
34
Chapter 2
PAGE  
38
Chapter 2

CHAPTER 2:    LITERATURE REVIEW
2.1 Introduction
Electronic Commerce or E-commerce is growing extensively on Internet. Although the term of "E-commerce" might sound bizarre, in reality it has been familiar activity: buy books online. Whereas some of people take these simple activities every day, most of them may not be familiar on how SMEs have applied E-commerce into their business strategies to guarantee their survival in new global marketplace [33].
There are comprehensive literatures in focussing on SMEs and E-commerce [39, 46, 47, 48, 49, 50]. Despite variations in topics and approaches, these authors have concluded that SMEs are increasingly using Internet and this will radically change the way SMEs operate their businesses.
In this study, researcher focuses on B2C among SMEs due to: 1) B2C are much simpler to be implemented than B2B transactions for SMEs in Asia [52]; 2) B2C in Asia has becoming more important in today’s businesses [93]; 3) less complicated technology is required in implementing B2C among SMEs [57].
2.2 Definitions of E-commerce
There are comprehensive literatures available in the area of E-commerce depending on the context and research objectives of the authors.

According to COM [1], E-commerce means “doing of business electronically”. It encompasses many diverse activities from electronic trading of goods and services until after-sales service. Choi et al. viewed E-commerce as an “economic system where firms and consumers are aided by computers and networking technologies that enable an entirely new market” [2]. 
Table below are the summaries of E-commerce under different perception.
Table 1
E-COMMERCE IN DIFFERENT PERCEPTIONS
	Perceptions
	Descriptions

	Business
	To automate business transactions and workflows [5, 104]

	On-line
	To provide  and extent the capability of buying and selling goods and its information through  Internet and other on-line services [6, 105]

	Service
	To decrease costs while improving the quality of goods and increasing the speed of service and delivery at the same time (e.g.: Dell uses E-commerce to optimise their service capabilities direct to customers while it can save costs up to 70%) [104]

	Communications
	To deliver up-to-date information of products/services and payments over communication networks [4, 40, 46]


In this study, researcher have taken two definitions of E-commerce from Kalakota and Ngai et al. [105, 107] and adapted them in B2C context: 

"The sharing of information and the process of buying and selling goods or services by electronic data transmission through Internet” 

E-commerce principally covers two concepts, i.e. B2B and B2C. 

Business to Business transactions (B2B) simply means businesses selling to other businesses [6], e.g. manufacturers selling to wholesalers (www.dell.com); wholesalers selling to retailers; office suppliers selling to other offices (MyBiz.com); etc. 
Business to Consumer transactions (B2C) means businesses selling to consumers, usually in the form of online shops [6], e.g. music online shop (www.onlinemusic.com) or eBay (www.ebay.com).
The difference between a web site and an E-commerce site is that 
an ordinary web site offers consumer with only information and purchasing options which are available off-line [5] while an E-commerce web site offers not only current information but also provides secure options to complete the transaction online [64].
2.3 Statistics
Before explaining further about the aspects of E-commerce, it is important to understand the current status of E-commerce around the world because it will give a basic idea on how the penetration level of E-commerce is taken place in different countries.

2.3.1 E-commerce Usage in Developed Vs Developing Countries

According to UNTACD research [7], the global number of Internet users continued to grow in 2002, reaching 591 million people at year’s end (Appendix 1). Developed countries continue to experience faster growth in the number of Internet users (32 percent), partly because of their demographic patterns (younger populations, faster overall population growth) (Appendix 2). If current trends continue, Internet users in developing countries could constitute 50 percent of the world total in the next five years. In developing countries, the figure is eight times lower (Appendix 2 and 3) [7]. Forecasts the value of E-commerce in 2003 were ranged between $1,408 billion and $3,878 billion, with growth projections would be $12,837 billion by 2006. 
2.3.2 
E-commerce Usage in Asia
IDC [24] reported that E-commerce revenues in Asia will not come close to US or European level. The growth of E-commerce will be slower in Asia due to infrastructure, Internet access, funds, different banking rules, tax structures and other issues [54]. There is a strong interest of E-commerce in the region, but some experts suggested that Asia should focus more to B2B transactions [59, 63, 68, 69]. Another studies noted that B2C level in Asia-Pacific region remain modest in comparison to B2B transactions [69, 87]. According to some estimates, B2C revenues amounted to $15 billion in 2002, total about $26 billion in 2003 [7]. This would represent about 10 percent of global B2C online sales. The vast majority of these volumes were generated by Japan, Australia and Korea [24]. In the more dynamic economies of the Asia-Pacific region, like Singapore and Hongkong, the adoption of E-commerce is more perceived by companies as the natural future of business [8, 39, 44, 87]. 
2.4 Small and Medium Sized Enterprises (SMEs)

