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Abstract

The adoption of B2B e-commerce applications based on the Internet and the World
Wide Web is being promoted in some quarters as offering producer firms in
developing countries new exchange mechanisms that enable them to compete on a
more equal basis in world markets. In this optimistic view B2B e-commerce promises
a radical shift in the way in which international buyers and sellers trade with one
another. The argument presented in this paper challenges the efficacy of this outlook.
Evidence obtained from research involving an attribute analysis of 184 e-marketplaces
and interviews with 75 enterprises and 37 key informants in two major sectors in three
developing countries suggests that Internet-based B2B e-commerce is not as effective
in reducing transaction costs or in opening the doors to global markets as the optimists
would have us believe. The evidence also suggests that Internet-based B2B e-
commerce has only marginally altered the way in which international buyers and
sellers in the garments/apparel and horticulture/agriculture sectors trade with one
another. The paper concludes that policies aimed at promoting ‘e-readiness’ are
unlikely to succeed on terms that maximise benefits for developing country producers
if they fail to give careful attention to the specific characteristics and positioning of
these firms within global value chains, and to the digital applications they use to deal
with operational challenges.



B2B E-commerce and Developing Countries: Disentangling
Myth from Reality

Introduction

The adoption of B2B e-commerce platforms based on the Internet and the World
Wide Web is being promoted as offering producer firms in developing countries new
exchange mechanisms that enable them to compete on a more equal basis in world
markets (Goldstein and O'Connor 2000; UNCTAD 2000; 2001; United Nations 2000;
World Trade Organization (WTO) 1998). For example, the E-commerce and
Development Report 2001 states that “enterprises in developing countries that are or
plan to be involved in international trade need to start incorporating ICT and the
Internet into their business models in order to stay competitive” (UNCTAD 2001: 18).

According to this view, the implementation of B2B e-commerce is expected to
result in a reduction of the transaction costs that are incurred by these firms, thereby
lowering barriers to their participation in international trade. It also is expected to
provide opportunities for producer firms in developing countries to enhance their
international profile and to develop direct one-to-one trading relationships with
international buyers and sellers (Benjamin and Wigand 1995; Garcia 1995; Leebaert
1998; Malone and Laubacher 1998; Malone et al. 1987). Citing the rapid adoption of
the Internet and the World Wide Web, some analysts have even pointed towards the
potential for ‘leap-frogging’ generations of ICTs (Panagariya 2000). In this optimistic
view, B2B e-commerce promises a radical shift in the way in which enterprises trade
with one another.

There is little doubt that the public Internet' is a relatively inexpensive
communication tool as compared to other communication services. When an
affordable telecommunication infrastructure is in place, its use can enable buyers in
industrialised countries to have easier access to information about developing country
producers. Its use also can expedite the ability of developing country suppliers —
assuming that they have access to the Internet — to obtain information about buyer
requirements in industrialised countries.

Despite the optimism in many quarters about the potential benefits of B2B e-
commerce for developing country firms, there is a substantial gap in the evidence base
concerning the extent of B2B e-commerce implementation and the way various
applications are being used by firms in developing countries. In this paper, it is argued
that attention needs to be given to the specific characteristics and positioning of
developing country producers within global value chains if policies promoting e-
readiness® are to have a chance at succeeding on terms that are beneficial to these
firms.

The empirical research upon which this paper is based focused mainly on Internet-
based B2B e-commerce in two industrial sectors: garments/apparel and
horticulture/agriculture. These sectors were chosen because they are important for
employment and export growth prospects of poor countries in South Asia and sub-
Saharan Africa (Dolan and Humphrey 2000; International Labor Organization 1996),



and because global trading platforms for these products were in operation during
2001-2002 when the research was undertaken.

In order to move beyond simple assessments of the perceived potential benefits of
B2B e-commerce in general terms, the research was designed to examine specifically
how international trading transactions are structured and handled when some form of
B2B e-commerce is introduced into a global value chain. The analysis indicates that
B2B e-commerce services available to user firms are not as effective in opening the
doors to global markets for firms in developing countries as the optimists would have
us believe.

In Section II the analytical framework developed for the study is set out. In Section
III a review of the research methodology is provided. The results are presented in
Section IV. The last section draws out the implications of the research findings for
policies geared towards the needs of producer firms in developing countries.

