub, a New-

Jersey-based consultant said, 'This is such a dinosaur attitude. The mall owners have to 

deal with that in a more intelligent and rational way. This isn't going to go away" ("Mall 

just"). About two weeks later the mall lifted the ban. Mark H. Zorensky, president of 

Hycel Properties Co., which owns the Galleria, said that the original intent was a good 

one. Zorensky stated," In our continued effort to make your Galleria store the most 

productive in your company, we went overboard" ("Mall lifts"). 

Jupiter Communications, an Internet marketing research firm, reports that nearly 

25 percent of all purchases on the Web are made whhout any comparison shopping. 

Jupiter says that online buyers are most concerned about price when they do engage in 

comparison shopping. Forty-five percent of consumers state that the increased ease of 

comparison shopping would increase their purchases (McCrea 34). The Web has become 

a great resource for comparison-shopping. There are many Web sites devoted solely to 

presenting consumers with research. Consumers use this research to compare different e-

commerce sites. A table is included listing select comparison-shopping services found on 

the Web. 



Comparison-Shopping Services Found on the Web 

Service Launch Date Merchants 

DealTime.com June 28, 1999 1,000+ 

GreaterGood.com Feb. 22, 1999 80+ 

LycoShop.com Oct. 1999 1,000+ 

Eboodle.com Nov. 7, 1999 N/A 

EWonders.com Dec. 7, 1999 10,000+ 

(McCrea 34) 

Table 2.1 

Traffic (as of 12-99) 

803,000 unique/month 

350,000 registered users 

N/A 

1,000 new users/day 

750,000/month 

These figures that refer to the high rate of traffic to comparison shopping sites illustrate 

the growth of comparison shopping on the web. David Saul, president of 

SmartLiving.com, Cambridge, Mass., said, "Something important for the consumer to 

understand is that these comparison robots vary in many different ways" (McCrea 34). 

According to research done by Active Research, from November 22 to December 15, 

1999, Web shoppers rate convenience as more important than price by a ratio of 5-1. 

"The average merchant despises being compared simply on price. It does a disservice to 

consumers and merchants. Consumers often find they are not getting the deal they 

thought they were getting. You'll see that price-comparison-only sites lose popularity or 

fall by the wayside," said Cory Eaves, director of e-commerce products for 

LycoShop.com. Faisal Syed, president and C.E.O. ofeWonders.com, states that the site 

http://DealTime.com
http://GreaterGood.com
http://LycoShop.com
http://Eboodle.com
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http://SmartLiving.com
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includes merchant reviews as part of its service. He says that they have 25,000 

comments from consumers about merchants so that the consumers will know that they 

can find the top merchant at the best possible prices. This keeps them from having to go 

to one site for a price comparison, another site for an opinion on the merchant, and 

another site to learn about the product. They can do all of these things at one site and 

save time and fhastration. LycoShop.com also uses the same platform where consumers 

can come in and say that they want a camera that costs less than $1,000, but from a place 

with a 30-day guarantee. The search will then be greatly narrowed dovm for the 

consumer (McCrea 34). 

According to USA Weekend, there are more than 700,000 e-commerce sites 

online and new ones are launched daily. Some sources say that consumers will not care 

if these comparison-shopping sites represent all of the merchants. Consumers will most 

likely be happy if the source they have chosen gives them enough objective returns 

(Orton 33). Some comparison-shoppmg sites choose to specialize, such as 

InvoiceDealers.com. They are an instant pricing tool for the new car buyer. Eli Kuo, 

spokesman for InvoiceDealers.com says that the site offers a no-haggle price quote by 

negotiating the prices of each make and model with over 1,000 car dealers. The site takes 

away the inconvenience of price negotiations from the consumer and places it on their 

dealer-relations team. For consumers who would Uke to comparison shop from the 

comfort of their own homes, these sites could be of major help. Consumers should check 

sources that will let them know more about the she before making decisions. If not much 
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is known about the company, consumers should be cautious of the information they 

receive. 

