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ectronic Commerce (c-com sages i.e. Electronic Data Interchange 

lkttt*> mcrcc) will be the back 
fg0m9 bone of the new global 

economy in this century, a 
market place which can be entered 
from anywhere which can take its us­
ers anywhere, which can give access 
to an unimaginably diverse range of 
products and services. The I n t e r n e t 
has contributed largely to the involve­
ment of c-commerce in its present 
form and is accepted today as an es­
sential feature in an c-commerce en­
vironment. With the development of 
c-commercc on the Internet, new 
uses for electronic money are emerg­
ing. Electronic money on the internet, 
which will be described as n e t w o r k 
m o n e y or cyber money includes 
card based and/or software-based c-
moncy. One company that has been 
setting the pace in this area is the Cali­
fornia -based start-up Next Card Inc. 
In December 1997, the company 
launched the ' N e x t C a r d ' - the 
world's first true Internet Visa credit 
card. The main purpose of this article 
is to examine various aspects of e-
commcrce and network money with 
'Next Card'. 

E l e c t r o n i c C o m m e r c e 

There is no universally agreed defini­
tion of electronic commerce. How­
ever, in the World Trade Organisation 
(WTO) work programme on Elec­
tronic Commerce (c-commerce) it 
is understood to mean the produc­
tion, distribution, marketing, sale or 
delivery of goods and services by elec­
tronic means 1 . It can be described 
simply on "Doing business electroni­
cally". More precisely it is conduct­
ing the exchange of information us­
ing a combination of structured mes-

(EDI) 2, databases, unstructured mes­
sages (E-mail) and database access 
across the entire range of networking 
technologies. The sharing of informa­
tion with business partners leads to cost 
savings, increased competitiveness, im­
proved customer relations and greater 
efficiency through the redesign of tra­
ditional processes. 

^ B a n k 

A commercial transaction can be divided 
into three main stages; the advertising 
and searching stage, the ordering and 
payment stage and the delivery stage. Any 
or all of these may be carried out elec­
tronically and may therefore, be cov­
ered by the concept of ' e l e c t r o n i c 
c o m m e r c e ' . 

Electronic Commerce is a business strat­
egy and uses technology to achieve busi­
ness objectives. It improves external 
business relationships and an evolution 
in the way companies interacts. E-com-
mercc provides information to facilitate 
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delivery of goods and services 
and supports change initiatives 
and REINFORCE business process re-
engineering. 

Electronic commerce can be catego­
rised into three areas: Business to 
Business, Business to Consumer, and 
Business to Government Electronic-
Commerce . Although business to 
consumer c - c o m m c r c c is much 
talked about, business to business is 
much larger than business to con­
sumer c-commcrcc, It is basically 
selling consumer goods and services 
such as TVs, telephones, computers, 
software, CDs, books, and travel serv­
ices on-line over the Internet. Busi­
ness to business c-commcrcc on the 
other hand involves supply chain in­
tegration and management, and for­
mation of strategic alliances, Business 
to government c commerce involves 
government tendering and procure­
ment, and trade procedures such as 
customs. 

Electronic commerce will have a sig­
nificant impact ON various economic 
actors and sec tors . E-commcrcc 
greatly enhances the speed at which 
transactions arc completed. Minimi­
sation oi time spent in communicat­
ing, exchanging information and docu­
ments, results in increased efficiency 
in markets. At the same time trading 
in an electronic environment neces­
sitates market players to be more ef­
ficient in all their activities, such as 
decision making promotional activi­
ties and implementation of new strat­
egies in order to have their ware ready 
to meet new demand. Q u a l i t y o f 
g o o d s a n d s e r v i c e s and p r o d u c ­
t i v i t y in the production processes 
will increase as suppliers strive to 
maintain their competitive edge in the 
market. E-commcrcc itself will hail 
in new products related to the field 
of telecommunication and the com­
puter industry. E m p l o y m e n t o p ­
p o r t u n i t i e s will also arise in these 
and related fields. The value-added 
created through c-commcrcc and the 
Internet, and the indirect effects ON 
other sectors arc likely to generate 
much new e m p l o y m e n t . IN the 
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United States, Internet-related em­
ployment reached almost 400,000 in 
1998. 

