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I. Background
Electronic Commerce is still in the early stages of its development, but it is already transforming the world. It dramatically reduces the distance between producers and consumers, sellers and buyers. Businesses benefit from gaining relatively easy access to a global marketplace, where distance and time, which once separated disparate populations, are remarkably diminished. Over the next decade, commerce advances on the Internet will affect every aspect of daily life. 

The Internet has the power to significantly lower transaction costs and to facilitate new types of commercial transactions. Small businesses and individuals can deal directly with faraway buyers through the Internet, eliminating transaction costs and other barriers that make it difficult for smaller businesses to engage in long-distance and international trade. Many of the cost savings of online commerce will come at the expense of traditional distributors and sales representatives.

For businesses, online commerce is enticing because of its efficiency. Once a Web site is built, it can take orders round-the-clock, countless customer-service queries can be filled, product catalogs can be updated constantly, and information on market behavior can be easily accessed and updated regularly. A growing share of business-to-business commerce is expected to move to the Internet in the next few years. 

A sectoral look at business-to-business commerce reveals that computing and electronics currently displays the largest Internet revenue, representing almost half of the Internet revenue of all sectors together. It also has the largest share of Internet commerce in total business-to-business commerce. That share is predicted to increase sharply in the year 2000. A sharp increase in the share of Internet commerce is also predicted for utilities, shipping/warehousing, motor vehicles, and petro-chemicals.

While electronic commerce is still in its infancy, it is already possible to spot different ways that is taking hold in various industries. Some of the most far-reaching implications are occurring in the supply chains of traditional manufacturing companies, and in the way the transportation sector keeps track of goods. Online commerce is also increasing rapidly in high technology, consumer goods and financial services. 

Electronic commerce in different economic sectors
For manufacturing companies that produce a wide-range of products, the Internet is proving to be a powerful tool throughout their supply and manufacturing processes. Such companies have traditionally relied on a mix of paperwork and intricate connections between mainframe computers. Switching to the Internet avoids the inefficiencies and high costs of paper records, while also bypassing the need for data-support to traditional computer-to-computer links, known as electronic data interchange.

In the Transportation sector, many companies are now using the Web to book shipments. In this new online world, customers fill out bills of lading, help calculate their own freight charges and monitor shipments as they move along the carriers’ networks. As Internet shopping booms, the number of shipments and deliveries are also increasing sharply. 

Another sector in which electronic commerce is rising rapidly is Consumer Goods. First there was Amazon.com, the online bookstore that grew from scratch in 1994 to become a great rival to traditional book chains. Then other products, such as shoes, toys, groceries, airline tickets, music, T-shirts and almost everything else a consumer might want, started to be offered over the Internet. As consumers’ interest in Internet shopping grows, online advertising is surging and bringing in increasing revenues.

The Web’s fastest business advances have occurred in the computer industry, or in closely related fields, the High Technology sector.  Most researchers agree that computer hardware and software make up the largest category in electronic commerce. Being online brings cost considerably down. In many cases software companies let online customers download programs directly to their computers, instead of shipping them computer disks with the programs. But according to industry representatives, that purely online market currently constitutes just a small percentage of the sales. Unless high-speed data transmission becomes widely available, software downloads are not likely to exceed 10 to 20 percent of the sales. 

The online Financial Services category is large and growing fast online. Consumers are coming online to control their financial destinies and avoid paying high commissions to brokers. With an Internet connection and a few idles moments it is now possible to get a mortgage, shop for insurance, trade stocks and pay bills online. 

In general, the more difficult and time-consuming a purchase category is, the more likely consumers will prefer to use the Internet as opposed to standard physical means. Some hot-selling categories on the Internet now are computer products, catalogs and mail order houses, financial services (especially online brokerages), smaller companies with unique product/service offerings, information services and travel services. 

While online commerce is making rapid advances in many economic sectors, there are a few areas where progress has been erratic, at best. One is Health Care, where privacy concerns about the Internet are most intense, and where information is highly complex. According to a study by an Internet retailer’s association, top barriers to Internet growth are consumers’ security fears, slow transmission speeds, unreliable Web sites, and lack of coordination among Web sites and distribution channels.