E-commerce Affecting Other Industries 

Although not all businesses are supporters of the online industry, others have seen 

an increase in sales thanks to e-commerce. The credit card industry has been affected by 

the consumers' option to purchase online. "This stunning increase has feh like a month 

of birthday parties all rolled into one big day" (Kuykendall 42). Of all Internet 

purchases, over 90 percent are put on a card. Credit cards have been the automatic 

beneficiary of the online retailing explosion. American Express has stated that its online 

retail sales had increased roughly 200 percent from last year's holiday season. Gerry 

Sweeney, a vice president of Visa's electronic commerce unit, said that by 2003 Visa 

expects that 10 percent of their volume will come from the Internet. Using this 

prediction, many merchants, whether catalogers or brick-and-mortar, have opened up 

shop on the Internet. Visa represents about 54 percent of the credit card industry. Their 

data shows that about $3 billion was spent on online retail purchases in the last two 

months of the 1999. Visa states that these figures are rough because some retailers are 

not separating their brick-and-mortar and their Internet sales. Some purchases on auction 

sites are also unaccounted for because they are made by check. 
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Online retail spending using Visa cards, in billions 

1998-$0.53 

1999-$1.47 

Online sales as a share of total Visa retail sales 

1998—0.76% 

1999— 1.79% 

Average size of online purchases 

1998- $45 

1999- $55 

(Theobold Bus. pg.) 

Table 2.2 

This projection of how fast credit card sales online is growing shows potential for greater 

increases in the fiiture. 

With the intense growth of credit card purchases being made online, companies 

are trying to come up with some ways for skeptical consumers to feel comfortable using 

their cards on the Internet. The smart card is a proven solution. It is a card that is 

roughly the size of a normal credit card. It is implanted with a computer chip that would 

replace the easily read magnetic strip usually found on the back of credit cards. The card 

can be used for credit and debit operations, but also has some new options. Owners can 

also load prepaid e-money or personal information that can be used for certain loyalty 
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programs (Theobald Bus). These smart cards seem to be the closest to solving the 

problem of fraud. If consumers feel this sense of security, e-commerce sites may see a 

dramatic increase in online credh card purchases. 

E-commerce has not only helped some industries grow, but has also helped to 

develop some new types of industries. Some industry visionaries began to question 

whether or not something could bring down credit cards from their place atop Internet 

purchasing. They noted that in brick-and-mortar sales, only 25 percent of the 

transactions were made by credit card. They began looking for a way to capture the same 

type of brick-and-mortar transactions online. (Kuykendall 42). The very first challengers 

were unsuccessful in their attempts. Some newer challengers, such as Qpass, have 

decided that the best option is to work with the established credh card brands. They are 

planning on working with credit card issuers to allow surfers to buy digital content from 

partner web sites, and they hope to provide small payment processing. When a customer 

buys a document, Qpass will fill in the purchase information. This will work similar to 

an electronic wallet that keeps a record of the transaction without processing it. Once a 

month, they will tally up purchases and submh them to its processor as one payment, 

with Qpass acting as the merchant (Kuykenall 42) Q-pass does not want to be in 

competition with credit card companies. One new non-card payment plan does want to 

challenge credit card domination online. eCharge Inc. launched eCharge by phone last 

summer. People that subscribe to Microsoft Corp.'s MSN or Prodigy Communication 

Corporation's Internet access service can choose to have their monthly Internet 
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connection charge added to their monthly phone bill. eCharge handles the actual billing 

transaction, and the service bypasses credit cards. This also serves as an option for 

people without credit cards to gain Internet access. eCharge has plans in the works for a 

new cardless Internet purchasing account. It will serve as a credit or a debit account. 

One of the most affected industries is the freight industry. Morgan Stanley Dean 

Witter conducted a study that included responses from about 250 Fortune 500 companies 

and interviews whh 30 domestics carriers. Companies such as Federal Express and 

Umted Parcel Service will benefit because shipments are getting smaller and faster. The 

survey indicated that e-commerce has not caused huge changes yet, but that it will 

(Atkinson 13). The future will help parcel and express businesses grow, especially the 

businesses with next-day dehvery. Analysts Jordan Sherman and Jim Valentine predict 

that the losers will be the railroads (Atkinson 13). Only 21 percent of those involved in 

the survey said that they expected to use rail transportation. The survey also ranked the 

shippers' perceptions of the transportation providers. FedEx and FDX Logistics scored 

highest with 7.6 out of a possible 10. United Parcel Service and UPS Logistics followed 

them very closely. 

