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Summary

The developed nations are rapidly moving to embrace electronic commerce as an easy, efficient, and less costly business model, while offering increased customer satisfaction. The pace of acceptance and implementation of electronic commerce in developing nations has been slow, and many barriers remain to be addressed.  Barriers to the successful implementation of electronic commerce in developing countries have been postulated: these include technical, business and government obstacles.

Specific barriers analyzed are:
· payment systems

· delivery of physical goods

· telecommunications access

· government

· education

· trust

· culture

· and there are others which must also be considered.

These barriers have been presented and discussed with a group of World Bank staff, at Workshop sessions in Washington, DC in 2004.  Some of the Bank participants have been intimately involved in the planning, funding and implementation of electronic commerce projects in developing countries, while others are members of information technology groups.  This paper presents the results of discussions and inputs from World Bank staff regarding the obstacles to overcome in the successful implementation of electronic commerce in developing countries. In addition the paper builds on work previously reported by the author (1) and reports on some successful electronic commerce projects currently underway in developing countries.  
Introduction

                   “E-commerce and e-business are among the most promising of those

                   (information and communication technologies) applications, capable of

                   offering new ways to participate in global markets, new possibilities for

                   diversifying national economies, and new and better jobs for young people.”

                  Kofi A. Annan

                  Secretary-General of the United Nations

                  E-Commerce and Development Report 2003(2)
Long predicted, and now well established, the developed nations are committed to electronic commerce (3) ; business-to-business (B2B) and business-to-consumer (B2C) modes represent the vast majority of this business application. However it is less clear that there is the potential for electronic commerce in the developing nations.

The work described in this paper has been an on-going effort for the past five years. (4)  The author has extensively researched electronic commerce applications, communicated with business people in developing countries, and traveled to several developing countries with a view toward identifying the potential for electronic commerce in developing countries.  

There are significant barriers developing countries must overcome in order to implement electronic commerce models.  Amongst the barriers, telecommunications access, government influence (assistance) and educated participants are identified as most significant.  Others of note include the ability to deliver (products and services sold via e-commerce), and appropriate payment mechanisms.

The seven barriers to implementation of e-commerce in developing countries (previously postulated; reference 1) were presented to a group of 30 World Bank staff in March, 2004 at a two-day workshop conducted by the author.  The participants represented diverse groups of Bank organizations, and some were actually e-commerce project implementers in developing countries.  Each participant was asked to anonymously rank seven factors (barriers) in order of their importance as a barrier to the successful implementation of e-commerce in developing countries.

The results of this effort are included in Appendix A.

How Developing Nations Can Participate

Developing nations should embrace e-commerce rather than be apprehensive or fearful.  A “bonus” for developing nations pursuing e-commerce applications is that, “the desire to be part of the e-commerce wave can be a powerful force to erode domestic vested interests that have been slow to liberalization of these sectors.”(5)  And yes, they must take the technology and business lead from the developed nations.  
It is recognized that this in and of itself is offensive to some developing nations which are working hard to develop local pride. Countries that do not participate in e-commerce will be marginalized from the global economy. 
The following may be used as a framework for developing countries to consider when moving into e-commerce:

1) Increase the telecommunications access rate

Easily said, but not so easily accomplished. Why? In many (perhaps most) developing nations telecommunications access is controlled by a government agency or has been “assigned” to a favorite family friend on a monopoly basis.  Replacing this monopoly with free market competition to lower prices and encourage greater telecommunications access may well be the linchpin of e-commerce for developing countries. What kinds of incentives can be offered to break the access monopoly, or to merely lower the cost to users? Perhaps the threat alone of losing the monopoly can create the climate for reduced pricing and extended access.  Once a developing country realizes that it will be isolated from the faster developing nation economies, the incentive to participate through greater, less expensive, e-commerce access maybe self-generated.
2) Government Influence (assistance)

Governments in some (perhaps many) developing countries are monarchies, or non-democratic.  As a result governments in developing countries have an even larger role to play in promoting e-commerce expansion than those governments in developed countries. The influence and assistance that governments provide in this effort is very substantial, and includes such matters as:
· opening telecommunications access

· developing (allowing) alternative payment mechanisms

· improving educational opportunities

· removing taxation, licensing, and regulations which can impede e-commerce

· building the infrastructure to deliver the goods

· building trust and confidence in the e-commerce process.

Government policies can encourage e-commerce by limiting taxation, removing trade barriers and tariffs, easing business licensing and the use of minimal controls on business operations.