There are many theories regarding SMEs definition but there are no exact definitions. The definition may vary among countries along with the differences in economic level of the countries [14, 51, 54, 76, 79]. 
According to EU Commission [13, 51], to be classified as an SME: 
“an enterprise has to satisfy the criteria for the number of employees (usually up to 250 employees) and one of the two financial criteria, either turnover total (up to 7 million ECUs) or balance-sheet total (up to 5 million ECUs)” 
Similar description of SMEs also used by Bolton Report 1971 [10][5]. 
“a small firm is an independent business, managed by its owner or partly owners and having a small market share”
Table below summarizes the differences of SMEs’ definition in Asia-Pacific.
Table 2
DEFINITIONS of SMES in ASIA-PACIFIC [9]
	Country
	Definition of SME
	Measurement

	Indonesia
	Less than 100 employees 
	Employment

	Korea
	Manufacturing - less than 300 employees 

Services - less than 20 employees 
	Employment

	Malaysia
	Varies. Turnover - less than RM 25 million and 150 employees. Different for Bumi Putra enterprises 
	Shareholders, Funds and Employment

	Philippines
	Less than 200 employees, P$ 40 million 
	Assets and Employment

	Singapore
	Manufacturing - less than S$12 million fixed assets 

Services - less than 100 employees 
	Assets and Employment



	Taipei
	Manufacturing - less than NT$ 40 million paid up capital, and less than total assets of NT$120 million. In business, transport, and other services-sales of less than NT$ 40 million.                      
	Paid up capital, Assets and Sales

	Thailand
	Less than 200 employees for labour intensive   

Less than 100m Baht for capital intensive 
	Employment and Capital


2.4.1 SMEs in Malaysia
In Malaysia, the emphasis among SMEs is mainly on the manufacturing sector. SMEs in Malaysia are defined as:

“Manufacturing entities with shareholders' fund (paid-up share capital: capital reserves; general reserves and retained/undistributed profits) of not exceeding RM 
 2.5 million (US$1 = RM2.58)” [16]
Malaysian SMEs accounted for 93.8 per cent of all establishments in the manufacturing sector as shown in Appendix 4. Of the total number of SMEs, small enterprises comprised 76.0 percent, while medium companies accounted 17.8 percent of all manufacturing establishments. In terms of manufacturing output and employment, small enterprises accounted for 3.9 percent and 11.4 percent, while medium firms contributed 23.4 percent and 27.5 percent respectively [11]. 
SMEs in service sector are also important in Malaysian economic growth. Service sector such as banking and tourism [8] are one of the most significant contributions to the Malaysian GDP.
Malaysia has recognized the importance of SME development since early 1960s. At first, the main purpose of SME development policies was to establish new companies, especially Bumiputra 
 and foster them aggressively. Not until 1990s, Malaysia started full attempts to further strengthen the supporting industry by fostering local SMEs.

2.4.3 SMEs in Indonesia

Indonesian government defines SMEs as firms with:

“Total assets up to Rp 
. 200 million (US $ 22,500
) excluding land and building or the total annual sales are not more than Rp. 1 billion (US $ 112,700)’ [14]. While the medium enterprises are ‘firms with total assets more than Rp. 200 million but not exceed Rp. 10 billion (US $ 1.127 million) excluding land and buildings” [14] (Appendix 6)
Of Indonesia's 2.8 million industrial establishments, 2.5 million are micro-enterprises and 245,000 are SMEs, together accounting for 60 percent of manufacturing employment [15]. Of more than 40 million enterprises, 99.99 percent is small and medium enterprises and only 0.01 percent is corporation [15]. In other words, almost all of business sectors in Indonesia are SMEs. SMEs contribute significantly to the development as 54.74 percent of GDP comes from these enterprises [14] (Appendix 7).

