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Foreword

E-commerce is one of the most visible examples of the way in which information and
communication technologies (ICT) can contribute to economic growth.  It helps countries improve trade
efficiency and facilitates the integration of developing countries into the global economy.  It allows
businesses and entrepreneurs to become more competitive.  And it provides jobs, thereby creating wealth.

But knowing that an instrument is powerful is not enough to ensure that it will be put to the best
possible use.  We need to understand how it works, and how and when it should be used, and find creative
ways to put this knowledge into practice, disseminate it widely and maximize its power.  Towards that
end, the E-Commerce and Development Report 2002 provides factual information and analysis covering a
range of topics that will influence the expansion of e-commerce in developing countries. The Report also
identifies the policy and business options available to developing countries, and makes practical proposals
for maximizing the contribution of e-commerce to economic and social development.

If the world is serious about achieving the Millennium Development Goal of halving the number
of people living in extreme poverty by the year 2015, ICT must figure prominently in the effort.
Everyone – governments, civil society, private sector businesses – has a vital stake in fostering digital
opportunity and putting ICT at the service of development.  Yet despite commendable efforts and
various initiatives, we are still very far from ensuring that the benefits of ICT are available to all.  The
digital divide is as wide as ever, with billions left unconnected.  I hope this report contributes to the
efforts of the international community to seize the extraordinary opportunities of the digital revolution.

Kofi A. Annan
Secretary-General of the United Nations
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EXECUTIVE� SUMMARY

1. E-commerce� around� the� world:� A� brief� Status� Report

In contrast with the weak performance of several key
developed and developing economies in recent
months and the difficulties experienced by the infor-
mation technology (IT) sector, Internet use and partic-
ularly electronic commerce have continued to grow at
a fast pace since the publication of the E-Commerce and
Development Report 2001. 

The number of Internet users worldwide is expected
to reach 655 million by the end of 2002. Developing

countries accounted for almost one third of new Inter-
net users worldwide in 2001. In most of them, how-
ever, Internet penetration rates remain very low. As for
e-commerce, the following table presents three esti-
mates of global online sales. In the most optimistic
forecast, e-commerce would represent about 18 per
cent of worldwide business-to-business and retail
transactions in 2006.

Worldwide E-Commerce: some Estimates and Forecasts
(Billions $)

Regional perspectives

Africa

Internet connectivity has improved in Africa. The
number of dial-up subscribers grew by 30 per cent in
2001 and now stands at about 1.3 million. Incoming
Internet traffic represents 1 gigabyte per second, while
outgoing traffic is around 800 megabytes per second.
However, only 1 in 118 Africans has Internet access,
and only 1 in 440 has access if the five countries with
the most users are excluded from the calculation. Cost
remains an extremely high barrier. Business-to-busi-
ness (B2B) outside South Africa remains almost negli-
gible. However, B2B opportunities have been identi-
fied in the online and offline services sectors. In the
business-to-consumer (B2C) sector, handicrafts and
products and services targeting Africans outside their
home countries seem to dominate.

Latin America

E-commerce is highly concentrated in four relatively
developed Internet markets (Argentina, Brazil, Chile
and Mexico). Overall, between 50 and 70 per cent of
Latin American enterprises in the formal sector are
estimated to have access to the Internet. The Internet
is widely used for business contacts and information-
gathering, but only a minority of enterprises carry out
online transactions.  Large transnational corporations,
notably in the automotive sector, are playing a key role
in the development of online B2B transactions, espe-
cially in Brazil and Mexico. Banking is another sector
in which B2C providers in the region, particularly in
Brazil, have developed a competitive edge. Brazil has
also made significant progress in business-related e-
government applications.

Source 2000 2001 2002 2003 2004 2005 2006
Forrester 2,293.50 3,878.80 6,201.10 9,240.60 12,837.30

IDC 354.90 615.30 4,600.00

Emarketer
(B2B only) 

278.19 474.32 823.48 1,408.57 2,367.47
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Asia and the Pacific

It is in this region that e-commerce is spreading most
quickly among developing countries. The region’s
enterprises, particularly in manufacturing, are exposed
to pressure from customers in developed countries to
adopt e-business methods and are investing to be able
to do so. China’s population of Internet users is
already the world’s third largest. The transformation
of this great potential into an actual e-commerce mar-
ket may not happen at the same pace. Logistical diffi-
culties such as insufficient transport networks repre-
sent a serious hurdle to B2B development, as they
make it difficult for companies to realize the potential
gains of increased efficiency in their supply chains. 

Countries with economies in transition

Fast growth in both B2B and B2C e-commerce is
expected in the Central and Eastern European coun-
tries with economies in transition. However, e-com-
merce in transition economies is not likely to reach 1
per cent of global e-commerce before 2005. While the
more technologically advanced nations in Central
Europe and the Baltic have relatively high rates of dig-
ital literacy and are laying the foundations for the
development of e-commerce activity, others (particu-
larly in the Balkans, the Caucasus and Central Asia)
remain far behind. 