3) Educated participants
Clearly there needs to be a modest level of understanding of the electronic business process to participate in e-commerce; business-to-business may be easier than business-to-consumer to start with.  It is assumed that business people in developing countries know their product(s) and service; the e-commerce model is another way of conducting business with established business partners and customers as well as working with new ones.  How much education (training) is necessary to make use this new business model?  Reliance on electronic technology, a payment system, and perhaps most importantly trust in the process of doing business without eye contact or a view of the body language of the trading partner often result from education.  This is the cultural change part that too is extremely difficult to overcome, especially for older participants with well established business customs relying on face-to-face communications and negotiations.

Education for K-12 grade students is not too early to start this process, for it may be that the current generation will not participate in e-commerce in many developing countries. Looking to the future generation may be the only way e-commerce succeeds in some developing countries.
4) The ability to deliver the goods/services 

In e-commerce 24/7 service is a necessity; and this necessity depends upon a working infrastructure including roads, bridges, trucks and delivery vehicles, postal service and banking.  Often the infrastructure is what business participants in many developed countries take for granted because it becomes “invisible” if it is in good working order. Many developing countries have primitive infrastructures; however low wage workers can often make up for the infrastructure by sheer force of manual labor.  A messenger riding a bike for 40 miles to deliver a package can be very cost-effective in many places, but not for a ocean-spanning order.

      5)  Appropriate payment mechanisms
We expect many (perhaps most) e-commerce transactions to be enacted by some kind of electronic payment system; credit card, debit card, smart card, electronic fund transfer.  These mechanisms do not exist in many developing countries, or only exist in the hands of a small fraction of the business community.  It is not difficult (especially in a monopolistic country) to dictate a single, unified electronic payment scheme; debit card seems to be the preferred mechanism these days. And debit cards can be readily promoted throughout a country, providing the participants are educated in their use.
This is a fundamental beginning for developing countries to successfully adopt e-commence.

Other Recent Studies of E-commerce in Developing Countries 

Although electronic commerce implementation in developing countries is progressing slower than many have predicted, there are isolated examples of successful projects, requiring minimal investment, which could easily be replicated in many venues. (See Appendix B.)
In 2003 a significant study effort was completed by a team of researchers from the London School of Economics and consultants from IDS (5). Forty-seven garment and twenty-seven horticulture firms in Bangladesh, Kenya and South Africa were studied.  Interviews were conducted with 38 “key informants” and 180 e-marketplace Web sites were investigated.  The major finding reported was that Internet-based B2B e-commerce does not lead to new business opportunities, but rather existing trading partners were enhanced by e-commerce.  Other findings reported that in spite of the major finding, participants were still optimistic about the potential for e-commerce and the use of information technology in general.  Further, participants urged work to remove the obstacles that hold back the use of information technology in developing country firms.

Other findings and policy implications of implementing B2B in developing countries, from this effort, include:

· Developing country governments must give priority to ensuring that the conditions for the participation of businesses in e-commerce are met

· B2B transactions are complex and information intensive, and therefore the IT infrastructure must be sophisticated enough to handle the data required.  “A quantum leap in telecommunications capabilities may be required”

· Governments should ensure that telecommunications services are modern and efficient in order to lower the price of network use.

· A legal framework to support electronic transactions has to be in place in order for firms to buy and sell on-line

· Governments should support investments in human resources necessary for business to migrate to B2B

· Governments must ensure that national regimes for taxation, and security and privacy protection are compatible with international regimes.

Some Initial Successes In Electronic Commerce 

There have been some successful electronic commerce projects in developing countries.(See references  7, 8, 9, 10, 11)  Most of those which have been documented are small in scale, yet promising and potentially replicable. A sample of these projects are included in Appendix B.
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Appendix A: Results of a workshop of World Bank staff Identifying Barriers to Electronic Commerce, in 2004
Factors  (Barriers)              Ranking (Importance of Barrier)        Number Participants Selection
Payment systems                First                                                     1

                                            Second                                                3

                                            Third                                                   6

                                            Fourth                                                 4

                                            Fifth                                                    5

                                            Sixth                                                   4

                                            Seventh                                              2

                                                                                                     ---

                                                                                   Total          25     Average ranking = 4.16

Delivery of physical           First                                                   2

 goods                                 Second                                              1

                                            Third                                                 7

                                            Fourth                                               4

                                            Fifth                                                  4

                                            Sixth                                                 5

                                            Seventh                                             1

                                                                                                    ---

                                                                                   Total         25    Average ranking = 3.92

Telecommunications          First                                                   6

 access                                Second                                               7

                                           Third                                                  3

                                           Fourth                                                2

                                           Fifth                                                   3

                                           Sixth                                                  2

                                           Seventh                                              2

                                                                                                    ---   

                                                                                   Total         25      Average ranking = 3.12

Government influence       First                                                   6