E-commerce and the Reduction of Transaction Costs

For developing country producer firms, the capacity to benefit from the diffusion of
ICTs, and, in particular, from the implementation of e-commerce, requires both a
reduction in the many facets of technological divides and improved institutional
arrangements to support increased international trade (Mansell 2001; Mansell and
Wehn 1998; Patterson and Wilson 2000). Most studies of ‘e-readiness’ primarily
focus on the indigenous constraints with which firms located in developing countries
must contend (Bhatnagar 1999; Braga 2000; Hossain 2000; Mann 2000; McConnell
International 2000, 2001; World Information Technology and Services Alliance
2000).

The interactions between such factors as connectivity, access, network security,
capability/skills, and regulatory environments all, in important ways, influence
whether firms can participate effectively in the global economy. However, these are
not the only factors influencing the magnitude of the transaction costs facing
developing country producer firms that seek to trade internationally by using B2B e-
commerce. Very little attention so far has been given to the changes that may, or may
not, occur when ‘digital” or ‘electronic’ commerce applications are introduced into the
trading process.

The belief that implementing B2B e-commerce will significantly decrease the
transaction costs® associated with trade across organisational and geographical
boundaries underpins much of the discussion about the potential for the public
Internet and the World Wide Web to globalise commerce. According to this view, the
adoption and implementation of ICTs facilitates a “closer integration of adjacent steps
in the value-added chain”, thereby allowing firms potentially to reduce the costs
associated with selecting suppliers, negotiating and fulfilling contracts, and ensuring
that contract terms are met (Malone et al. 1987: 484). This reduction in the ‘unit
costs’ of coordination, it is claimed, will encourage firms to expand the number of
transactions they conduct across both organisational and geographical boundaries
(Benjamin and Wigand 1995; Davidow and Malone 1992; Malone and Laubacher



1998; Malone et al. 1987).

Unfortunately, this view overlooks the importance of the procedures and processes
as well as the dynamics involved in transacting. It also is illustrative of a tendency
among some analysts to discuss ICTs and ‘the Internet’ as artefacts or simple
appliances, rather than as complex processes of inter-networking made possible by a
series of inter-linked computer networks, a compendium of hardware and software,
data flows, and human agents (Kling 1999; Paré 2000). The significance of the
distortions that may arise from this techno-centric orientation cannot be
underestimated. The failure to consider the processes and rules that underpin B2B e-
commerce can lead researchers and policy makers to overestimate the potential
savings that may be incurred and to underestimate the new costs that firms in both
developing and industrialised countries may experience from participating in
electronic transactions. This points to the need for a cautious assessment of claims
about the potential for a B2B e-commerce environment based on the public Internet
and the World Wide Web to help developing country producer firms gain improved
access to international markets.

In order to provide a means for critically assessing some of the claims about the
implications of B2B e-commerce for producer firms located in developing countries,
the methodology developed for this study enabled the researchers to emphasise the
conventional aspects of ‘commerce’ as well as the changes that may occur when
‘digital’ or ‘electronic’ commerce applications are introduced into the trading process.
In this study activities associated with B2B e-commerce were situated and examined
within the framework of transactions within the value chains that producer firms in
developing countries must enter if they are to trade successfully on the international
market.

Methodology

Before evaluating the extent to which B2B e-commerce implementation has the
capacity to assist developing country producer firms to secure improved access to new
international markets, it is important to clarify what B2B e-commerce entails. A
variety of definitions of B2B e-commerce has been employed by researchers and
policy makers (OECD 2000; UNCTAD 2000; Wigand 1997; World Trade
Organization (WTO) 1998). In its broadest conception, B2B e-commerce includes any
form of economic activity conducted over computer-mediated networks (Wigand
1997). Narrower definitions of B2B e-commerce focus on the public Internet as the
principal network involved.

Perhaps the most unsatisfactory feature of these definitions is a tendency to
promote monolithic conceptualisations of what B2B e-commerce is or is not. The
problem facing users, academics, policy-makers, and other interested parties is that
B2B e-commerce, like the Internet, manifests itself in a multitude of ways. Monolithic
conceptualisations of B2B e-commerce, however, are unable to capture this diversity
and impair our ability to understand its potential (Benkler 2000; Biegel 2001; Lessig
1999; Mansell 2002; Wu 1999). In order to avoid this problem the approach used in
this study focused on specific e-commerce applications’ and the types of services they



facilitated. It is here that variations and the potential for reducing transaction costs are
most apparent to users of B2B e-commerce.

Understanding how B2B e-commerce implementation is affecting firms in
developing countries is relatively uncharted territory.’” The core concern for this
exploratory study was the way that transactions are structured and handled when some
form of B2B e-commerce is introduced. To address this issue, the methodology was
devised to focus on the way B2B e-commerce applications are being used to mediate
exchanges between potential trading parties.