North America and Western Europe

In the most advanced markets e-commerce growth
seems to have been little affected by the prevailing
poor economic conditions. B2B e-commerce in 2001
constituted at most 2 per cent of all B2B transactions
in the United States and much less in Europe, but the
share of online transactions in total B2B sales is grow-
ing quickly on both sides of the Atlantic, and it is esti-
mated that in the next two to four years it will
approach 20 per cent, representing a massive shift of
business operations towards the online environment.
Enterprises will focus on e-business tools for procure-
ment, supply chain operations, business process out-

sourcing and, to a certain extent, e-marketplaces. In
the case of B2C e-commerce, persistent growth dur-
ing the economic slowdown could indicate that, rather
than being a maturing activity, online retailing is still in
a growth phase even in those economies where it took
off earlier.  Although even in the United States the
share of B2C e-commerce in total retail sales remains
modest (below 3 per cent), it has progressed signifi-
cantly more in a number of sectors, in some of which
online sales already represent up to 18 per cent of total
sales. Some of these sectors, such as software, travel
and tourism services and music, could represent good
opportunities for developing-country suppliers. 

E-commerce and development:
the international dialogue

The effects of Internet-induced changes in the global
economy and their implications for developing coun-
tries will depend to a significant extent on factors that
policy-makers, business players and other stakehold-
ers can influence. Policies must be designed, articu-
lated in coherent e-strategies and implemented in
partnership with all the relevant players to ensure that
the new opportunities for creating, transforming,
applying and exchange information and value are used
to improve the productivity of developing economies
and their enterprises.  The process of designing the
strategies that can make e-commerce a force for devel-
opment must necessarily include an international
component that supports national efforts by ensuring
that the developmental perspective is present in a
meaningful way in the multiple international discus-
sions of the Internet, information and communica-
tions technology (ICT) and the organization of their
economic applications. A close relationship between
national e-commerce strategies and international
cooperation would be greatly facilitated by the emer-
gence of a common understanding of the fundamen-
tal elements of e-commerce strategies for develop-
ment, specially if, as seems desirable, ICT is to be
mainstreamed into official development aid pro-
grammes. 

2. The� Domain� Name� System� and� Issues� for� Developing� Countries

Domain names have evolved very rapidly into a com-
mon feature used to identify a website’s location while
at the same time expressing the name, brand or other
identifying features of the person, business or organ-
ization using the domain name. As the use of infor-
mation and communications technology (ICT) and

e-commerce spreads in developing countries, domain
names are expected to become important for com-
mercial and non-commercial uses in these countries.

The development of a national domain name system
(DNS) infrastructure is an important means of facili-
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tating the online exchange of information in develop-
ing countries and thus creating a valuable resource for
communication, education and business.  At the same
time, however, domain names and the DNS present a
complex array of commercial, technical, policy and
legal questions which highlight many of the cross-bor-
der issues presented by the Internet and e-commerce.
Developing countries need to understand these issues
and formulate responses that are appropriate for the
country’s online community, satisfying relevant legal,
cultural, economic, language and other dimensions.  

Policy decisions are required in relation to developing
countries’ national country code top-level domains
(ccTLDs), which foster not only ease of registration of
domain names but also overall confidence in the
ccTLD space.  There is no single model for structuring
a ccTLD that would meet the needs of all countries or
territories.   In developing countries, ccTLD adminis-
trators can develop appropriate policies to meet the
needs of their community, with the overall goal of pro-
moting access to and use of the Internet.  In particular,
authorities in developing countries should be aware of
the architecture and functioning of the DNS so that
they can establish a reliable DNS environment to
ensure that predictable results are achieved when a
user enters a domain name.  It is important that the
overall structure of the DNS market within a country
provide a competitive environment, at least at the reg-
istrar level.  One key decision is whether the ccTLD
should be structured more openly so that anyone, even
non-residents, can register, or whether to reserve the
ccTLD exclusively for local residents and companies.
CcTLD administrators in developing countries can
enhance domain name registration practices by
(i) ensuring that standard agreements exist for domain
name registrants setting out their rights and obliga-
tions; (ii) ensuring equal treatment of all eligible regis-
trants requesting domain names; (iii) making the poli-
cies and procedures of the ccTLD available on the
Internet for public inspection; (iv) establishing a clear
policy for maintaining registrants contact information,
and for protecting their privacy; and (v) establishing a
dispute resolution policy.

Increasing amounts of information are becoming
available to developing country experts to assist in for-
mulating an appropriate approach for management of
the ccTLD.  Developing-country ccTLD managers
should become involved in the relevant forums for
exchanging information about and participating in the
DNS; information about ccTLD organizations is pro-
vided in this chapter.

The Internet Corporation for Assigned Names and
Numbers (ICANN) is a central player in the manage-
ment of the DNS, with its governance and coordinat-
ing functions extending to many areas of importance.
While it has achieved a number of important mile-
stones, it has not been able to avoid continuing ques-
tions concerning its structure, its basis for legitimacy,
its sources of funding and its international representa-
tiveness.  Unlike a treaty-based organization, ICANN
was established as a private-sector organization with
responsibility for coordinating the DNS in a number
of key areas.  ICANN has been funded through the
registries and registrars participating in the global
DNS and has introduced the concept of “accredita-
tion” for companies seeking to offer registry and/or
registrar services for the generic top-level domains
(gTLDs) in the DNS.  One issue of special concern to
developing countries is that most ccTLD administra-
tors have yet to sign any formalized agreement with
ICANN. Such an agreement would define rights and
responsibilities, including funding commitments.