Data on the growth implications of e-
commercc are unavailable but a few 
sources discuss the growing impor­
tance of information and communi­
cation technologies and their contri­
bution to e c o n o m i c g r o w t h . For 
the European Union, the cumulative 
contribution of the emerging infor­
mation economy to growth is pro­
jected to reach 3-7 per cent GDP 
between 1993 and 2008. In Japan, the 
share of new information and com­
munications technologies in GDP is 
estimated to increase from less than 
1 per cent in 1993 to about 2.5 per 
cent of GDP by 2010. 

E-commerce is also likely to trans­
form a number of other service sec­
tors particularly in the Financial Sec­
tor. Many banks already report a ma­
jority transaction being conducted 
electronically without personal 
contract between client and bank em­
ployees and electronic settlement of 
payments is well established. Poten­
tial cost savings in the financial serv­
ices sector are enormous; while the 
adminis t ra t ive (marg ina l ) cost of 
clearing a check average US $ 1.20, 
and for a debit or credit card payment 
US $ 0.40 - US $ 0 .60, the transac­
tion costs for an Internet payment can 
be as low as one cent. 

Today, when we talk about electronic 
commerce, reference is made mainly 

Table 1 

T h e Rela t ive I m p o r t a n c e of 
C o m m e r c i a l C h a n n e l s 

Channel Percentage 

Phone or Fax 5 1 % 32% 
Direct Sales 22% 1 7 % 
Mail 2 % 1 % 
Non-Internet e-commerce 10 % 8 % 
Internet commerce 15 % 42% 

Total 100 100 

Source: Forester Research Inc. 1997 

to business conducted over public net­
works such as the Internet'. Internet -
based e-commerce is growing rapidly. 
A survey by Forester Research revealed 
that companies, which already sell their 
products on the Internet, still conduct 
over half of their sales by the telephone 

infrastructure. It was now developed 
a range of e-commerce services in a 
very professional manner with the es­
tablishment ofthe CyberTrader - the 
service of Trade net S L - i n May 1999. 
The objective of this venture is to 
promote the use ofthe electronic me-

Figure l DEMOGRAPHICS OF INTERNET USERS 

I N C O M E SEX E D U C A T I O N I N C O M E 

or fax. The Internet accounts only for 
15 per cent of their sales revenue. How­
ever, the share of online sales is pro­
jected to grow to 42 per cent of all sales 
for these companies by the year 2000 
(Table 1). 

The fastest - growing communications 
tool over, the Internet had more than 
140 mi l l i on users in m i d - 1 9 9 8 , a 
number expected to pass 700 million 
by 2 0 0 1 4 . In mid-1998 industrial coun­
tries - home to less than IS % of peo­
p l e - h a v e 88 % of Internet users. North 
American alone with less than 5 % of 
all people - had more than 50 % of 
Internet users. By contrast, South Asia 
is home to over 20 % of all people but 
had less than I % of the world's Internet 
users. 

Figure 1, summar i ses the 
demographics of Internet users. As a 
whole, Internet users remain an elite 
group. The Net population is younger, 
more affluent, better educated, and 
more male than general population 5. 
Over the past four years the computer­
ised Trade Information Network (Trade 
net SL) 6 which was established under 
the Ministry of Internal and Interna­
tional Commerce and Food in May 1995 
at the Sri Lanka Export Development 
Board, has successfully established elec­
tronic trade information services and 
continue to manage, maintain and en­
hance the electronic trade information 
base and the computing and network 

dium within the Sri Lankan business 
community. CyberTrader is success­
ful in developing a business to busi­
ness e - c o m m e r c e env i ronmen t 
among Sri Lankan expor te r s and 
overseas buyers. 