Government recognise the importance of SMEs and begin to focus on the effort to enhance the functions of SMEs. However, Indonesian SMEs still have limited access to high quality business services [15]. They also face high transaction/investment costs due to burdensome of government licensing and regulation requirements. 
2.5 Malaysia: The Outlook of E-commerce for SMEs
Aziz [23] cited that Malaysia
 can be considered as a country in transition where E-commerce market scene is relatively good. 
Internet in Malaysia is growing rapidly which reached 4.06 million by 2001 and to be expected to reach 6.7 million by 2005 [17] (Appendix 8).
Malaysian E-commerce market is largely dependent on geographical location. Eight Malaysia Plan (2001-2005) [23] showed that 53.6 percent of the total subscribers of Internet for E-commerce applications are concentrated in Klang Valley (the IT hub of Malaysia), followed by 8.8 percent in Johor, and 7.3 percent in Pinang since those areas are well-known for industry areas. The market is expected to grow at a CAGR
 of 47.3 percent in 2005 [18]. The most promise E-commerce transaction among SMEs is B2C as they are much simpler to implement than B2B [72, 73].
Thuong [72] commented that Malaysia has a high level on E-leadership; a medium grade on information security, human capital and E-business climate; and a low but improving grade on connectivity 
.
One of the main drivers of electronic growth is the increasing awareness among Malaysian companies that there are significant savings in costs and time [20, 72]. Malaysia has a relatively elaborate infrastructure [31] and this should lead to an increased volume of E-commerce for future expansion.

Although the volume of E-commerce in Malaysia increases every year, the use of E-commerce among SMEs is still modest [74]. This is due to Malaysian internet user population divided by a rather huge gap that separates the level of expertise and experience in Internet usage. Arshad [20] expressed that “this gap implies social status discrimination, where the wealthier and more educated social status population have higher Internet usage than those in the rural areas with lower income and education”. 
The main factors which inhibit the growth of E-commerce among SMEs are higher costs and security transactions [22, 72]. Also, many SMEs are concentrating only on traditional IT roles (Appendix 10) [17]. Sivasriamphai [22] cited that there is still much work that needs to be done towards development of E-commerce, especially in educating SMEs on benefits perceived in E-commerce. 
Government is playing a critical role in the development of E- commerce. In order for Malaysia to be effectively competing in global marketplace, government tries to embrace E-commerce in the country at large, especially SMEs [63]. Various government policies (e.g. in IT, funds, and infrastructure) developed to promote the growth of E-commerce. 

2.6 Indonesia: The Outlook of E-commerce for SMEs
The population in Indonesia has grown over 200 million where most of them living in Java island 
. Indonesia’s demographic and geographic situation would appear to make it an ideal location for E-commerce. However, the outlook for E-commerce in Indonesia is not really optimistic compare to Malaysia which has the smaller size than Indonesia [74]. According to ebusinessforum.com, Indonesia had lagged other Asian countries in promoting economic development through E-commerce [26]. 
Indonesia connected to the global Internet in 1994. In 2000, there were 400,000 subscribers Internet dial up or just less than 1 percent from Indonesian total population (Appendix 14) [29]. The value of E-commerce in Indonesia has been estimated under US$ 100 million in 2000, or less than 0.1 % in GDP [28]. 

‘Warnet’ or Internet Kiosk/Cafes is also prominent since 2001. There were approximately 2,500 Warnet in Indonesia [29]. Most Indonesian online through Warnets as convenient basis due to higher Internet cost if they apply at home or offices. 

Figure 1
INTERNET KIOSK IN JAKARTA [26]
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The potential of E-commerce for Indonesian SMEs is closely linked to the country’s economic recovery. Bank crisis, weak currency, and corruption leaving many SMEs short of cash and often have to close down [76]. Also SMEs’ awareness, IT knowledge, and infrastructure facilities are not adequate for E-commerce applications. This is a fact where many SMEs do not have any access to Internet or any computers and often utilizes Warnets [26]. 
Most of E-commerce in Indonesia is B2C, mostly in the form of Internet portals. However, B2C is practically low among SMEs [26]. The Asia Foundation survey [30] found that many SMEs are still relying on faxes and telephone calls to confirm orders. 
Government is also taking roles in E-commerce development for SMEs. Many programmes and initiatives formed in promoting E-commerce but not fully implemented due to bureaucracy in Indonesia [30]. Previous study reported that widespread corruption (Appendix 13), credit card fraud, infrastructure, and Internet costs are some of barriers preventing SMEs in E-commerce [78]. 
2.7 E-commerce Adoption and Implementation: a Review of the Literature 

