
CHAPTER 2 6 

Electronic commerc e 

What is electronic commerc e 

There i s no universally accepted definitio n o f the term 'electroni c commerce' . 
However, i t i s generall y use d t o cove r th e "distribution , marketing , sal e o r 
delivery o f good s an d service s b y electroni c means" . Th e rapi d growt h i n 
electronic commerce during the last decade has been due to the increasing use 
of the Interne t fo r commercial purposes . 

A commercial transaction ca n be divided into three main stages: 

• Th e advertising and searching stage; 

• Th e ordering and payment stage ; and 

• Th e delivery stage. 

Any o r al l o f thes e stage s ca n b e carrie d ou t o n th e Interne t (o r b y othe r 
electronic means such as the fax or the telephone) and may therefore be covered 
by the concept of electronic commerce . 

Electronic means are being increasingly used aggressively by commercial firm s 
to advertise and market both goods and services all over the world. Virtually all 
products can be sold on the basis of the information availabl e on the Internet . 
Information o n prices , quality , deliver y an d paymen t condition s enable s 
manufacturing companies , retailer s o r consumers i n far-of f countrie s t o orde r 
their requirement s fro m th e mos t competitiv e suppliers . Physica l good s ar e 
then delivere d by other means of transport . 

It i s becomin g increasingl y possibl e t o delive r certai n type s o f product s 
electronically; in fact any product that can be reduced to a digital format can be 
delivered i n thi s way . Th e potentia l produc t rang e i s vast : financia l an d 
insurance services , audio-visua l product s (films , game s an d music) , trave l 
services (airlin e tickets , hote l reservations) , new s an d informatio n service s 
(on-line wire service s an d dat a ban k retrievals) , telecommunications services , 
and informatio n technolog y service s an d software . Thi s lis t i s not exhaustiv e 
and additional products are likely to be found suitable for electronic trade in the 
future. Today , computer softwar e i s the leading product sold via the Internet . 

Benefits of electronic commerc e 

Electronic commerc e provide s consumer s an d busines s enterprise s wit h 
information o n th e availabilit y worldwid e o f product s o r services , prices an d 
conditions o f sale , enablin g the m t o obtai n thei r supplie s o n th e bes t term s 
possible. I t provide s supplier s with a n on-lin e marketin g service , and enable s 
them t o d o busines s withou t havin g t o ope n a n establishmen t o r t o hir e a n 
agent abroad. Virtual shops and contact points on the Internet , by facilitatin g 
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Box 62 
Main instruments  of  electronic  commerce 

There are six main instruments  of electronic commerce: the  telephone, fax, television, 
electronic payment and money  transfer systems, electronic data interchange  and the 
Internet. While  the  term 'electronic commerce' is  used in many discussions  to  refer 
exclusively to  the Internet and other network-based commerce, the  telephone, fax and 
television are  in common use  as media for commercial  transactions,  particularly  in 
industrialized countries. Orders, for example,  are regularly placed over the telephone 
and paid for by  credit card. The emergence of instruments like the Internet did not 
therefore mean the invention of electronic commerce. 
But the  Internet does open up many new possibilities: with the Internet most elements 
of a commercial  transaction  can be conducted on  an interactive  basis  with one  or 
several persons, unconstrained  by time and space, in  a multimedia environment with 
sound, image  and text  transmission, and  at relatively low (and still declining) costs. 
This makes  the Internet much  more  versatile than other  instruments of  electronic 
commerce. The  latter typically need to be used in combination with each other or with 
more traditional instruments such as mail or physical shopping, for a  transaction to 
be concluded. The Internet will therefore reduce the barriers to  communications and 
trade to  a  greater  degree than  established  electronic and  traditional  means  of 
commerce. 

Source: WTO, Electronic Commerce and the Role of the WTO  (1998) . 

communications, eliminat e som e o f th e delay s i n th e flow  o f supplies . Th e 
quick an d assure d availabilit y o f supplie s ma y als o enabl e industries , 
wholesalers an d retailer s t o reduc e th e level s o f inventorie s an d stock s the y 
hold. Thi s wil l hel p companies , particularl y th e smal l an d medium-sized , t o 
reduce thei r costs . 

