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		Abstract

		In April 2004, Google—the world's leading search engine—sent shock waves through the popular press when it announced Gmail, a free email service boasting one gigabyte in free storage. At the time, the two market leaders MSN Hotmail and Yahoo! had been providing web-based email services for over seven years and were offering two megabyte and four megabyte respectively of free storage. The new service had prompted praise and criticism—the latter arising from Google's plans to scan emails to offer targeted advertising alongside each message. The case provides an opportunity to discuss competitive interactions in a highly complex environment.    

Excerpt    

UVA-QA-0642    

FREE E-MAIL: GOOGLE, MSN HOTMAIL, AND YAHOO! (A)    

On April 1 2004, Google—the world's leading search engine—sent shockwaves through the popular press when it announced Gmail, a free e-mail service boasting one gigabyte (GB) or 1,000 megabytes (MB) in free storage. At the time, the two market leaders, MSN Hotmail and Yahoo!, had been providing Web-based e-mail services for more than seven years and were offering 2MB and 4MB, respectively, of free storage and up to 100MB of storage for $ 29.99 per year. From April to the beginning of June 2004, Google sent out 700,000 targeted invitations to users to “test-drive” Gmail. The new service had brought about praise and criticism—the latter arising from Google's plans to scan e-mails to offer targeted advertising alongside each message.    

The E-mail Market    

E-mail, or electronic mail, had grown to become a ubiquitous form of communication throughout the world and was considered to be any exchange of text, imaging, sound, or video through electronic means. Although e-mail had been around in crude forms since the founding of a rough sketch of the Internet (ARPANET) in the early 1970s, it started to be adopted by individuals and businesses in the mid-1990s. Estimates of the number of e-mail addresses in use worldwide had increased from 505 million in 2000 to 738 million in 2002. Out of those users, it was estimated that 230 million relied on free Web-based e-mail. Estimates of worldwide e-mail volume per day had increased from 9.7 billion in 2000 to approximately 40 billion in 2003. Analysts predicted that growing e-mail penetration would push the total number of users to 1.1 billion by 2006 with more than 60 billion e-mails sent per day. A study on corporate e-mail requirements estimated that approximately 7MB of information were sent and received per e-mail box per day in 2004—a number that was expected to double within three years. Similarly, the number of e-mail boxes per user was predicted to increase, moving from 1.21 in 2002 to 1.23 in 2006 in North America and from 1.11 in 2002 to 1.18 in 2006 in the rest of the world.    

Software sales for the e-mail and calendaring segment grew by 6.9% in 2003 over the previous year. This compared to a 1.1% growth in 2002 and a decrease of 2.2% in 2001. The convergence of the “wireless” world was seen to be one of the primary drivers of this growth as users could access e-mail from mobile phones, personal digital assistants (PDAs), and laptops in buildings with a wireless network.    
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