Several research efforts have addressed the adoption of E-commerce in organisation especially SMEs. Few research studies were found too subjective and very common on focusing business adoption and the use of E-commerce. Jeffcoate et al. [50] studied the factors that influence adoption and the use of Internet in general. Teo et al. [43, 44] conducted studies few times but continued the efforts in identifying factors that influencing decisions to adopt E-commerce in the workplace only. 
Table 3 summarizes literature review of the factors involved in the process of E-commerce adoption.
Table 3
MAP OF LITRATURE REVIEWS IN THE FACTORS OF E-COMMERCE ADOPTION IN SMEs
	Sources
	Influencing Factors
	Literature Studied
	Researcher’s Comments

	Jeffcoate et al. [50]
	Management enthusiasm, external environment within market conditions.
	Focused on critical success factor in implementing E-commerce.
	Too general, not focusing on E-commerce adoption for SMEs.

	Teo et al. [43, 44]
	Organisational issues(CEO), staff, IT, cultural changes.
	E-commerce adoption.
	Identifying factors that influencing decisions to adopt Internet in the workplace only.

	Thong [57]
	CEO, IS, organisational, environmental characteristics.
	IS-adoption.
	Too much focused on the IS adoption.

	Tiessen et al. [58]
	Management behaviour, environmental factors (firm factor, industry norm, economic perspective).
	The phenomenon of E-commerce used by internationalizing-SMEs.
	Too subjective on management behaviour and social factors.

	Mirchandani and Motwani [59]
	Enthusiasm of top management/CEO, relative advantage knowledge of the company’s employees in computers.
	E-commerce adoption in adopters and non-adopters.
	Mainly focused only in organisational context, neglect important factor such as: environmental factor. 

	Grandon, E. et al. [52]
	Organisational readiness, external pressure, perceived ease of use, and perceived usefulness.
	E-commerce adoption.
	Focused only on perceived strategic-value E-commerce.


2.7.1 Tornatsky and Fleischer’s Theory

The best literature for this study is from Tornatsky and Fleischer’s theory [53, 51]. The Tornatsky and Fleischer’s theory [53, 51] comprises two important foundations: stages in E-commerce and factors of the adoption and implementation of E-commerce in SMEs. According to Jennex and Lertwongsatien [68, 93] who used Tornatzky and Fleischer’s model, the reliability of these foundations will directly impact the ability of SMEs to implement E-commerce. 
2.7.1.1 Stages of E-commerce
According to Tornatsky and Fleischer [53], the level of E-commerce innovations can be illustrated as three-stage processes: initiation, adoption, and implementation. 
Initiation stage is a stage concerning gathering and evaluating information about technological innovation in question [51, 53]. Most SMEs in this stage are not having basic understanding of strategic goal in E-commerce and also lack of initiative. SMEs also prefer to explore new technologies before any integration into their business [53, 54]. 

Adoption stage is a stage where SMEs adopt E-commerce but not a concrete E-commerce strategy [53]. In other word, it is defined as having at least an Internet connection and being capable of conducting basic operations e.g. sending and receiving emails [51]. According to Tornatsky [53], most SMEs in this stage have not thought about the evaluation tools in their E-commerce strategy and furthermore are not yet linked to SMEs’ business strategies [53, 54]. 
The implementation stage involves the level of IT and E-commerce integration into SMEs’ business strategy. This is also a stage where SMEs realise the importance of E-commerce that can have on its businesses and therefore apply E-commerce as competitive advantage. Hence, SMEs on this stage would need to be at the business process redesign stage or higher in order to be deriving the full competitive advantage benefits from their E-commerce usage.
Figure 2
THE STAGES OF E-COMMERCE DEVELOPMENT [53]
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There are extensive discussions regarding the stages of E-commerce in SMEs [50, 51, 53, 54]. Many of authors applied this model in different countries but none in Malaysia and Indonesia. 
2.7.1.2 Factors of the Adoption and Implementation of E-commerce
Tornatzky and Fleischer [53] described three factors affecting the adoption and implementation of E-commerce in SMEs i.e. organisational, technological and external environmental context. Since this model can be used to any type of organisation, it is used in this study to examine the drivers of E-commerce adoption and implementation among SMEs in Malaysia and Indonesia.
Each factor from Figure 3 will be divided into several variables that will be discussed later in this chapter.