Internet-based international trade 

The Unite d State s account s fo r th e bul k o f th e trad e conducte d throug h 
the Internet . It s Internet-base d sale s ar e expecte d t o reac h US $ 20 0 billio n -
US$ 30 0 billio n i n 2001 , attributable mainl y t o sale s i n th e domesti c market . 
This will be equivalent t o 2%-3% of the country' s economy-wid e sales . The us e 
of electroni c mean s t o sel l product s an d service s i s als o o n th e increas e i n 
Europe, though i t is much smalle r in magnitude than trade in the United States . 

Reliable estimate s o f Internet-base d internationa l trad e d o no t exist . Roug h 
estimates, however, indicat e tha t i t could reac h US $ 40 billion -  US$ 6 0 billio n 
by 2001. 

Internet commerce and developing countries 

In general , developin g countrie s la g fa r behin d develope d market s i n th e 
availability o f th e technica l requirement s fo r conductin g electroni c commerce . 
This ca n partl y b e attribute d t o th e inadequat e developmen t o f thei r 
telecommunications infrastructure s an d t o th e cos t o f usin g th e Internet . I n 
addition t o the cos t of basic computer equipment , th e cos t of using the Interne t 
depends o n severa l factors , includin g th e cost s o f router s an d othe r computin g 
facilities and , t o a  lesser degree , the wage s o f operators . 
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Internet charge s ca n b e significantl y highe r i n developin g tha n i n develope d 
countries. Thus , th e averag e cos t o f a  subscriptio n t o a  dial-u p Interne t 
connection i n Afric a i s quote d b y IT U a s US $ 7 5 pe r mont h compare d t o 
US$ 1 0 in the United State s and US$ 1 5 in the United Kingdom . Considerin g 
the lo w level s o f incom e i n Africa, 36 thes e subscriptio n charge s ar e almos t 
prohibitive and beyond the reach of the common man . Further , the cost of local 
or long-distance telephone call s giving access to the Interne t can be significantl y 
higher i n developin g countries . 

Many o f th e huma n skill s neede d fo r electroni c commerc e ar e distinc t fro m 
those require d fo r othe r form s o f trade . Th e mor e stage s o f a  commercia l 
exchange are carried ou t electronically , the more specifi c ar e the skill s required . 
Basic compute r knowledg e an d knowledg e o f th e Interne t ar e neede d eve n i f 
only t o searc h fo r a  produc t o n th e Net . Extensiv e languag e skill s ma y b e 
required t o brows e foreig n Interne t sites . I f a  produc t i s t o b e advertise d 
through th e Internet , skill s i n designin g a n Interne t sit e ar e necessar y and , i f 
electronic payment s ar e to be accepted , ther e i s a need fo r peopl e with skill s i n 
electronic money transfer . Whil e som e developin g countrie s ar e well advance d 
in developing these human resourc e capacities , mos t o f them d o no t yet have a 
widely skille d workforce i n thes e areas . 

Problems and issues 

Revenue implications of electronic commerce 

Physical product s tha t ar e ordere d fro m othe r countrie s electronicall y ar e 
delivered by air, rail, road or sea. Customs dutie s on such products ar e collecte d 
at th e border , muc h lik e th e dutie s collecte d o n product s ordere d throug h 
non-electronic means . 

However, product s lik e books , film s an d musi c ma y b e digitize d an d 
transmitted t o consumer s directly . Thi s ma y lead to a n anomalou s situatio n a s 
Internet trad e grows . A  boo k o r a  C D recor d ma y hav e t o pa y custom s dut y 
when crossin g a  border , whil e thei r digitize d version s delivere d direc t t o 
consumers throug h th e Interne t woul d escap e suc h duties . I t ma y als o b e 
difficult t o collec t Interne t taxe s (e.g . value-adde d o r sale s tax ) o n suc h 
products. 