FedEx is the largest overnight-delivery company. In March 2000, they began 

package service to about half of all U.S. homes to challenge United Parcel Service, Inc. 

in shipping goods ordered on the Internet. The new Home Delivery centers will open in 

37 large cities ranging from Boston to Seattle to Miami. This new phenomenon will 

deliver in the evening and by appointment. They will also offer a money-back guarantee. 

FedEx wants to boost sales in the U.S., because the growth of overnight deliveries has 
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slowed ("Fedex"). They plan to capitalize on the growing number of packages shipped to 

consumers as a resuh of purchasing on the Internet. Forrester Research, Inc. and the 

National Retail Federation have noted that online purchases will grow to $184 billion by 

2004. This is up from $38 million this year. Analysts agree that it makes sense to pursue 

the opportunity to become a player in such a large market. FedEx is not, however, 

planning on combining their home-delivery business with their overnight service. 

Companies are competing to become the middlemen of choice in Asia. Asia's 

leading express deliverers, FedEx and UPS, are looking for bigger slices of the online 

market. FedEx has even developed a Chinese-language version of its Web sites. This 

allows Chinese customers to track their packages over the Internet. UPS has launched its 

trade-financing arm in Hong Kong and Taiwan. United Parcel Service plans to extend 

services to other key Asian markets. 

Some people wonder if companies can face up to the challenges of the Internet 

era. Cho Sooho, vice-chairman of South Korean shipping company Hanjin, stated that 

"any country business, or individual who has not swiftly geared up for this new paradigm 

will unmistakably lag behind" ("Industry" I). He believes that companies should 

exchange information and join together. 

The air cargo industry has also seen an increase in business due to e-commerce. 

Carriers and forwarders are seeking to take advantage of the phenomenal growth of the 

Internet and e-commerce (Armbruster 8). The Internet v^ll also provide ways for carriers 

and forwarders to do business with each other. The London-based company. Global 

Freight Exchange, plans to start an online booking system for cargo next spring. Here, 
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carriers could offer space and forwarders could seek the lowest bids from carriers. One 

of the biggest costs facing carriers this year is the rising cost of jet fiiel. This year should 

still be a good one for air cargo carriers thanks to relatively strong economies around the 

world (Armbruster 8). 

Traditional businesses are being changed by online businesses. The Web is not 

only reshaping the catalog business, but it is also being widely used as a tool for 

comparison shopping. The shipping and credit card industries are also being affected by 

e-commerce. Both industries have seen an increase in the demand for their services. E-

commerce information is becoming a tool that is creating a better-educated consumer. 

These better-educated consumers are not only buying over the Internet Many of them 

are using e-commerce resources such as comparison shopping sites and taking this 

information to brick-and-mortar retailers. 

16 



III. SALES TAX 

Arguments For Internet Sales Tax 

The idea of sales tax online has been a great debate since the beginning of e-

commerce. Supporters of Internet sales tax argue that Internet sales cause the government 

to lose money, while others argue that it is not a big issue. According to the Los Angeles 

Times. President Clinton has offered to act has an intermediary between state 

governments and the high-tech industry. The President wants the two parties to seek 

agreement on the politically sensitive issue of sales taxes on Intemet commerce. The 

governors cannot agree, making it unlikely that the groups wall be able to propose a 

definite plan. 

Traditional retailers, some governors, and state legislators favor Intemet sales 

taxes indicating unfair competition and the loss of potential public revenue. An average 

of 40 percent of revenue used for government financing on the state level is collected 

through sales tax. Kim Neath, co-owner of Shaker Heights Bookstore, suffers from the 

virtual tax-free environment online. Neath maintains that just as local businesses lose 

profits to online competitors, communities will also be hurt as a consequence of 

governments being shortchanged on sales taxes (Diemer IH). Customers often browse for 

books in her store, only to return home to buy them tax-free over the Intemet. She often 

hears that prices are lower on major Intemet retailer sites such as Amazon.com. Neath 

represents the Main Street merchant or "market" side of the e-commerce situation. Main 

Street merchants such as Neath see their way of life taking a turn for the worst if 
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e-tailers continue to remain free of tax obligations. Neath says that all the brick-and-

mortar merchants want is a fair playing field. They do not want to be responsible for 

collecting taxes on behalf of the state if Intemet businesses are free from the obligation. 