A reform process is underway for ICANN.  For devel-
oping countries, the reform of ICANN is an impor-
tant issue because it gives these countries a renewed
opportunity to engage in the ICANN process, either
directly or through their regional ccTLD organizations
so that their perspectives, requirements and interna-
tional diversity are duly taken into account.

Domain names have generated a number of legal
issues, key among them the tension arising from con-
flict between domain names and the system for pro-
tecting trademark rights.  Relying on trademark law, a
company can develop goodwill in connection with its
brand and expect that the brand will be protected
from infringement, while consumers will similarly be
protected from deceptive practices.  Domain names
were launched into the commercial space in a manner
that largely disregarded this aspect of the intellectual
property system.  The automatic process for register-
ing a domain - first used for the gTLDs but now com-
monly applied also in many ccTLDs - created condi-
tions that permitted a flood of registrations of popular
names.  A positive consequence of this approach is
that it has presented a low entry barrier for the many
new entrants into e-commerce, including businesses in
developing countries.  At the same time, however, the
disconnect between the DNS and the trademark sys-
tem has given rise to practices such as the bad-faith
registration by third parties of trademarks as domain
names in order to take unfair advantage of the marks.  

After a somewhat painful transition period in which
trademark owners and domain name registrants, and
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various other stakeholders, have battled to draw the
lines that should delimit fair as opposed to abusive
practice, the situation is much improved today.  The
avoidance of such disputes is an objective being pur-
sued, albeit not without problems, in the implementa-
tion of the new gTLDs (e.g. .biz and .info).  More sig-
nificantly, the implementation and acceptance of an
international dispute resolution system, the Uniform
Domain Name Dispute Resolution Policy (UDRP),
which applies to registrations in the gTLDs and in
some ccTLDs, has allayed concerns.  The UDRP was
adopted by ICANN in late 1999, and since then more
than 6,000 cases have been filed under the procedure.

The UDRP is administered by multiple dispute-reso-
lution service providers applying a uniform proce-
dure.  This uniformity works to enhance a general
understanding of the UDRP, which is of benefit to all
parties, be they in developed or developing countries.
The UDRP sets out bright-line criteria for determin-
ing whether a domain name registration should be
considered abusive, and the scope of the remedies
relates only to the status of the domain name registra-
tion.  The cost of bringing a claim under the UDRP is
reasonable even for parties in developing countries.
The complainant is normally required to cover the

costs of the procedure, unless the respondent has
demanded a three-member panel, in which case the
parties share the extra costs of the panel.  

The UDRP has met with widespread international
acceptance. Complainants entrusting cases to the pro-
cedure include businesses from every sector of com-
merce, including many smaller enterprises and indi-
viduals from various countries, and the parties filing
or defending cases have come from more than 70
countries on every continent.  At the same time, a
number of criticisms have been lodged against the
UDRP, including that it promotes forum shopping
among the dispute-resolution service providers and
that the decisions themselves are inconsistent and
sometimes poorly reasoned.  These criticisms have
engendered responses in the ongoing discussions
concerning the UDRP, including the suggestion that
an appeals mechanism be established.  It is important
that developing countries become involved in the cur-
rent UDRP debate and in the discussions taking place
as to whether protection should be provided in the
DNS for categories of identifiers other than trade-
marks, such as personal names, geographical indica-
tions or trade names, to name a few.  

3. Gender,� E-commerce� and� Development

While there is little doubt about the role of informa-
tion and communication technologies (ICT) and e-
commerce in driving the global economy and reshap-
ing existing business structures, many are concerned
about issues relating to the “digital divide” and the risk
of excluding a large part of the population, especially
in developing countries. In this context, attention is
increasingly being paid to the question of whether
women are benefiting as much as men from the new
technologies, or whether the digital revolution rein-
forces existing gender inequalities in the job market
and other parts of the economy. 

Enhancing business opportunities
for women entrepreneurs

ICT and e-commerce are attractive to women entre-
preneurs (who in many developing countries account
for the majority of small and medium-size enterprise
owners), allowing them to save time and money while
trying to reach out to new clients in domestic and for-
eign markets. Success stories in business-to-consumer
(B2C) retailing or e-retailing are heard from all devel-
oping-country regions, demonstrating how women

have used the Internet to expand their customer base
in foreign markets while at the same time being able to
combine family responsibilities with lucrative work.
However, in spite of the publicity given to e-retailing,
its scope and spread in the poorer parts of the world
have remained small, and especially women working
in microenterprises and the informal sector are far
from being in a position to access and make use of the
new technologies. Moreover, B2C e-commerce is
small compared to business-to-business (B2B) e-com-
merce and thus only benefits a small number of
women.

