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Electronic Commerce and Business Facilitation:

Implications for Small and Medium-sized Enterprises (SMEs)

1. Overview of the issue

Small businesses today are using the Internet in increasing numbers to attract new customers, build relationships with suppliers, and cut the costs of serving established clients. The value of electronic commerce is expected to grow exponentially over the next decade, and it is expected that many SMEs will foster this growth.  A White Paper prepared by the Inter-American Development Bank indicates that in 1998 the value of electronic transactions in Latin America was expected to reach $8 billion, and that by the year 2002 this figure would be forty times greater with a value of $327 billion. For the United States, the figures are $48 billion in 1998 and $1.3 trillion in 2003 according to Forrester Research.

Limitations to the adoption of e-commerce by SMEs

Given the relatively recent growth of electronic commerce, the effects of e-commerce on SMEs' internal and external environment (which includes the SMEs' internal business functions and processes, overall strategy, and relationships to suppliers, customers, and the government) are still not entirely understood.  At present, many small businesses do not take advantage of the opportunities that the Internet presents.

SME’s adoption of electronic commerce depends on their perception of the opportunities afforded by electronic commerce and the relevance of these opportunities to their business.  Moreover, the costs associated with accessing the electronic market may be too high for many SMEs, and the benefits as yet too uncertain.  Studies show that factors such as firm size, location, and sector of economic activity influence the rate of use of electronic commerce among SMEs.

Surveys and studies generally indicate that SMEs lack an understanding of its potential benefits, of how to develop electronic commerce profitably or how to cope with the complexity of rules affecting electronic commerce. In some economies, the problems of SMEs in accessing and engaging in electronic transactions are compounded by the limitations imposed by the existing infrastructure and by a lack of technical skills that limits the speed of diffusion of electronic commerce.

In addition, the difference in the number of Internet hosts and users between the Northern and the Southern countries of the Western Hemisphere is significant. According to some estimates, 93% of the hosts functional in the hemisphere are located in the United States, compared to 0.88% in all of Mercosur. The level of Internet usage is 90 times higher in the United States and Canada than in the other countries of Latin America and the Caribbean when measured in terms of users per population. This is a fundamental limiting condition for the growth of electronic commerce in the hemisphere. 

The role of governments in assisting the diffusion of e-commerce among SMEs

While discussions to date indicate considerable consensus that electronic commerce should be allowed to operate as freely as possible from government regulation in the long run, there exist strong rationales for governments to address the problems that impede SMEs from adopting and using electronic commerce.  Thus governments can assist SMEs in overcoming such limitations as gathering information and assessing the risks and the costs and benefits of investing in new technologies.  Governments may also contribute by creating an appropriate and enabling regulatory framework that will help reduce the likelihood of high costs of liability, by diffusing information on best practice criteria, and by raising awareness with regard to new technologies and encouraging their adoption. 

In recognition of their role in helping SMEs overcome information and cost barriers to entering the expanding electronic market, some governments in the Western Hemisphere have adopted specific policies and programs, with considerable private sector input. These policies and programs cover issues related to the security of data transmissions, privacy and other consumer protection issues, and intellectual property rights.  They often form part of broader electronic commerce or development strategies, and may be worth considering as models for other governments concerned with fostering economic growth through electronic commerce.

2. Questions for discussion

In what ways can governments, the private sector, and intenational institutions contribute to raise awareness among SMEs about the potential benefits of a commercial presence on the Internet?

What role can governments and the private sector play in educating SME members about available technologies and prevailing rules for conducting business on the Internet, so as to encourage the practice of doing business electronically?

What programs and policies have been adopted in the Western Hemisphere (by governments and the private sector) in support of SMEs' adoption of e-commerce technologies and business models?

How can reliable data on the current use, rate of diffusion, and economic contribution of electronic commerce among SMEs in the Western Hemisphere be collected in order to provide policymakers and business managers with an assessment as accurate as possible regarding the needs of SMEs with respect to electronic commerce?

What measures can be taken to reduce the costs of access to public switched telecommunications networks, where charges are based on time and result in higher user costs that small businesses may find difficult to meet?

3.  Work in international fora

Several international organizations and institutions have developed programs designed to help small and medium-sized enterprises (SMEs) gain access to and use electronic commerce on a wider scale:

The International Telecommunications Union (ITU) has initiated and is in the process of expanding programs of technical assistance to SMEs in developing countries.

UNCEFACT is promoting prepared solutions for SMEs to facilitate business-to-business transactions, the fastest growing section of transactions over the Internet.

UNCTAD’s Trade Point Programme was established with the aim of stimulating the use of electronic commerce by SMEs. The Trade Point Programme has been earmarked for expansion with a focus on least developed countries and secure business-to-business transactions.

The World Bank is contributing through efforts at disseminating information through technical assistance programs (such as TechNet) and diffusing the use of the Internet for commercial transactions in emerging economies.  The Bank is also funding initiatives at the micro-level for the establishment and operation of information service centers.

The World Trade Organization (WTO) will examine, as part of its forthcoming work program, the development implications of electronic commerce including ways of enhancing the participation of developing countries and their SMEs.
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