Sen. George Voinovich, Ohio Republican, said that limhing the states' taxing power is a 

big threat to state authority. He states that the loss of state revenue generated by sales 

tax will resuh in increasing other taxes on the state and local level (Diemer IH). The 

state will make up for these lost revenues somehow, leaving taxpayers to make up the 

difference. Ohio Govemor Bob Taft's Department of Taxation has projected that the 

state could lose $2.4 billion in sales tax revenue in 2002 if e-commerce grows as 

expected (Diemer IH). 

Many city govemments are also concemed with this issue. According to the 

Corpus Christi Caller-Times, the primary revenue sources for the city of Corpus Christi's 

general fund are property taxes and sales taxes. Corpus Christi's sales tax revenues are 

estimated at over $31 million this fiscal year. These funds go to support police, fire, 

health, streets, parks and recreation, libraries, museums and other important city services. 

Even a slight reduction of sales tax revenue could hurt the city. A 5-percent reduction 

would be a loss of over $1.5 million for the city. Sales tax revenues produced over $13 

billion for the state of Texas in 1999. This revenue provides vital fimdmg for education, 

heahh and human services, transportation, and public safety. Many people agree that 

Congress must aboUsh the tax loophole that allows the conduction of tax-free business on 

the Intemet. 

Two U.S. cities are endorsing online taxes. Bellevue and Renton, Washington 
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have joined in a national drive to create sales tax for Intemet retailers. The two cities are 

against extending a moratorium on online sales tax. They, like other U.S. cities, are 

concemed about the loss of local revenue as more people are shopping online. Most city 

govemments want to make electronic retailers collect sales tax as purchasers place orders 

online. Renton Mayor Jesse Tanner agrees with Corpus Christi Mayor Loyd Neal. 

Tanner also believes that the loss of revenue will destroy the capability of local 

government to provide chizens with basic services. Bellevue is estimated to lose $2.3 

million in 2004 if the moratorium persists. The entire state of Washington states that it 

lost $158 million this year because of the absence of a tax on the Intemet (Lindblom Bl). 

Some traditional retailers such as Wal-Mart, Target, J.C. Penney and Circuit City have 

sided with the mayors' group. They are worried about hometown stores and mall owners 

(Lindblom Bl). Further east, in Atlanta, Georgia, Liane Levetan says "it is vital that 

counties be allowed to tax proceeds from Intemet sales to county residents and business" 

(Holsendolph 4C). The DeKalb County tax policy is part of a growing trend. They 

substitute sales taxes for property taxes. This trend has extended to other jurisdictions 

around the country. In the state of Michigan, sales taxes have replaced property taxes as 

the source or revenue for pubhc education. Levetan also believes that online taxes should 

be paid to the jurisdiction where the purchaser lives. Many other transactions are 

currently taxed in this manner. The Advisory Commission on Electronic Commerce 

states that despite its phenomenal growth, e-commerce is still in its infancy. They believe 

that the infancy of e-commerce is a cmcial time to adopt taxation policies. Some major 

telecommunication companies and Intemet companies recently proposed an idea to a 
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federal panel. They suggested that information products such as books, music and 

records be exempt from sales tax at both stores and online. Some groups involved with 

this proposal are Charles Schwab Corp., America Online, Inc., MCI WorldCom, Inc., 

AT&T Corp., Time Wamer, Inc., and Gateway, Inc. The proposal also offers state 

govemment new authority to collect other sales taxes on interstate Intemet and mail-order 

commerce transactions. 

Arguments Against Intemet Sales Tax 

The other side of this great debate is obvious. Many individuals and groups are 

vehemently opposed to taxation on goods bought online. Emst and Young, an 

accounting firm, conducted a study that revealed that sales taxes lost in 1998 add up to 

only one-eighth of I percent of total state and local sales taxes. During this same time, 

technology-spurred economic growth increased taxable sales by nearly 10 percent a year. 