Creating new employment in
IT-related services

New job opportunities created by ICT through out-
sourcing in the services sector look promising for
women, who form a significant share of the workforce
in the IT-enabled industries in developing countries,
notably in Asia, but increasingly also in Africa and
Central and Latin America, where new IT-related
services are being created. These women are engaged
in activities such as data processing and storing, tran-
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scription services, responding to customer call or
claims processing. Some of these activities are carried
out through teleworking, from a distant site such as a
community center or from home. Home-based tele-
working offers women the opportunity to earn an
income while taking care of family responsibilities. On
the other hand, it hampers their career prospects and
therefore seems to be attractive to only a limited
number of women, such as those in childbearing age
wishing to remain economically active. 

Identifying the barriers

Women often face greater barriers than men in getting
education and training that can equip them with com-
puter literacy, foreign language proficiency and busi-
ness skills. In the developing parts of the world, par-
ents tend to give priority to the education of male
rather than female children. Women also often find it
more difficult to engage in new forms of self-employ-
ment created by ICT, such as running telekiosks or
cyber-cafes if they do not have the same access as men
to family property or institutional financing. Women
make up the majority of the rural poor in the develop-
ing countries, and in the countryside access to ICT
infrastructure is less available than in urban areas.
Given their increased responsibilities at home, they
have less time to access the technologies outside their
homes or to enhance their command of the IT, lan-
guage and other skills required by the information
economy. Few women work in the higher-skilled seg-

ments of the IT-enabled industry, and even those in
lower-skilled areas are often hard to retain once they
enter childbearing age and social and cultural norms
prompt them to leave their jobs and attend to the
young and elderly.

Mainstreaming gender in ICT policy-making

Policy-makers will have to play a key role in creating an
environment favourable to the participation of women
in the digital economy. Education is the most impor-
tant policy intervention for improving the ability of
girls and women in developing countries to participate
in the information society. Apart from ensuring equal
access for girls and boys to primary and secondary
schooling, policies should promote women’s access to
business and technical education, especially at tertiary
levels. Other key policy interventions should focus on
providing women with access to Internet infrastruc-
ture and technologies, financial capital and e-business
and IT-enabled employment opportunities. Improving
women's access to Internet technologies requires
extensive infrastructure building to bring basic tele-
communications in rural and peri-urban areas, which
are currently underserved in many developing coun-
tries. This should include common facilities such as
telecentres and telephone shops that offer public
Internet services and are located in venues women fre-
quent, such as markets, places of workship, health clin-
ics, schools and post offices. 

4. M-Commerce

M-commerce is often defined as the buying and selling
of goods and services using wireless handheld devices
such as mobile telephones or personal data assistants
(PDAs).

In the last four years, growth in the number of mobile
telephone users worldwide has exceeded fixed lines,
expanding from 50 million to almost one billion in
2002.  This fast growth stems from the cost advantage
of mobile infrastructure over fixed-line installation
and from the fact that mobile network consumers can
simply buy a handset and a prepaid card and start
using it as soon as the first base stations are in place,
without having to open a post-paid account.

The introduction of wireless communications has also
brought wireless data services, essential to conducting
m-commerce, to many developing countries.  If the
convergence of mobile and fixed Internet and infor-

mation and communication technologies continues,
first access to the Internet for a significant part of the
world will be achieved using mobile handsets and net-
works.  Wireless technologies have made inroads even
in relatively low-income areas, where prepaid cards
allow access to people who cannot have a prepaid sub-
scription because of billing or creditworthiness prob-
lems.  Developing Asia is the leader in this area with
Latin America showing slower adoption of wireless
technology amid predictions for strong acceleration in
the coming years. Africa has more than 20 million
mobile device users, and by the end of 2001, twenty-
eight African nations had more mobile than fixed sub-
scribers.  In many least developed countries, more
mobile users have been added during the last few years
than fixed lines during the entire history of fixed lines’
operations.
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M-commerce applications are already seeing everyday
use. Worldwide m-commerce revenues are forecast to
totally nearly $50 billion in 2002.  Western Europe and
North America should lead in the next three years.
However, sales in the Asia-Pacific region and the rest
of the world are expected to rise significantly to
almost 40 per cent of the global $225 billion in m-
commerce revenues forecast for 2005. Overall, busi-
ness-to-consumer (B2C) transactions will be far more
numerous than business-to-business (B2B) ones in m-
commerce.

The main areas of m-commerce use are in text mes-
saging or SMS (short messaging service), micro-pay-
ments, financial services, logistics, information serv-
ices and wireless customer relationship management.
Text messaging has been by far the most successful m-
commerce application in developing countries, where
rates of low fixed-line connectivity and Internet access

have made it an e-mail surrogate.  Operators in China
and other Asian developing countries are gearing up
for m-commerce applications for financial services in
particular.  However, difficulties in making electronic
payments and concerns over the security and privacy
of transactions are limiting the conduct of m-com-
merce, which may have to await third-generation wire-
less technologies and fully Internet-enabled handsets.