The framework for the analysis was developed to give specific attention to the
‘commerce’ rather than the ‘digital’ or ‘electronic’ aspects of B2B e-commerce
(Hawkins et al. 1999). This emphasis on ‘commerce’ is decisive for understanding
how B2B e-commerce implementation might influence the prospects for international
trade because it concentrates attention on the processes and rules that potential trading
parties must grapple with to participate effectively in an exchange.

There are two components of commercial trading that are common to all
transactions: transaction preparation and completion (Verhoest and Hawkins 2000).
Transaction preparation involves marketing and advertising, and includes all the
information exchanges that are associated with a transaction, as well as information
related to problems of actor motivation. Transaction completion encompasses
ordering, billing and payment, as well as the transfer of products and services from
sellers to buyers within supply chains, and to final customers.

Rather than defining imperatives — or end-states — to which all commercial
transactions may be reduced, these categories are proposed as entry points for
examining processes of commercial exchange. Seen in this light, transaction
preparation and transaction completion constitute a conceptual framework for
examining electronically mediated commerce that emphasises both autonomous and
interactive practices (Das and Teng 1998; Granovetter 1985; Gulati 1995; Jones et al.
1997).

During the first phase of the study the research focused on a group of applications
that may facilitate exchanges between potential trading parties regardless of their
geographical location and that may be classified according to their functional
characteristics: web-based trading platforms — or e-hubs — that are intended to
facilitate B2B e-commerce. On the public Internet and the World Wide Web e-hubs
constituted the primary spaces for transactions and interactions between firms.°
Kaplan and Sawhney (1999: 2) define e-hubs as, “neutral Internet-based
intermediaries that focus on specific industry verticals or specific business processes,
host electronic marketplaces, and use various market-making mechanisms to mediate
any-to-any transactions among businesses”.

This part of the research involved an attribute analysis of 117 B2B e-hubs —
supporting a total of 184 e-marketplaces — using a taxonomic instrument that was
developed to operationalise the conceptual focus on transaction preparation and
completion. The aim was to identify the features of these e-hubs that would be



apparent to potential users and that might be expected to influence the transaction
costs incurred by trading parties within any given sector’s value chain.’



In the second phase of the study, the experiences with B2B e-commerce of producer
firms — in the two sectors — in Kenya, South Africa, and Bangladesh were examined
based on in-country interviews using a semi-structured questionnaire.® The approach
here was exploratory and used standard face-to-face interview techniques.The former
were designed to develop ideas and to extract opinions, views, and reactions on
specific subject matter, while the latter was oriented toward eliciting attitudes and
collecting some quantitative data (Oppenheim 1992).

Analysis of the experiences of traders in these countries was expected to help
clarify the potential benefits of B2B e-commerce applications in firms seeking to trade
internationally. The sample included firms that were known to be active on the
international market and that might be expected to be implementing B2B e-commerce
or to be considering such implementation in the near term.

Interviews were undertaken with respondents from 75 enterprises across the three
countries. In addition, 37 key informant interviews with industry experts, business
association representatives, e-commerce solution providers, and government officials
were conducted (see Table 1). The firms selected for the study were identified on the
basis of these interviews The study’s in-country research collaborators also were able
to draw upon their research experience to identify potential participant exporting
firms.

Table 1: Number of Interviews per Country’

Country Garment/Appare Horticulture Key Informant Total
1 Firm Interviews Firm Interviews
Interviews
South Africa 28 12 15 55
Kenya 12 15 14 41
Bangladesh 7 N/A 8 15
Total: 47 28 37 85

T All of the enterprise interviews were conducted with individuals in senior management positions.
These individuals are likely to be well placed to convey an understanding of the scale and scope of e-
commerce implementation within their respective firms’ and of the influence of the Internet and the
World Wide Web on their firm’s international trading relationships

In the light of the study’s resource constraints no attempt was made to achieve a
statistically random sample. However, an effort was made to elicit the range of
experiences of the participating exporting firms. Therefore, the results presented
below should not be taken as ‘representative’ per se. Instead, they illustrate the factors
and issues with which the participating firms must contend when they seek to
participate in international B2B e-commerce.

Results

The overall results of the empirical research on B2B e-hubs and on the experiences of
developing country producer firms suggest that experience departs substantially from
the ‘received wisdom’ about the likely impact of B2B e-commerce.