A big concern is that taxation on goods bought onhne may stifle the growth of the 

Intemet. Rep. John Kasich, who represents suburban Columbus in the U.S. House Ohio 

says, "We just think we should not tax e-commerce when information technology is 

driving our economy right now" (Clausing). His state of Ohio actually does collect some 

sales taxes from online transactions. They are collected, however, only when both the 

merchant and buyer are quartered within the jstate. Republican leaders such as Kasich 

and Sen. John McCain of Arizona would prefer to stop states from assessing any sales tax 

on Intemet transactions. This includes the transactions made within their borders. 

Kasich states that we have higher economic productivity and that families are better off 

than they have been in the past. He says that he does not want to dismpt what is raising 
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our standard of living. Ohio Tax Commissioner Tom Zaino agrees that we have forgone 

some revenue from Intemet generated transactions, but that we have not hit billions of 

dollars uncollected yet. State and local officials fear that those numbers may be coming. 

E-commerce has grown_240 percent in the last three years. This grov^ results in very 

high projections of what future losses will be. No matter how dramatic the numbers may 

seem, we must realize that Intemet sales in the fourth quarter of last year amounted to 

$5.3 billion, which is less than I percent of the total U.S. retail sales. Many officials 

argue that they realize that we may be surviving for the time being, but the is5ue is not to 

focus on current numbers because of the rapid increase of sales online. Total sales for 

last year totaled about $10 billion, and they are expected to top $100 billion by 2003. 

Senior advisor for tax policy at the United States Treasury Department, Joseph Guttentag, 

is concerned that discriminatory taxation has the potential to slow the growth of the 

Intemet and electronic commerce. Aware of the legitimate concems of the states, he 

realizes that "We must not allow the intemet to become a tax haven that drains the 

revenue governments need to provide the services that citizens demand such as the 

education of our children and the safety of our neighborhoods" (Clausing). Opponents of 

Intemet taxation argue that the economy's fast-growing information technology sector is 

making up for any loss of revenues from online sales (Clausing). Mel McDonald, 

Seattle's du^ector of revenue said, 'The argument about it being technology, and if we tax 

it we kill it is totally bogus" (Holsendolph 4C). McDonald notes that the cell-phone 

industry has thrived while collecting various consumer taxes. 

In case this debate was not tricky enough, there is one more stmggle in the mix. 
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How would online taxes be collected? According to a 1992 Supreme Court mling, 

merchants can not be required to collect sales taxes unless a business has a presence 

within a state. The courts also said that states could not place an undue burden on 

merchants, who would be forced to decipher the sales tax complexhies of 50 states. 

Business leaders expect that Intemet sales will eventually have to be taxed, presenting the 

opportunity to simplify tax collection across more than 30,000 different jurisdictions with 

many different rates. Gateway, Inc. president and C.E.O. Theodore Waitt noted that his 

company is an Intemet merchant, a traditional retailer, a mail order business, and an 

Intemet service provider, making its tax picture very complicated. Waitt said, "No matter 

what we do here, h needs to be simple, it needs to be clear it needs to be uniform. It 

needs to provide a level playing field for all businesses" (Clausing). The -National 

Govemors Association, groups of county executives, and state lawmakers are trying to 

devise a streamlined collection system that would not impose a burden on retailers. They 

would like to agree on single sales tax rates within individual states and establish a 

uniform menu across the nations on what goods should be taxed. The collection would 

be made at the point of transaction. The Intemet Tax Freedom Act is based on the simple 

principle that information should not be taxed. Supporters of this Act believe that it is 

needed to give the Intemet room and time to grow. They also agree that the Intemet 

would be susceptible to multiple and discriminatory taxation in a way that traditional 

commerce is not. There are five highlights of this law. The first one is a 3-year 

moratorium on special taxation of the Intemet. This bars state or local govemments from 

taxing Intemet access fees. The second highlight of the law is a 3-year moratorium on 
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muhiple and discriminatory taxes on electronic commerce. This basically bars state or 

local govemments from imposing taxes that would subject online buyers to taxation in 

muhiple states. Third, there is the establishment of a commission to study the question or 