A number of government actions such as liberalizing
the telecommunications market, licensing new mobile
operators or creating an independent regulatory body
would help establish a fair and competitive market for
m-commerce.  National governments should promote
the adoption of authentication, security and data pri-
vacy policies and regulations.  Finally, improving con-
nections to the Internet backbone remains vital if m-
commerce is to fully realize its promise of connectiv-
ity for all.

5. The� IT� industry,� e-business� and� development

The information technology (IT) industry is one of
the world's largest industries and accounts for 22 per
cent of developing countries' exports. The UNCTAD
secretariat undertook a survey of the most important
IT companies in order to explore the role that foreign
investment in the IT industry can play in facilitating
the adoption of e-business by the local business sector
in developing countries and more generally the poten-
tial contribution of the IT industry to economic
growth. 

The 35 respondent companies had a cumulative turn-
over of $413 billion. While this number represents
half of worldwide IT production, it includes revenue
from sources other than IT, because many of the com-
panies are in different sectors and do not report or
disclose their turnover from IT products separately.

The survey showed that IT companies are compara-
tively heavy users of e-commerce. Many of the subsid-
iaries of the IT companies in the developing countries
are also using e-mail and have a website, but compar-
atively few engage in more complex e-business opera-
tions such as offering online catalogues, receiving
online orders and handling online payments. The
great majority of respondents reported that e-com-
merce had facilitated the set-up and operation of
developing countries' ventures. IT investment from
multinationals might make an important contribution
to increasing e-commerce in these countries, boosting
data traffic on the Internet and hence potentially

bringing about cost reductions in telecommunication
services.

IT investment in developing countries has also
appeared to have positive effects on the local produc-
tive sector, which is significantly involved in the pro-
duction process of the multinationals. The companies
also reportedly had a focus on increasing the compe-
tences of their local workforce.

These positive findings have to be weighed against the
fact that the IT multinationals' investment in develop-
ing countries is still heavily concentrated in South
Asian and South-East Asian countries; even more so
than investment from industries which are more
dependent on the availability of natural resources. IT
investment for research and development – which
offers the best opportunities for transfer of technol-
ogy – is even more heavily concentrated in these
regions. 

On the other hand, a local IT industry can also facili-
tate the adoption of an e-business culture by the local
business community. For example, when the business
sector starts adopting new information and communi-
cation technologies in its operations, it relies heavily
on local or locally available IT expertise in order to
fully realize all the efficiency gains that the Internet
makes possible at the level of a single firm as well as at
the level of the industry and of the country's produc-
tion system as a whole. 
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The localization of existing software and the creation
of open-source software for the benefit of the local
business sector, government and civil organizations
can also constitute an initial entry strategy for software
companies from developing countries, which can then
build up export capacity targeted at regional markets.
These business opportunities are at the borderline
between IT production and IT use, and thus they
simultaneously provide new markets for local IT com-
panies and enhance the local business sector's capacity
to engage in e-commerce.

To ensure that these opportunities are fully exploited,
governments can play an active role by creating a nur-
turing environment for e-business through the adop-

tion of a national e-strategy developed with the partic-
ipation of all relevant stakeholders. Such a strategy
should take into account issues such as telecommuni-
cations and access, the legal framework for e-com-
merce, awareness raising, training and community
involvement. An important part of the national e-
strategy might be to ensure that local industry can
make choose the operating system and applications
that best suit its needs, with a full understanding of the
issues at stake. Awareness campaigns, training pro-
grams and the adaptation of university curricula may
be needed to ensure that the local IT industry as well
as the local business sector can take full advantage of
the opportunities offered by open-source software.

6.� � E-Finance� for� Development:
Global� Trends,� National� Experiences� and� SMEs

E-finance resources, know-how and operational expe-
rience are concentrated within a limited number of
large number of large companies headquartered in
OECD countries. They provide key elements of infra-
structre, networks, systems and applications. They
operate globally in terms of sourcing and selling their
products and services, and the emerging economies
are the natural extension of their outreach.  At the
same time, a number of financial institutions in devel-
oping countries are trying to find their own niche and
have launched their own e-finance initiatives in areas
such as banking, payments and trade finance, some
with a specific focus on small and medium-size enter-
prises (SMEs).

As an information-intensive industry, finance has seen
its business processes profoundly changed by the
Internet. In developed countries, online banking, for
instance, already represents between 5 and 10 per cent
of total retail banking transactions. An effect of these
changes has been the emergence of global online
banking and payments platforms. So far, those plat-
forms have tended to focus mainly on the needs of
global corporations. For developing countries it is
essential that thepayment and settlement services for
their SMEs, operated by banks in developing coun-
tries, be integrated into these global systems. Careful
consideration should be given to the issue of interop-
erability between global and local e-finance platforms. 

Global trade trade and information platforms present
a somewhat different challenge. While they explicitly
cover developing countries and SMEs, their full bene-
fits will not materialize unless both the quantity and

the quality of information about SMEs are enhanced.
Thanks to the Internet, this can be done at a relatively
low cost, but it remains a complex task. Hence the
need for closer cooperation with and between existing
credit information companies in developing countries
as well as the creation of such services in countries
where they do not yet exist.