                                           Second                                               3

                                           Third                                                  4

                                           Fourth                                                4

                                           Fifth                                                   4

                                           Sixth                                                  2

                                           Seventh                                              2

                                                                                                    ---

                                                                                  Total          25      Average ranking = 3.18

Education                           First                                                   4

                                           Second                                               3

                                           Third                                                  7

                                           Fourth                                                2

                                           Fifth                                                   4

                                           Sixth                                                  2

                                           Seventh                                              3

                                                                                                    ---

                                                                                  Total          25     Average ranking = 3.68

Trust                                  First                                                    3

                                          Second                                                4

                                          Third                                                   0

                                          Fourth                                                 5

                                          Fifth                                                    4

                                          Sixth                                                   4

                                          Seventh                                               4

                                                                                                    ---

                                                                                    Total        24      Average ranking = 4.29  

                                 (Note: One respondent did not complete a ranking of this factor.)  

Culture                              First                                                    3

                                          Second                                                5

                                          Third                                                   0

                                          Fourth                                                 3

                                          Fifth                                                    2

                                          Sixth                                                   4

                                          Seventh                                               6

                                                                                                    ---

                                                                                    Total        23   Average ranking = 4.39

                                (Note: Two respondents did not complete a ranking of this factor.)  

Other   

Participants were also provided an opportunity to add “other” barriers that they considered significant but not included in the seven barriers offered for ranking. The following three factors were offered as additional barriers to the implementation of electronic commerce in developing countries:

Legal:       3 participants ranked this factor fourth

Political:   1 participant ranked this factor fourth

The results of the above rankings indicate that the following factors are ranked in importance as barriers to electronic commerce implementation in developing countries by a group of World Bank staff:
First = Telecommunications access
Second = Government influence

Third = Education

Fourth = Delivery of physical goods

Fifth = Payment

Sixth = Trust

Seventh = Culture

It is also reasonable to note that the first two or three factors average scores are clustered and separated from the lower four factors, perhaps indicating a measure of importance of the first two or three factors (barriers) vice the remaining four. 
Appendix B: Some Initial Successful E-Commerce Projects in Developing Countries

B2bpricenow.com: An e-marketplace in the Philippines for farmers, fisherman and small businesses to access market prices and trade products.  This project was implemented to overcome the lack of market price information available in rural communities in the Philippines and to provide access for buyers and sellers.

PEOPLink:  This project supports some 55 producer groups in three regional centers in Asia, Africa and Latin America.  On-line Web sites made some 5,000 craft products available to buyers worldwide.  The project used CatGen software to generate Web catalogues and the software is available to any and all potential users.  An unintended alternative result was the dramatic success of some 600 tourist hotels in Asia offering on-line hotel bookings, at a rate in 2003 of 800 bookings per month.

Virtual Souk: Established in 1997, this project created on-line market access for international buyers and sellers of artisan products in African and Middle Eastern countries, specifically Egypt, Lebanon, Morocco and Tunisia.  Hundreds of artisans promote their products such as hand made rugs and blankets, virtually all made by women.  This opportunity for empowerment often leads to the use of skill with dignity and enhanced self-worth.

AfricanCraft.com:  AfricanCraft is a shopping mall of some seven shops offering textiles, artwork, baskets, jewelry, artifacts pottery and other mostly all hand made products. Participating African artisans and designers now have a direct sales connection and an opportunity for a much larger share of the sales revenue previously not available.

Ecosandals.com: Beginning in 2001, and assisted by some Michigan University law students, sandals made from used auto tires by locals in a Kenyan slum are being sold to North American buyers. Sales have doubled annually and importers in the United States assist in these sales on a non-profit basis.

www.manobi.net:  Using cell phones, Senegalese fishermen receive up-to-date market price information, weather reports and travel logs which greatly improve their fish yields, safety and profitability.  Established in 2003, 57 fishermen and buyers are registered for this service.  This project was patterned after a similar service for African farmers that now has some 300 subscribers.

Mexico:  Initiated in 2001, with the inauguration of President Fox’s administration, e-Mexico was established and now has become perhaps the largest and most successful electronic commerce project in a developing country.  The government has been successful in securing agreement among the major telecomm companies to connect disparate networks into a single national fiber-optic network.  Currently the state of Jalisco has the most advanced digitized network offerings, including:

· real estate operations

· construction permits

· new business licenses

· car registration fees and permits

· birth and death certificates

· even theater tickets.

Business-to-business sales volume in Mexico is forecast to climb to more than $100 billion in 2004.
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