remote sales. A temporary Advisory Commission on Electronic Commerce will study e-

commerce tax issues and report back to Congress after 18 months. They will present 

whether or not e-commerce should be taxed, and if so, how it can be done in a fair 

manner. Another highlight of The Intemet Tax Freedom Act is that there will be no 

federal taxes on Intemet access or e-commerce. Finally, the Act declares that the Intemet 

should be a tariff-free zone ("Summary"). Govemments can actually save money by 

buying online. This year, Los Angeles County will move 80 percent of its $650 million 

purchasing budget to the intemet. This will save them an estimated $29 million over 

fives years, and they will be generating $9.5 million from warehouse property sales. In 

Arizona, an online vehicle registration program. Service Arizona, has been implemented. 

ServiceArizona. ServiceArizona is a partnership between Arizona and IBM. Not long 

after this program began, 12 percent of vehicle renewals were completed online. The 

cost of completion over the intemet was only $1.60 per transaction as opposed to the 

regular cost of $6.60. This partnership is expected to save the state $1.25 million a year. 
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IV. DIGITAL DIVIDE 

Who Is Not Participating In E-commerce? 

A new economy has brought a wave of prosperity to America. But more and 

more we see that the rewards are not distributed equally. This tjqje of information is 

important to e-commerce. It helps them to know who is buying online and may give 

them a better idea of how to reach out to those who are not. Some people fear that the 

digital divide may polarize U.S. society. They fear that it will widen the gap of 

inequality in this country. If it is not closed, millions of poor Americans will be further 

disenfranchised than they already are and deprived of the opportunities that are growing 

out of the Intemet (Einstein). One either has or has not in a speech. President Clinton said 

that it would be tragic if this instmment has built a new wall because not everybody has 

access to it. This instmment could have very well built a new wall separating Americans. 

Those that do not have access to the Intemet are not just missing out on a wealth of 

information. They are also missing out on special deals, promotions, and coupons that 

are on the Intemet. Several studies have revealed that the gaps that are creating a 

division between the technological haves and have-nots are due to region, race, and 

socioeconomic class. A 1998 report by the U.S. Department of Commerce states that 

although more Americans than ever before have access to telephones, computers, and the 

intemet, in many instances the digital divide has widened since 1997. The following table 

shows which states have higher and lower percentages of consumers who are online: 
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States With Highest And Lowest Online Aduh Population 

Top 5 Bottom 5 

Alaska 52% Kentucky 23% 

Colorado 47 Louisiana 21 

Maryland 46 West Virginia 20 

Utah 46 Arkansas 19 

NewHampshu-e41 Mississippi 17 

(Einstein) 

Table 4.1 

African-American and Hispanic households are approximately one-third as likely to have 

home Intemet access in comparison with Asian households. In 1998, only II percent of 

African-Americans were connected to the Intemet. Single-parent households are less 

than half as likely to be wked as two-parent families. This gap widens with single 

Afiican-American families. They are less than one-fourth as likely to have Intemet 

access as those in two-parent households. 

Americans living in mral areas are also lagging behind in Intemet access. Even at 

the lowest of income levels, those in urban areas are more than twice as likely to have 

Intemet access than those eaming the same income in mral areas. These people are also 

missing out on the shopping and services on the Web. They are not given equal 

consideration for better deals on automobiles, or cheaper pharmaceuticals, just because of 

their geographic location. This type of division may have more than monetary effects. It 

may create a deeper social divide. 
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The dighal divide is not just about who can get onto the Intemet. It's also about 

what they will find once they get there. If a low-income American is online, they will not 

find much (Komblum 3D). Wendy Lazams, co-founder of Children's Partnership, says, 

" The bottom line is that there is a severe shortage of exactly the kind of information 

needed by low-income and other under-served Americans" (Komblum 3D). This type of 

information consists of community information such as job, housing, and health-care 

listings. Literacy is another huge barrier. Many of the sites are too difficult to read for 

Americans with limhed reading skills. A study estimates that 44 million aduhs (22 

percent of the population) have limited reading skills. Other people may not be able to 

buy over the intemet because of language barriers. About 87 percent of sites are written 

in English, while 32 million Americans speak a different primary language. 