As the c-cornmerce pie expands, new 
uses for e-money are emerging. In 
general, one can distinguish between 
two forms of electronic money. One 
is money units on prepaid cards which 
the European Central Bank (ECB) 
calls "Card-based products" and de­
fines as "p las t i c c a r d ( s ) which 
contain(s) real purchasing power, for 
which the customer has paid in ad­
vance . . . 7 " The other form is "soft­
ware-based products" which transit 
electronically stored money units 
through te lecommunicat ions net­
works such as the internet. Basically, 
card-based products can also be sued 
to make payments over the internet 
though it was initially designed for 
use in traditional over the counter 
(OTC) trade. The e-commerce can 
use both types of e-money products. 
Hence, e-money on the internet can 
be described as network money or 
Cyber money. 

N e t w o r k m o n e y 

Network money can be defined as"e-
money transmitted via telecommu­
nica t ion n e t w o r k s such as the 
internet." 8The payment system on the 
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internet can be basically classified as 
shown by the Chart 1. 

Network money (or Internet money) 
is a "pay before" type of payment in­
strument. From the point in time 
when electronic money .units are ob­
tained, i.e. before the time ofthe ac­
tual purchase, the payer forfeits the 
opportunity, to invest his funds in an 
alternative interest bearing manner. 
As opposed to cashj though,.elec­
tronic money, basically offers the is­
suer the technical whereas.that to pay 
interest on balances. This is time at 
least in a system where the operator 
centrally records the balances of all 
participants; Part of. the yield-could 
thus, be returned to the network 
money holders. 

In view of the alternative payment in­
struments available on the internet, 
the future spread of network money 
will basically depend on the relative 
costs and benefits of its use. From 
the payers' perspective, classifying the 
payment into one of the three catego­
ries of payment.into one of the three 
categories of payment instruments re­
flects a major part of the costs of a 
transaction. If the liquidity effect sets 
in prior to receipt of the good, the 
buyer, incurs opportunity costs in the 
form of lost interest income. If the 
good is paid for after receipt, interest 
gains should be taken into account. 
To the providers of payment services, 
classification into the three liquidity 
effect categories also plays a key role. 

Thus, a pre-paid payment instrument 
enables the issuer to invest the funds at 
interest, whereas the use of a payment 
instrument where the liquidity effect 
sets in only after the transfer ofthe good 
involves a deferral or a loan to the buyer. 

Unlike other payment instruments, the 
use of network money as a pre-paid 

. bearer instrument involves transform­
ing purchasing power in the form of 
stored money units via the internet. As 
in a cash payment, this type of transac­
tion also carries the risk of loss, theft 
and counterfeit. Besides, other risks 
may arise in banks network money busi­
ness such as special operational or legal 
risks. 

The aforementioned costs of network 
money transactions contrast with the 
benefits resulting from the special fea­
tures of electronic money. As a bearer 
instrument, network money is the only 
payment instrument on the internet 
which involves definite and final settle­
ment of a payment. In addition, the ano­
nymity of the transaction which is par­
ticularly associated with software-based 
network money9 may promote the use 
of cyber money as a payment instru­
ment. 

Network money (internet money) 
poses additional challenges to monetary 
policy, first of all due to the possibility 
ofthe cross-border use and issuance of 
network money. It is conceivable, par­
ticularly with software-based products 
that residents will use money issued by 

a non-resident for domestic pur­
chases. If such transactions increase 
significandy and if they coincide with 
rising holdings of money abroad, the 
link between the domestic money 
stock and the domestic transaction 
volume is likely to be come less pro­
nounced. Consequcndy, monetary 
aggregates would probably lose some 
of their productive power regarding 
future inflation trends, in addition, 
one cannot rule out the possibility of 
network money circulation becom­
ing independent of monetary policy. 
(Courtesy : State Bank of India 
Monthly Report) 
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