Figure 3
TORNATZKY AND FLEISCHER’S MODEL [53]

The organisational context is concerning source of structures, processes, and attributes that can restrain or assist E-commerce adoption [53]. Organisational attributes consists: the product champion, the quality of human resources (education background, training, and top management's leadership behavior), the amount of internal slack resources, and organisational size [53]. Previous studies also made contribution on this factor, e.g. Scupola [51] cited that CEO/top management involvement is critical in the diffusion of E-commerce.
The technological context signifies the collection of technologies available for adoption by SMEs [53]. Tornatzky and Fleischer commented that the decision to adopt a technology depends not only on what is available on the market, but also on how such technologies can fit with the technologies that a firm already possesses [53]. Similar study by Scupola [51] in Tornatzky model, found that the market availability of other technologies can be a critical factor that directly or indirectly influences the adoption of E-commerce.
Meanwhile, the external environment is the basic ground of everything in which SMEs conducts its business [53]. Tornatzky differentiated three groups of environmental factors i.e. industry characteristics (competition and customer-supplier relations), technology support infrastructure (the skills of the available labor force and access to suppliers of technology), and government (laws and regulation which can encourage and discourage the adoption of E-commerce). Number of studies also made investigation on this factor. Jeffcoate et al. [50] explained the external environment consists of competitive difficulties from trading supplier partners. Lertwongsatien et al [93] reported that environmental factors, especially market factors, cannot be controlled by organisation; rather, they affect the way organisation conduct their businesses. 
2.8 Benefits and Barriers of E-commerce in SMEs Context
From extensive literature reviews, it is revealed that perceived barriers and benefits are the most important to be aware of [39, 43, 44, 45, 50, 51, 52]. Therefore, perceived benefits and barriers are used to illustrate E-commerce characteristics in SMEs.
2.8.1 Benefits Perceived from E-commerce
Based on Table 4, benefits of E-commerce can be classified based on direct or indirect benefits [51]. Direct benefits are easily proven by financial data, e.g. number of customers and sales. Indirect benefits signify benefits that are difficult to quantify, e.g. competitive advantage. Further study conducted by Poon [45] revealed that direct or indirect benefits can be broken down into short and long term benefits. Short-term benefits should be realised within a few months, whereas long-term benefits may take longer and can be unpredictable.
Table 4
BENEFITS PERCEIVED FROM E-COMMERCE 
	
	Direct
	Indirect

	Short term Benefit
	-Allows organisation to identify customer requirements and trends and gathers information throughout the supply chain quickly [40, 34]

-Increase the efficiency of E-commerce transactions [68]
- Administrative cost savings, time, and delivery [51, 68]
-Faster communication with customers [42, 51]
- Generate short-term revenue [89]

- Reduce communication costs and lead times, without altering vertical power relations within the network [62]
	-Not require to invest heavily in the development of marketing channel [70]

- Penetration of new markets [45]
-New potential business opportunities e.g. new markets, advertising and marketing [83, 85]


	Long term Benefit
	- Increase visibility [71]
- Increase flexibility in the supply chain [34]
- Ability to retain customers and to offer better products [79, 89, 87]
	- Value-added to customers [35]
- Maintain customer relationships [35, 68]
- internationalization & market potential [51]
- Competitive advantage, easiness to conduct business [51, 27]

- Ongoing business transformation [84, 89]


2.8.2 Barriers of E-commerce 

Cockburn et al. [65] in their research reported several problems in facing the expansion of E-commerce e.g. security, payment issues, Internet access, and technical. Abd. Mukti [63] categorized possible barriers into three main subgroups: financial, legal, and market access. APEC [69] conversely looked at barriers such as: basic infrastructure/technology, current Internet usage, skills, government policies and regulations.