While possibilities for technological leapfrogging exist
in e-finance, it is not certain that they are widespread.
E-finance offers opportunities for quicker deploy-
ment and better coverage than the traditional
approaches to financial systems development; at the
same time, it also increases the complexity of the
underlying systems and applications. For developing
and transition countries, the challenge ahead will be to
build up capacities, particularly local expertise to man-
age these complex systems.

Lessons from global e-finance experiences

Four basic misconceptions were frequently present in
the business strategies employed in the earlier stages of
the development of e-finance. First, while the Internet
can reduce financial transaction costs, these gains have
often been exaggerated or misinterpreted. Second,
while it is cheap and quick to create a basic website,
designing and implementing a fully functional, indus-
trial-strength application capable of securely accom-
modating a large number of complex transactions and
huge variations in volume is a complex and protracted
undertaking. Third, rather than eliminating possibili-
ties for intermediation, the abundance of information,
opportunities and relationships created by the Internet
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increases the need for new intermediation structures
and mechanisms. Fourth, contrary to the view that e-
business would revolutionize the financial industry
and destroy the incumbent “dinosaurs”, the evolution
of e-finance clearly demonstrates the advantages of
established financial services suppliers, as long as they
have the capacity to evolve and to embrace the new
approaches and technologies. 

E-finance challenges for SMEs

Numerous SME-oriented e-finance initiatives by
banks and other financial service providers are under
way in developing countries. Some positive signs are
already visible, including a high level of acceptance of
technology by customers and financial institutions;
the presence of many innovative approaches; and ini-
tial tangible results in terms of market access and rev-
enue generation. However, most projects have not yet
been deployed on a large scale. It is therefore too early
to determine which ones are likely to be most success-
ful and provide “best-practice” benchmarks to be rep-
licated in other countries. Nevertheless, experiences to
date allow the identification of the following key chal-
lenges:

Adapting global technology to local requirements: While
Internet technologies are global and standardized,
their applications can and must be adapted to local cir-
cumstances. Distinctions between proximity and
remoteness remain highly pertinent, even if the dis-
tance becomes virtual rather than geographical. The
need to localize financial solutions is even stronger in
e-finance for SMEs, which for the most part operate
within a limited geographical area. Furthermore, their
characteristics, size, financial structure and sectoral

mix can vary considerably even within the same coun-
try or region. 

Strengthening public support: Most e-finance develop-
ments have taken place through the interplay of com-
petitive market forces, with limited public-sector
intervention. In the case of e-finance for SMEs, pub-
lic-sector intervention is more frequent. The majority
of developing-country SME success stories in relation
to e-finance were largely due to initial public-sector
support which was flexible and proactive and relied on
co-operation with the private sector.

Creating adequate regulatory and institutional frameworks:
Developing countries need to take a proactive role in
developing a robust, flexible regulatory framework for
e-commerce and e-finance. It is equally important to
ensure effective coordination of government agencies,
industry associations and other facilitators. E-finance
and e-commerce will succeed only if they create a sta-
ble physical and virtual infrastructure of trust, shared
by all parties concerned, including public authorities,
local and foreign entrepreneurs, financial services pro-
viders and customers and, last but not least, SMEs. 

Mainstreaming SMEs towards e-finance: Improved tax
regimes and simplified regulations as well as other
support measures will permit SMEs to move into the
formal economy. This will include comprehensive
reporting on their assets and liabilities and hence allow
them to be listed in Internet-based credit information
databases. SMEs will also be encouraged to adopt
online banking and payments as part of their everyday
business practices, while as trusted clients they may
start receiving financing for and eventually investment
in their online trade activities. This is true not only for
the overwhelming majority of SMEs in developing
countries but also for SMEs in developed countries.

7. E-Commerce� and� the� Publishing� Industry

Publishing is one of the most important channels for
disseminating knowledge. Consequently, improve-
ments or expansions in publishing lead to further cre-
ation and dissemination of knowledge and in turn to
increased economic and social development. Publish-
ing is also a business activity that creates income and
employment for publishers, publishing distribution
channels and libraries in many countries.

Publishing is a large industry covering a wide range of
products such as books, newspapers and periodicals.
Available data indicate, for example, that world trade
in printed matter and literature totalled around $26

billion in 1998. However, this figure does not include
all publications actually produced and circulated
around the world. Publishing is currently a fast-grow-
ing industry and is largely concentrated around a few
large, global publishing houses, all of which are
located in developed countries, though small-scale
publishing enterprises are widespread around the
world.

E-publishing comprises technology and business
models that involve the production, maintenance,
archiving and distribution of documents (books,
newspapers, journals, etc.) in electronic form and/or
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by computer. E-publishing uses technology that pro-
vides new publishing opportunities and can be used by
individuals and small enterprises. It allows publica-
tions to reach a global readership at minimal cost. The
result is to enable enterprises in developing countries
to compete with established publishers, although ini-
tially they may need to rely on niche markets, especially
at the national and regional levels. Also, e-publishing
allows more individuals to get their works published
than is true of print publishing.