II. Points for Discussion

What are the sectors in which the use of electronic commerce and its economic impact are greatest?

Is the size of a firm in cyberspace a limitation? Is this limitation as big in cyberspace as it is in the real world?

Are entry prices a barrier to the use of electronic commerce by small businesses? Are the fees charged in the provision of e-commerce services to businesses accessible to small firms, especially to small firms in smaller economies?

How can technological solutions be used to increase the number and variety of businesses using electronic commerce?

How can governments, private sector and international organizations address the barriers to electronic commerce, in order to increase the number and diversity of business users?

What can governments and international organizations do to promote technology for the improvement of transmission speeds?

What can governments and international organizations do to promote the reliability and coordination of Web sites?
III.
Work being done in other fora:
The work that has being done in the international fora concentrates on the barriers to electronic commerce that affect the business users. Those barriers involve issues such as privacy, security, certification authentication, digital sihnatures, consumer protection and technology. A listing of those organiztaions involved in work in each of these respective areas can be found in the Chair’s Notes on these issues.
APPENDIX:

Business-to-Business Electronic Commerce

Statistics for the U.S. Economy
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Sector by Sector
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(Revenue in billions of dollars)











INDUSTRY SECTOR

1997
2000*
2003*

Computing,
TOTAL REVENUE
$477.8 
$693.1 
$1,005.4 

Electronics
INTERNET REVENUE
$8.7 
$121.4 
$395.3 


INTERNET PCT. OF TOTAL
1.8%
17.5%
39.3%

Motor
TOTAL REVENUE
$915.9 
$1,150.5 
$1,445.3 

Vehicles
INTERNET REVENUE
$1.5 
$22.7 
$212.9 


INTERNET PCT. OF TOTAL
0.2%
2.0%
14.7%

Petro-
TOTAL REVENUE
$987.3 
$1,142.9 
$1,323.0 

chemicals
INTERNET REVENUE
$2.1 
$22.6 
$178.3 


INTERNET PCT. OF TOTAL
0.2%
2.0%
13.5%

Utilities
TOTAL REVENUE
$490.2 
$567.5 
$656.9 


INTERNET REVENUE
$3.2 
$32.2 
$169.5 


INTERNET PCT. OF TOTAL
0.7%
5.7%
25.8%

Paper/
TOTAL REVENUE
$826.7 
$981.8 
$1,166.0 

office
INTERNET REVENUE
$0.6 
$6.4 
$65.2 

products
INTERNET PCT. OF TOTAL
0.1%
0.7%
5.6%

Shipping/
TOTAL REVENUE
$312.6 
$334.7 
$358.3 

warehousing
INTERNET REVENUE
$0.5 
$6.8 
$61.6 


INTERNET PCT. OF TOTAL
0.2%
2.0%
17.2%

Food/
TOTAL REVENUE
$1,489.6 
$1,627.7 
$1,778.6 

agriculture
INTERNET REVENUE
$0.1 
$6.3 
$53.6 


INTERNET PCT. OF TOTAL
0.0%
0.4%
3.0%

Other
TOTAL REVENUE
$4,411.9 
$5,314.4 
$6,412.9 


INTERNET REVENUE
$2.0 
$32.7 
$194.4 


INTERNET PCT. OF TOTAL
0.0%
0.6%
3.0%

TOTAL
TOTAL REVENUE
$9,911.9 
$11,812.6 
$14,146.5 


INTERNET REVENUE
$18.6 
$251.1 
$1,330.9 


INTERNET PCT. OF TOTAL
0.2%
2.1%
9.4%

Source: Forrester Research Inc.





* Projected





Online sales by Category




1997
2002*

Travel
$911 
$11,699 

PC hardware
$986 
$6,434 

Grocery
$63 
$3,529 

Software
$85 
$2,379 

Books
$152 
$3,661 

Apparel and accessories
$103 
$2,844 

Ticketing
$52 
$1,810 

Specialty gifts
$100 
$1,357 

Music
$37 
$1,591 

Videos
$15 
$575 

Toys
$2 
$555 

Consumer electronics
$15 
$792 

Health and beauty
$2 
$1,183 

Other
$485 
$2,689 

Source: Jupiter Communications

*Predicted
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