Cohen et al. [66] noted that possible barriers in E-commerce arise partly because: 1) E-commerce is conducted across national boundaries; 2) E-commerce is relatively new; 3) lack of legal precedence. Those problems should be overcome before the implementation of E-commerce.
In Table 5, some of major barriers preventing SMEs from adopting E-commerce from other authors are illustrated.
Table 5
MAJOR BARRIERS OF E-COMMERCE 

	Sources
	Major Barriers

	Fariselli et al. (1997) [48]
	Cultural resistance, lack of interest in top management, not enough of IT knowledge and infrastructure.

	Marshall, P. et al. (2001) [56]
	Funds are not adequate, strict regulations and laws, resistance by people, top management, and high security risk.

	Teo at al. (2004) [39]
	Lack of top management support, lack of IT integration, interoperability between E-commerce applications and those of business partners, lack of adaptation of business processes.

	Meehan (2002) [61]
	Top management generally expects measurable tangible benefits rather than "soft" ones from IT investments, no presence of appropriate skills and competencies.

	Santarelli, E. et al. (2003) [70]
	High security problems and costs, shortage of skilled human capital, low privacy protection, unreliability of the web.


2.9 The Growth of E-commerce Factors: Summaries of Both Countries
Previously, Tornatzky and Fleischer’s theory [53] is used on this study. Drawing from this study, researcher developed a new research model for the diffusion of E-commerce in Malaysia and Indonesia. It consists of six variables representing three major groups: organisational, technology, and external factors. First, in organisational factors, two sets of variables were used: innovation and people. The second group is technology factors. Since E-commerce is largely a bundle of various IT components (e.g. infrastructure, software, networking), IT factors could play an important role in determining E-commerce adoption [53, 93]. The third group is external factors. In this study, three sets of variables were used: government, investment, and security/legal issue.
Figure 4
THE E-COMMERCE GROWTH FACTORS 


Paragraphs below shortly explained the diagram above.
Government plays a significant role in the development of E-commerce [92]. Government’s initiatives such as: programmes, incentives, laws/regulation will have important impact to the deployment of E-commerce [80, 83, 92].  Government's role in the adoption of E-commerce innovation has also been discussed in several studies e.g. Poon et al. [45] pointed out that government is active player in E-commerce diffusion and their strategies should focus on standard setting and knowledge deployment.
Organisational innovation can be defined as development and implementation of ideas, systems, products or technologies that are new to the organisation adopting it [95]. Innovation in this study therefore can be classified by a broad range of types, including new products or services, new process technologies, new organisational structures [95, 96]. E-commerce, hence, can be regarded as one form of innovation adoption.

Investment ensures that it adequate enough for the development of E-commerce [72]. Investment in this study can be categorized into two segments i.e. tangible and intangible investment. Tangible investment is all that can be identified with figure such as: funds. Intangible investment is something that cannot be calculated, e.g. IT resources, knowledge, training, etc.
Technical infrastructure ensures that underlying networks, hardware/software, and technical exist so that SMEs can create the applications and web sites necessary for organisation to implement and sustain E-commerce ventures [80]. This statement proved that E-commerce requires more than technical ability and solutions. It also ensures SMEs has the ability to implement E-commerce initiatives [81].

People on this study mean SMEs who should have the ability to understand the context in which E-commerce work. It also ensures SMEs to have adequate human resources, knowledgeable workers to understand E-commerce culture [71]. Evidence from innovation literature recently [94, 95, 96] suggested that SMEs which are familiar with IT skills and knowledge might find it easier to acquire additional knowledge necessary for adopting E-commerce. 
The security and regulatory environment set the rules for how E-commerce will be performed [63, 65, 66, 67, 78]. Diversities between security and regulatory environments can boost or break E-commerce growth. India and Singapore are some examples of countries encouraging global E-commerce [82]; Ukraine is a country that does not [88]. 
The factors effecting the growth of E-commerce for Malaysia and Indonesia can be summarized in table 6 and 7 below.
Table 6
THE E-COMMERCE GROWTH FACTORS FOR MALAYSIAN SMEs  
	FACTORS
	SUMMARIES
	REF.