An examination of electronically published newspa-
pers, scholarly journals and books shows that they
share many features such as delivery format, capabili-
ties and pricing models. Publishers generally offer par-
allel print and electronic versions of the same publica-
tions, although some publish electronic-only versions
as well. While parallel or dual publishing has some
advantages, it tends to be very expensive and presents
publishers with a dilemma, since electronic-only pub-
lishing may not necessarily be a viable business model.

There are a variety of pricing models for e-publica-
tions, especially for journals and newspapers, includ-
ing providing a free electronic version for readers, pro-
viding the electronic version free to print subscribers,
selling the electronic version to print subscribers for
an extra charge, selling single articles, and so on. Jour-
nal publishers also use site licenses.

While e-publications are generally cheaper to distrib-
ute than print publications, when other fixed costs and
development costs are taken into account, e-publish-
ing may be as costly as or even more costly than print
publishing, at least in the short run.

Because of low levels of Internet and computer con-
nectivity and also low levels of print publishing, devel-
oping countries have lagged behind developed ones in
publishing and using e-publications. Recognition of
the value of e-publishing in developing countries has
led to a variety of national and international initiatives
aimed at promoting e-publishing and access to e-pub-
lications in developing countries. Some of the initia-
tives are similar to the marketing strategies used by
publishers in developed countries. Publishers and
users of publications in developing countries may find
some of the initiatives to be useful sources of support
and opportunities for co-operation when formulating
their own e-publishing strategies.

The economic importance of intellectual property
rights, including copyrights, coupled with the wide-
spread development of digital technologies, has
encouraged national, regional and international
authorities to adapt their legislation to the digital age.

A number of countries have enacted national legisla-
tion and ratified international treaties to secure copy-
right protection. However, bringing national laws on
copyright into line with the WTO Agreements and
WIPO Internet Treaties and providing effective
enforcement of these laws has proved difficult, in par-
ticular for developing countries. Due to the complex-
ity of intellectual property laws and their enforcement,
developing countries still lag behind in this respect and
need further assistance in order to comply with their
multilateral commitments.

A wide array of strategies are available to the various
stakeholders.  Publishers can choose between training
their own staff members to can handle the new tech-
nology and contracting out the work. An other impor-
tant issue is whether to publish online only or adopt
the “parallel” model of print publishing combined
with electronic publishing. Choosing the appropriate
mix of online and offline distribution channels can
influence earnings.  The pricing models used should
reflect the nature of the publication - audience size and
profile, its subject matter and its frequency of publica-
tion.

Institutional users may need to know how to negotiate
licenses with publishers and create and/or join buying
consortia. Rationalizing purchases by mixing e-publi-
cations and printed materials, as well as choosing
between overlapping e-publications (e.g. e-journals
and e-books with the same content) can lead to sub-
stantial savings.  Once content is acquired, it needs to
be circulated. Given the existing e-book technology
and the cost of related hardware, libraries may need to
operate a “dual” system combining printed and digital
information with the associated tasks of digital archiv-
ing and training of library staff members and readers
in the use of e-published materials. 

Governments can make wider use of e-publishing to
provide leadership by example and can encourage edu-
cational institutions to provide training in e-publish-
ing.  Governments should address the issues of
deposit of electronic publications in national reposi-
tories or archives and provision of fiscal incentives
such as tax exemptions or reductions for e-publica-
tions.  Financing can be directed to public and aca-
demic libraries to enable them to launch initiatives for
accessing and archiving electronic publications.  Clear
guidelines regarding copyright laws are essential.
Finally, Governments can promote regional co-opera-
tion among publishers as well as among libraries and
raise public awareness regarding the advantages of
electronic publications.
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8. E-Insurance

E-insurance, broadly defined, is the application of
Internet and related information technologies to the
production and distribution of insurance services. The
insurance sector plays an important role in a country’s
economic success. Its main objective is to provide
financial stability to individuals, organizations and
businesses.  However, it is also an important investor.
Furthermore, insurance is needed for successful trade
and commerce. Insurance improves the creditworthi-
ness of trading partners and can reduce the risk of fail-
ure for start-ups and small and medium-size enter-
prises.

In 2000, insurance companies worldwide wrote
$2,444 billion in direct premiums. In other words, the
equivalent of 7.8 per cent of global GDP was used to
purchase insurance products. During the same year,
insurance companies in developing countries gener-
ated premiums worth $209 billion, representing 8.5
per cent of global insurance premiums.  Of total glo-
bal insurance premiums, about 1 per cent could qual-
ify as e-insurance. However, the majority of the $100
billion global reinsurance business is traded using
electronic media, and there are estimates that by 2005
e-insurance will gain 5 to 10 per cent of market share
in personal lines insurance. The corresponding figure
for Europe is 3 to 5 per cent.  Developing countries
do not participate to e-insurance in any meaningful
degree. 

The efficiency effect of applying e-commerce technol-
ogy in insurance would be twofold. First, it would
reduce the need for administration and management.
Second, direct sales to clients could be used to reduce
the cost of commissions paid to intermediaries.  Since
insurance penetration in developing countries is only
half of that in developed countries, e-insurance effi-
ciency gains may contribute to growth in insurance
spending in developing countries.