Who Is Taking Part In E-commerce? 

Most of the people who have access to the Intemet have higher incomes. 

Households with incomes of more than $75,000 are over 20 times more likely to have a 

computer at home than those at the lowest income levels. Whites are more likely to have 

access to the intemet from home than Blacks or Hispanics have from any location. 

Between 1997 and 1998, the gap between Americans with incomes of $75,000+ and 

Whites and Blacks on the intemet narrowed. This data suggests that no matter their race, 

it is the most affluent families that are connecting to the Net. Households with two 

parents are also more likely to be connected to the Intemet than one-parent families. 

Some argue that the people that are receiving the benefits of shopping and services on the 
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Intemet are not the ones that really need them. 

President Clinton has a few ideas about how to narrow the digital divide. He 

wants $2 billion in tax incentives to encourage private firms to donate computers and 

$200 million to train teachers and expand home Internet access for low-income families. 

He has also proposed the establishment of technical centers in 1,000 locations in both 

urban and mral areas. Commerce Secretary William M. Daley has challenged corporate 

America to join the govemment in closing that distance. 

Obviously, we have some work ahead of us. Right now there are many 

families being left behind. I am convinced this is not a matter of technology 

haves and have-nots. I am absolutely convinced, as some have suggested, that it 

is a matter of have now or have later. And the question we have to ask is how do 

we make later, sooner? What's important . . . isn't that I set a goal, it is that you 

set goals. You have the power to close this gap, and it's in your business interest 

to do so. (Pierce 1) 

Bill Gates, Microsoft Corp. Chairman, has established the Bill and Melinda Gates 

Foundation. This foundation plans on providing scholarships to 1,000 African-

Americans or students from other minority ethnic groups a year. They made a donation 

of $21.8 billion in the hopes that minorities will become better educated and more 

comfortable with computers. Other people believe that the divide will eventually close 

itself The decrease in cost of Intemet access and computers is making the Intemet more 

accessible. According to Forrester Research, Latinos, African-Americans, and Asians are 

now signing up for the Intemet faster than whites (Peirce 3). Forrester Research's 
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Ekaterina Walsh said, that "Everybody who wants to get online will have gotten online in 

the next five years, and it doesn't matter whether they're yellow, pink, or green" (Peirce 

3). She also believes that the mral divide is being address by new wireless networks. 

Forrester has also found that 45 percent of whites, 35 percent of blacks, 50 percent of 

Hispanics and 74 percent of Asian Americans are online. Most importantly, they found 

that blacks were becoming connected faster than any other group. 

New programs are helping corporate employees and low-income families buy 

cheap personal computers. In Febmary, Deha Air Lines announced that it will make new 

PCs and monitors, plus unlimhed Intemet access available to its 72,000 employees. They 

can take advantage of this deal for only $12 per month over 36 months. Ford also offered 

its 300,000 workers a similar deal including a printer for only $5 per month (Norr Al). If 

other companies follow Delta and Ford, more and more consumers will have access to 

the shopping and services online. 
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V. CONCLUSION 

We can not escape the fact that the Intemet has forever changed our lives. It is 

obvious that the rapid growth of the Intemet is an issue for consumers and merchants. 

Although the Intemet is still in its infancy, projections about its future have been made. 

People will be always be divided on these projections. Whether or not officials agree on 

the future of the Intemet does not matter. What does matter is that we cannot simply 

ignore the massiveness of the Intemet. The fact is that if businesses plan on surviving in 

the fiiture, they cannot ignore the phenomenon of e-commerce. E-commerce is creating a 

path for all businesses. Not only is e-commerce creating a path for businesses, but it is 

also leading consumers into a new dimension. People used to dream of being able get 

their medication, shop for groceries, and buy cars whhout leaving the comforts of their 

own home. That dream has arrived. So many things are possible because of the Intemet. 

Considering the astronomical rate at which the Intemet is growing, what will be available 

in the future is unfathomable. Many people are choosing to become techno-phobes 

because they don't want to deal with the Intemet. Sooner or later, if they do not choose 

to deal with the Intemet, they will be choosing to miss out on a large, new part of life. 
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