Recent research , however , show s tha t non-collectio n o f custom s dutie s o n 
digitized product s ma y no t hav e seriou s implication s fo r a  country' s revenue . 
Only a  limite d numbe r o f countrie s hav e hig h dutie s o n product s tha t ca n b e 
rendered digital , and customs duties collected on such products contribute onl y 
a small share to government revenue even in these countries. Moreover, i t is not 
impossible to tax electronic transmission, i f a country wants to do so. Differen t 
methods tha t ca n b e adopte d fo r thi s purpos e ar e being studied a t present . 

Protection of intellectual property rights 

Increasing Interne t trad e ma y pos e problem s i n th e enforcemen t o f intellectua l 
property rights . Simila r trademark s ca n exis t i n differen t territories ; i n th e 
borderless world of electronic commerce, this may lead to conflict. A related issue 
is the allocation o f domain name s and the resolution o f conflicts arisin g from th e 
use of the same or similar domain names. In one initiative, WIPO has been aske d 

36 NU A Interne t Surveys , "Constraint s o n th e Developmen t o f 'Wired ' Econom y i n Africa " 
(15 May 1998) . 
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to develo p recommendation s fo r th e resolutio n o f trademark an d domai n nam e 
disputes and to report its findings to the United State s Department o f Commerce 
in 1999 . 

Other legal issues 

Trade an d busines s communication s throug h electroni c mean s giv e ris e t o a 
number o f question s o f a  lega l nature . Among thos e are : What i s the origi n o f 
electronically trade d products ? Whe n i s a n electronicall y delivere d produc t 
'domestic' an d when i s it ' imported? Ho w do traders who use electronic mean s 
of communicatio n dea l with situation s i n which nationa l law s o r internationa l 
conventions applicabl e t o internationa l trad e transaction s requir e 'written ' 
agreements, 'original ' document s o r 'manual ' signatures ? Ho w ca n th e 
authenticity o f a  messag e b e secured , s o tha t partie s wil l kno w wit h certaint y 
the identity of a sender of an electronic message or enable them to verify tha t a n 
electronic messag e ha s no t bee n altere d i n transmission ? Uncertaint y ove r th e 
enforcement an d potential fo r redress of electronically concluded contract s ma y 
create obstacles to the development o f electronic commerce acros s borders. Th e 
use o f electroni c mean s o f communication , fo r instanc e i n preparin g an d 
concluding a  contrac t an d i n deliverin g products , require s no t onl y 
technological solution s bu t a n appropriat e lega l framework . 

A numbe r o f initiative s a t th e internationa l leve l hav e bee n take n t o assis t 
governments t o dea l wit h inadequacie s i n applicabl e laws . Fo r example , 
UNCITRAL, th e Unite d Nation s bod y responsibl e fo r promotin g th e 
harmonization an d unification o f international trad e law, has undertaken wor k 
which le d t o th e adoptio n o f a  Mode l La w o n Electroni c Commerc e i n 1996 . 
The Mode l La w establishes rule s an d norm s fo r th e validation an d recognitio n 
of contract s forme d throug h electroni c means , set s defaul t rule s fo r contrac t 
formation an d performance , define s th e characteristic s o f vali d electroni c 
writing an d a n origina l document , provide s fo r th e acceptabilit y o f electroni c 
signatures fo r lega l an d commercia l purposes , an d support s th e admissio n o f 
computer evidenc e i n court s an d arbitratio n proceedings . Th e Mode l La w ca n 
be use d b y State s t o enac t legislatio n tha t wil l hel p remov e lega l obstacle s to , 
and uncertaintie s arisin g from , electroni c commerce . Bot h th e Unite d State s 
and OECD ar e encouraging the development o f an internationa l conventio n o n 
electric transaction s base d o n th e Mode l Law . Th e conventio n wil l hav e tw o 
aims: eliminat e paper-base d lega l barrier s t o electroni c transactions , an d 
provide a n effectiv e approac h t o authentication . 