1. There is very little evidence of support for the preparation and/or completion
of transactions online using Web-based B2B e-hub interfaces.

e For 84 percent of horticulture/agriculture and 74 percent of garments/apparel
exchanges, the service provider had almost no direct role in assisting buyers and
sellers to assess a priori the quality of the goods they may wish to purchase.

e Explicit mention of the ability to access information about a potential trading
partner’s credit and/or trading history was made in less than one quarter of the
horticulture/agriculture and the garments/apparel exchanges. In these limited cases
member credit rating information was available for an unspecified fee only by
contacting a third party or ‘strategic partner’ that was linked to the B2B e-hub (i.e.
Dun and Bradstreet, The CIT Group).

e For 73 percent of the horticulture/agriculture and 85 percent of the
garments/apparel e-hub exchanges, the service provider played no role in the
transaction settlement process. Parties to an exchange were responsible for
establishing payment conditions, the vetting of users was infrequent, and buyers
and sellers were usually reliant on information provided solely at the discretion of
the counterpart in the exchange. Some 57 percent of the horticulture/agriculture
and 37 percent of the garments/apparel B2B e-hubs explicitly noted on their web-
sites that they did not mediate business communications and/or the transactions
between trading parties, and that it was the user’s responsibility to evaluate with
due diligence whether they might enter into an exchange agreement with another

party.

e The extremely limited amount of product and partner information that users of the
B2B e-hubs in the sample have at their disposal before entering into an exchange
suggests that ‘buyer/seller beware’ is the norm.

e The results of the interviews with producer firms in developing countries yielded
very little evidence of buying and selling via the Internet and the World Wide
Web. Some 83 percent of garments/apparel firms and 66 percent of
horticulture/agriculture firms had not registered with, or made use of any Web-
based e-marketplaces. However, a very limited number of firms, particularly in the
garments/apparel sector, had been invited by their buyers to participate in closed
online auctions.

2. B2B e-commerce activities are related primarily to the exchange of
information using Internet and Web-based applications.

e Some firms are using online bulletin boards and other online venues for posting
trade leads and to establish contacts with potential trading partners. Users of these
types of services were often small firms that were not members of established
value chains. There is some evidence, particularly from a survey conducted by one
of the largest bulletin board firms, that many of the users of this type of service are
traders or intermediaries of some description. These organisations tend to make
contacts online to supplement traditional ways of finding potential trading



partners. However, within the sectors investigated in this study the use of these
types of services was generally regarded as being a practice of ‘the lunatic fringe’.

e The use of email to maintain contacts along the value chain is extensive, if not
universal, in both sectors. Firms were using email to co-ordinate production
schedules, provide complex information on shipping (e.g. the layout of pallets in
air-freighters), and to send digital images in attempts to address quality problems.
However, the information conveyed via email is frequently transmitted in concert
with the use of faxes and telephone calls.

e Very few — less 15 percent — of the firms in the sample were using the World
Wide Web to seek information about prices, export markets, or potential trading
partners. The primary constraints at this level were the lack of information
specificity and slow connection speeds.

()

. Very little business with new customers/suppliers is being generated through
the use of Internet-and Web-based B2B e-commerce.

e Of the 74 respondents in the firm sample, 10 had posted items for sale on Web-
based bulletin boards. However, only four had successfully completed a sale.
None of these small firms was a member of an established value chain. In these
instances the Internet and the World Wide Web were being used in much the same
way that trade directories might be used. Although access to information may be
easier online, business processes associated with negotiating an exchange were
taking place ‘off-line’ using face-to-face meetings and conventional telephone
calls.

e There was a virtually unanimous belief among all the firms that the primary
benefit of the Internet and the World Wide Web was the potential for cost savings
as a result of the use of email

4. There is a relatively slow uptake of B2B e-commerce among many
industrialised country buyers in the two sectors examined.

e Only one firm reported that they had experienced direct pressure from its buyers to
make greater use of B2B e-commerce applications.

e A number of garment/apparel producers were critical of the ‘refusal’ of European
traders to make greater use of Internet applications. Although European firms are
known to have an array of advanced ICTs at their disposal, some ten percent of
developing country producer firm respondents suggested that their European
counterparts were reluctant to make use of the most basic applications such as
email. Traders based in the UK were singled out as being among the worst
offenders.

A Reality Check on the Evidence Base on B2B E-commerce

For the period between April 2001 and August 2002 this exploratory study
found little evidence of a widespread take-up of Internet- and/or Web-based B2B



transactions involving producer firms in two major sectors in three developing
countries. Enthusiasm for online transactions — except in the case of a limited number
of closed auctions — was not in evidence. However, it was acknowledged by all
participants that B2B e-commerce may become more widespread in the future.