	External Environment
	Government
	High government initiatives, especially for SMEs (e.g. SMEs Provident Funds, heavily promoting as an IT hub in Asia region).
	[6, 8, 11, 13, 16, 20, 23, 30]

	
	Investment
	Good capital venture spending on E-commerce, e.g. Multimedia Super Corridor (MSC) provides tax & other corporate incentives. Investment from independent companies (e.g. Alcatel provided free IT support for SMEs).
	[7, 11, 12, 18, 31, 22]

	
	Security/Legal
	High, e.g. skimming, credit card fraud.
	[11, 12, 16, 20, 22, 30, 63]

	Organisational Context
	Innovation
	No information on this factor.
	-

	
	People
	Some still reluctant to change their perception; increasing awareness.
	[7, 11, 12, 16, 17, 20, 30]

	Technological Context
	Infrastructure/

Technology
	Dial-up Internet access is growing rapidly, little interest in broadband Internet.

	[7, 11, 12, 16, 17, 20, 22, 23, 30]


Table 7
THE E-COMMERCE GROWTH FACTORS FOR INDONESIAN SMEs
	FACTORS
	SUMMARY
	REF.

	External Environment
	Government
	Various government initiatives and program, especially for SMEs but those initiatives aren’t fully implemented.
	[7, 14, 15, 16, 26, 28, 29, 30, 76]

	
	Investment
	Medium low capital venture from government on E-commerce. Independent companies also contribute in term of intangible (e.g. Nokia provided technology investment teamed with IT company).
	[7, 14, 15, 26, 32, 76]

	
	Security/Legal
	Lack of online security; no provision to protect customers who use Internet.
	[7, 15, 16, 26, 29, 30, 78]

	
	
	
	

	Organisational Context
	Innovation
	No information on this factor.
	-

	
	People
	Reluctant to change their purchasing patterns; low perception among SMEs.
	[15, 16, 26, 28, 29, 30, 76]

	
	
	
	

	Technological Context
	Infrastructure/

Technology
	Not completed; wireless forms of B2C are increasing; no indication of speeding up the liberalization process.
	[7, 15, 16, 26, 29, 30, 32]


2.10 Other Possible Important Factor: Culture
Figure 5
THE E-COMMERCE GROWTH FACTORS WITH CULTURE

Another possible important factor that can be included in this study is culture. Culture in general is concerned with values and beliefs on the foundation of which people understand experiences and behave individually or groups [99, 100]. Cultural elements such as language, perception, education level, beliefs and value systems will indeed influence technological innovations and people’s character [33].
The most influential model for conceptualizing the role of culture is established by Hofstede [98](Appendix 17). His conclusion was that, in each of dimensions, national culture had a greater control on attitudes rather than gender, occupation, age, and organisational status. This conclusion can be used in this study as a starting point when considering cultural differences in adapting E-commerce in Malaysia and Indonesia among SMEs.
Yip [98] explained that cultural acceptance of E-commerce will take much longer time and require major transformations within SMEs. Several studies [26, 30, 34, 98] also concluded that E-commerce implementation will not reach to full potential if SMEs’ culture value cannot adapt to the changes in processes caused by E-commerce, e.g. negotiating prices and products at a market/bazaar, preferences for mail order/catalogue and using cash rather than credit card. 
Unfortunately, there is no information on the aspect of culture in E-commerce in both countries at present. Therefore, a study in this factor can contribute significantly for future reference.
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� RM = Ringgit Malaysia (Malaysian  national currency)


� ‘Bumiputra’ named for Melayu ethnic local people in Malaysia; usually Muslim base. Bumiputra people in Malaysia accounted almost 70 % of the Malaysian total population. The rest of the people are Chinese and Indian ethnic.


� Rp = Rupiah (Indonesian national currency)


� At the moment, 1 US$ = Rp. 9,875,-


� Summary of Malaysian profile can be seen in Appendix 11


� Compounded annual growth rate (CAGR)


� See Appendix 16 for ‘E-commerce Readiness’ ranking in Malaysia  conducted by Thuong et al. (2002)[72] 


� There are currently more than 18,000 islands in Indonesia. But there are only 5 important islands in Indonesia i.e. Sumatra, Java, Borneo, Sulawesi, and Irian Jaya Island. Indonesia is called ‘Archipelago Country’ because the country consists of many islands.
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