Some initiative s hav e als o bee n take n b y individua l countries , th e Europea n 
Communities an d internationa l organization s t o dea l wit h th e lega l issue s 
arising fro m electroni c commerce . Thes e includ e contractua l interchang e an d 
trading partner agreement s which addres s issues related to EDI (electroni c dat a 
interchange). ED I i s an order-managemen t syste m whic h i s defined a s a  se t o f 
data definition s tha t permi t busines s form s t o b e exchange d electronically . I t 
has been aroun d sinc e computer s cam e int o existence , bu t a s i t i s complex an d 
expensive t o implement , typicall y requirin g dedicate d an d proprietar y 
value-added network s (VANs) , it has never really caught on excep t among large 
companies with long-ter m an d high-valu e suppl y partnerships . However , ther e 
are no w numerou s softwar e companie s seekin g t o delive r ED I acros s th e 
Internet, whic h shoul d pu t i t withi n th e reac h o f smalle r busines s enterprise s 
and effec t saving s fo r th e large r ones . However , fo r thi s t o b e workabl e o n a n 
international level , ther e mus t b e a  universa l standar d fo r sendin g ED I 
information ove r th e Net . Severa l nationa l trad e facilitatio n bodie s a s wel l a s 
regional an d internationa l organization s hav e bee n workin g o n thi s aspect . 

Finally, almos t al l countries , develope d an d developing , ar e concerne d abou t 
the conten t o f th e Internet . Thi s i s natural , a s th e Interne t contain s a  wid e 
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range of more or less desirable 'information' . Ther e are many differing view s on 
what ma y constitute risk s to public morals , securit y or other type s o f offensiv e 
material. T o polic e al l th e conten t availabl e o n th e Interne t i s nex t t o 
impossible. However , possibilitie s exis t t o preven t acces s t o undesirabl e 
content, eithe r throug h individua l filterin g softwar e installe d o n the persona l 
computer or , on a broader level , by Internet servic e providers . 

WTO work programme 

The increasin g use of the Internet an d other electroni c mean s i n internationa l 
trade i n good s an d service s le d W T O Members , a t th e Genev a Ministeria l 
Conference (hel d i n Ma y 1998) , t o adop t a  Declaration  on  Global  Electronic 
Commerce directing th e Genera l Counci l "t o establis h a  comprehensiv e wor k 
programme t o examin e al l trade-relate d issue s relatin g t o globa l electroni c 
commerce". In accordance with thi s mandate , work on examining whether any 
modifications o r improvements ar e necessary in the rules on trade in goods and 
services and in the area of intellectual propert y is ongoing in the relevant WTO 
forums. I n addition , th e Genera l Counci l ha s asked th e Committee o n Trad e 
and Developmen t t o examine , inter  alia, th e effects o f electronic commerc e o n 
the trad e o f developin g countrie s an d particularl y tha t o f smal l an d 
medium-sized enterprise s i n thes e countries , an d th e mean s fo r maximizin g 
benefits accruin g to them. The General Counci l is expected to submit it s report 
on wor k don e an d its recommendations fo r action t o the Third Sessio n o f the 
Ministerial Conference , t o be held i n November 1999 . 

Customs duties on electronic transactions 
In th e sam e Declaration , th e Member s agree d t o continu e (unti l th e nex t 
Ministerial Conference ) "th e curren t practice " o f mos t o f the m o f "no t 
imposing custom s dutie s o n electroni c transmissions " (digitize d products) . A 
decision on whether the Declaration shoul d be extended and made binding is to 
be take n a t the third Ministeria l Conference , takin g int o accoun t th e progres s 
of the General Council' s work programme . 

Summing up 

The valu e o f electroni c commerce , a n increasingl y significan t featur e o f 
international trade , i s expected t o increase dramaticall y i n the new century. In 
order to participate i n this trade , countries will have to build thei r capacities to 
engage in this trade as a priority. The difficulties, however , of doing this shoul d 
not b e underestimated. Countrie s nee d t o inves t i n both physica l an d huma n 
infrastructures, specialize d educatio n an d training, and provide an appropriat e 
legal framewor k fo r conducting commerc e electronically . 
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