A major reported factor that accounts for the findings of this study is the way in
which business is conducted in the garment/apparel and horticulture/agriculture
sectors. Trading relationships in these sectors are fostered over extended periods of
time and they tend to be highly personalised. Business relationships continue to
depend on non-contract based activities (ie. face-to-face meetings) and on complex
information requirements. These activities and requirements are not easily transferable
to Web-based trading systems, at least, not according to the respondents interviewed
in this study. Where B2B e-commerce was in use in these sectors, it generally took the
form of:

1) Exchanges of business information via email where email was used to support
communication associated with negotiating and completing transactions;

2) Accessing online bulletin boards which served as online ‘dating’ agencies for
firms seeking new trading partners by facilitating initial introductions but by
leaving the negotiation and deal completion to traditional methods; and

3) Very limited use of closed online auctions where buyers and sellers are already
know to one another.

In addition to increasing the international visibility of their products, producer
firms in developing countries must overcome a multitude of supplementary obstacles
to ensure the successful completion of a transaction once a potential trading partner
has been identified (Maitland 2001). Physical infrastructure barriers, including
inadequate telecommunication systems, continue to impede the participation of these
firms in global trade. Other barriers to international trade such as a limited skills-
building, weaknesses in domestic regulatory regimes, inadequate transportation and
distribution networks, the need to meet buyer-driven product quality and
environmental standards further limit the capacity of developing country firms to
benefit from partial or full implementation of e-commerce (Nielson and Morris 2001).

The evidence suggests that despite making some efficiency gains in terms of
facilitating the speed of inter-firm communications, almost no gains have been made
at the transactional level. The results of this study suggest that the greatest barriers to
more extensive use of Internet-based B2B e-commerce by garment/apparel and
horticulture/agriculture developing country-based producers are:

1) The perceived absence of procedures for establishing trust;

2) The primacy of direct personal contacts between established buyers and sellers;
and

3) The structure of sector value chains which encourages repeated transactions and
close contacts between buyers and sellers.

If partial or full implementation of Internet-based B2B e-commerce is to become
more widespread much greater attention will need to be given to the specific



characteristics and positioning of developing country producer firms within global
value chains and to the technical, financial, and organisational structures within which
these firms operate. In addition, there is a need for policy-makers to give greater
consideration to the multitude of ways in which digital applications are being used to
deal with the operational challenges presented by different types of value chains. This
will be essential if the implementation of B2B e-commerce applications is to begin to
bring some of the expected benefits — in savings in transaction costs and in reduced
barriers to global trading — for producers in developing countries. Insofar as this
dimension of the e-commerce equation is overlooked policies aimed at promoting ‘e-
readiness’ are unlikely to succeed on terms that maximise benefits for developing
country firms.
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Notes:

"In order to avoid confusion, a distinction is drawn here between e-commerce that occurs on private
digitalized, and/or proprietary networks, and the digital space available, even for a fee, specifically
on the Internet, see Sassen (2000).

* Defined as the capacity to participate in the global digital economy, see McConnell International
(2000).

3 Transaction costs have been described as the “costs of running the system” (Williamson 1985: 18),
and are seen as the “economic equivalent of friction in a physical system” (Wigand 1997: 8).
According to transaction cost theory, participating in a commercial exchange involves two types of
costs: (i) those relating to problems of co-ordination and (ii) those relating to problems of actor
motivation (Garicano and Kaplan 2000; Milgrom and Roberts 1992)

* E-commerce applications reside in the network layer above the public Internet protocols that oversee
basic data transmission.

> Initial research in this domain includes: Moodley, Morris, and Velia (2002), Tregurtha and Vink
(2002), Kiryanjui and McCormick (2002), Moodley, Morris, and Barnes (2001), and Maitland
(2001).

% These intermediaries also are often referred to as “portals’ or ‘market-makers’, see Wilson (2000), and
Mahadevan (2000).

7 For a detailed account of the methodology employed for this part of the research see Paré (2003).

¥ This part of the research was conducted in collaboration with Mike Morris, Sagren Mooldley, and
Myriam Veliam of the University of Natal; Nick Vink and Norma Tregurtha of Stellenbosch
University; Dorothy McCormick, Mary Njeri Kiryanjui and John Njoka of the Institute for
Development Studies, University of Nairobi; and Zaid Bakht of the Bangladesh Institute of
Development Studies.
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