The information-intensive nature of insurance will
eventually enable it to become a full-fledged e-busi-
ness provided that efficiencies are passed on to con-
sumers.  However, the industry is still trying to deter-
mine the optimal business models to follow.

Information technology may bring about changes in
the value chain, and definitions of best practice will
change as well.  Analysis must not exclude the costs of
online client acquisition and retention, and marketing,
in particular if the insurer is embarking on an intensive
e-commerce venture.  

E-insurance faces three serious challenges. The first is
to redefine the relationships between insurers and
their agents and brokers.  The second is to bring exist-
ing pre-Internet computerized data systems out of the
back office and online, onto the World Wide Web.
Further, outsourcing IT development and mainte-
nance warrants careful examination and consideration
of the economies of scale involved in IT deployment.
The third challenge is to interface the business process
of insurance to a fully functional website given the fact
that most existing customers are unlikely to make fre-
quent repeat visits to a site.

For the insurance industries of developing countries,
adopting e-insurance will most likely be spurred from
abroad. Business relations with international reinsur-
ers may be a first impulse. The entry and local incor-
poration of foreign personal lines insurers which then
transplant tried and tested e-insurance operations may
become another motivating factor. Commercial insur-
ance may be the last to be affected by e-insurance
practices; however, this is a broad generalization, and
insurers must carefully scrutinize market develop-
ments.  Cross-border sales of personal lines have not
yet reached significant levels.

As an important financial sector, insurance requires
prudential supervision and regulation.  In the context
of e-insurance this means that the power of the Inter-
net should be harnessed to improve consumer protec-
tion, education and awareness building. Government
supervisors and regulators should use information
and communication technologies and the Internet to
receive and process periodic financial reports.
National insurance supervisors can use Internet tech-
nologies to communicate among themselves and
coordinate activities related to prevention of fraud and
money laundering.
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9. Export� Performance� and� E-Services

Information and communications technologies (ICT)
and e-commerce have been particularly influential in
the services industries. The Internet makes it possible
to sell a variety of services – for example, airline tick-
ets, financial or insurance products, customer support,
data-processing services or legal, health, education or
software services – around the clock and from any-
where in the world. This form of commerce is pro-
foundly reshaping many of the existing services indus-
tries and creating new services as related technologies
develop. This has resulted in an increase in cross-bor-
der trade, allowing companies to outsource activities
and services to more cost-effective locations or access
new clients in foreign markets. As a result, an increas-
ing number of companies, including many from the
developing world, are directing their efforts towards
becoming more competitive in their services exports. 

“Dynamic” export services and “rising stars”

Available statistics on international trade in services
demonstrate that between 1990 and 2000 developing
countries’ services exports grew faster than those of
developed countries, especially in services that experi-
enced above-average growth rates on the global mar-
ket. These “dynamic” export services are to a large
extent services that can easily be provided electroni-
cally - so-called e-services. Computer-related services
were the most dynamic export service during this
period, growing at an average annual rate of 31 per
cent (at 58 per cent in the developing countries) and
gaining 23.3 per cent in market share. 

An analysis of export competitiveness in e-services
reveals that developing countries’ global market share
is still minor and few of them have a comparative
advantage in the export of e-services. But many devel-
oping countries are gaining world market share in the
export of, for example, communication services,
financial services or royalty services. “Rising stars” (i.e.
the most competitive exporters) are mainly developed
and transition economies, but include a few develop-
ing countries. However, given the high growth rates in
a number of developing countries, their share among
the rising stars is expected to increase in the near
future.

Computer-related services exports
from developing countries

Examples from two countries that have developed
their computer-related export services, Costa Rica and
India, demonstrate that e-services can contribute sig-
nificantly to enhancing export competitiveness. In
Costa Rica, software services exports as a share of
total services exports have increased from almost 0
per cent to over 3 per cent in just three years. India’s
IT services exports have almost doubled in two years
and currently account for more than 16 per cent of
total exports and 8 per cent of all foreign exchange
earnings. Given the extraordinary growth rates of
these e-services exports, the latter figure is expected to
reach 30 per cent by 2008. Despite considerable differ-
ences between the two countries, they have been suc-
cessful in developing their domestic IT capacities and
IT-related export sectors. Both countries have an edu-
cated workforce, IT know-how, long experience in
high-tech development, contacts in their major export
markets and a good reputation abroad. In addition,
they have received large amounts of foreign capital for
the establishment of the domestic IT sector. 

As ICT and e-commerce spread, e-services will also
grow. Business process outsourcing will play an
increasingly important role for developing countries.
In the near future, more and more traditional indus-
tries located in developed countries, including the
retail, energy, transportation and manufacturing sec-
tors will outsource parts of their services. This will
trigger an increase in international trade in services, as
most of these business processes will be outsourced to
foreign providers. These human-capital-intensive
services offer a major opportunity for developing
countries with abundant cheap labour to develop their
exports in certain e-services. 

Policy measures to support exporters of e-services
should focus on increasing market access in e-services
for exporters from developing countries, as well as
addressing a number of domestic obstacles related to
technology, payments, infrastructure (telecommunica-
tions) and standards.


