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THE INTERNET ECONOMY: CHALLENGES AND OPPORTUNITIES
FOR CARIBBEAN EXPORTS!
by
Allister Mounsey

I ntroduction and M ctivation

The collection of Internet Protocol (IP) based networks known at the Internet is perhaps one of the
grestest developments of the twentieth century. 1t hasrevol utionised almost every aspect of human society, not
the least of which iscommerce. Although the Internet as we know it is only about 12 years old itsimpact on
businessand commerce has been profound. Many have dready conceptudly dichotomised theworld economy
into the ‘Internet economy’ and the *old economy’, suggesting that the world is a a mgor trangtion point
where the old way of life is about to give way to the new.

The Internet economy (IE) comprises the vaue-added chain of firmg/ingtitutions that wholly or partidly
transact businessviathe dectronic networks of theinternet and the array of inditutionsthet provide the necessary
infrastructure and periphera servicesto make these transactions happen. The collection of agentsthat provide
the basic platform for thisInternet i.etelecommunication, hardware backbone and access service eic. isreferred
to as the infrastructure level. The e-commerce (electronic commerce) level comprises a miscdlaneous
collection of agents who, through the medium of the Internet, purchase or sall goods and services.

Therearevaried opinionsin the Caribbear? about this new economy. E-commerceis perhaps the sector of
the Internet economy that generates the most extreme views. Some merchandisers see e-commerce as a
threat to their businesses, and some governments spesk with trepidation about the possibility of e-commerce
ggnificantly reducing tax revenues. On the other hand some export-oriented businesses in the region are
excited by the possbilities of trading in cyberspace. This article outlinesin broad terms the opportunities and
chalenges for Caribbean exports by way of the Internet

DEVELOPMENTSIN THE INTERNET ECONOMY

Though the Internet hasit rootsin the US space programme when the department of defense commissioned
the Advanced Research Project Agency Network (ARPANET) in 1969, the modern Internet as we know it

1The views expressed are those of the author and do not necessarily reflect the position or policy stance of the ECCB.
2Caribbean is used in this paper to mean the English Speaking Caribbean.
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did not come into being until 1990 when world.std.com became the world's firs commercid provider of
Internet dial-up access. Sincethen the Internet has grown exponentidly. In 1996 there were 61 million Internet
users and thisfigure increased to over 150 million by the end of 1998. It isestimated that in 2000 the number
more than doubled to over 320 millior?.

Commensurate with the increase in the number of Internet users, the new economy has grown a an
astronomica rate. Forrester Research estimates that the US Internet economy has expanded more than
eightfold in three years, moving from US$15.5b in 1996 to US$128.3b by the end of 1999 (seetable 1). It
was estimated to have dmost tripled at the end of 2001 compared with the total at the end of 1999.

Tablel
The US Internet Economy (US$Billions)

Infrastructure E commerce

Total US Hardware & Access Financial Intra-
Y ear Internet Telecoms . . business Consumer Content

Economy Infrastructure Providers  Transactions (B2B)
1996 15.50 4.40 4.20 0.24 0.81 0.58 5.20
1997 38.80 8.50 6.70 120 7.90 2.50 12.10
1998 72.50 16.50 11.20 250 17.30 5.00 20.10
1999 128.30 27.30 19.70 3.20 42.10 8.30 27.90
2000 234.00 41.70 33.10 410 105.80 12.70 36.60
2001 354.50 58.90 48.10 5.00 186.10 18.40 38.10

Forrester Research Inc. estimates
Source: E-Biz Business Week October 7, 1999

The largest growth in e-commerce is in the business to business category (B2B), which moved from
US$0.81b in 1996 to US$105.8b in 2000 and an estimated US$186.1b in 2001 (seetablel). Thisgrowthis
reflective of the cost saving that B2B e-commerce bringsto the firm. Firdt, it reduces procurement costs by
making the chegpest supplier easier to find and dso reducing the cost of processing transactions. Second, it
improves supply chain management. 1t dso makesit possble for companiesto havetighter inventory control,
thereby reducing inventory size. A recent Goldman Sachs report estimates that firms which purchase from the
I nternet savefrom about 2.0 per cent inthe cod industry to 40.0 per cent in the € ectronic component industry”.

In the United States Internet commerce (e-commerce) is occupying a greater share of GDP over time as
shown by table 2. In 1997 Internet commerce accounted for only 0.2 per cent of GDP, however by the end
of 2000 it was estimated to have accounted for 2.0 per cent.

3 Computer Industry Almanac Inc.
4“A Thinkers' Guide” The Economist, 1 April, 2000
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Table 2

Internet Commercein the USA

1996 1997 1998 2000
US GDP (US$ hillions) 7,813 8,301 8,790 9,269 9,873
GDP Growth 5.58% 6.24% 5.90% 5.44% 6.52%
Internet Commerce (IC) 2 13 40 187
(US$ hillions)
IC as % of GDP 0.03% 0.16% 1.02% 1.02% 1.89%

Source: The Keenan Report & MSDW, IFS CDROM

Table 3 shows the didtribution of Internet users by countries. One interesting deduction from thistableis
that the‘Weby' ispredominantly aNorth-American phenomenon. Usersfrom that geographica areaaccounted
for 55.0 per cent of total userson the ‘net’ in 1998, with the US commanding 50.7 per cent of the number of
users worldwide. Table 3 dso points to the fact that the Internet is an English language phenomenon. Of the
131.1 million Internet users from the top 15 countries in table 3, dmost 73.0 per cent of them are from

countries where English is the officid language.

Table3

Distribution of Internet Users Among countriesin 1998
Rank Country Weekdielrnst?;ﬂni% % of Total
1 u.s 76.50 51%
2 Japan 9.75 6%
3 U.K 8.10 5%
4 Germany 7.14 5%
5 Canada 6.49 4%
6 Australia 4.36 3%
7 France 2.79 2%
8 Sweden 2.58 2%
9 Italy 2.14 1%
10 Taiwan 2.12 1%

Top 10 countries 121.97 81%

Other Countries 28.93 19%

Worldwide 150.90 100%

Source: Computer Industry Almanac Inc www.c-i-a.com
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CARIBBEAN EXPORTSIN THE INTERNET ECONOMY

Opportunities

Opportunitiesin the Internet economy are not uniformly distributed across nations, as some might believe.
Language, tlecommunication infrastructure and technica competence are some of the factors that determine
one country’s rdative strength in the new economy.

Language

The ability to effectivdly communicate in English is a definite advantage in this new environment as the
mgority of usersarefrom countrieswhere Englishisthefirg language. Thisgivesthe English spesking Caribbean
an advantage in new economy services such as cal centres that require a sgnificant amount of conversation
with the customers.

Proximity to major markets

In the trade of tangible deliveries (goods that must be physicaly ddlivered) on the Internet, the issue of
proximity to mgor marketsis criticd, as it has implications for trangportation cost and ddivery time. Asthe
largest geographica market on the Internet, the US market is important not just for its Sze but aso for its
gpending power. The Caribbean region is srategically positioned in that it is one of the closest regionsto this
very important market.

Cultural assets

The entertainment industry is one of the fastest growing sectorsin the digita economy. A recent survey on
the online purchasing habits of Britons® reved sthat the category of purchaseswith the second highest frequency
by both maes and femaes was the compact disc and video category. The Caribbean, populated by peoples
of diverse ethnic and culturd origin, is thought by many to be a greet repostory of cultural assats. These
endowments placetheregion at agrategic advantage to exploit the growing entertainment industry inthedigital
economy. The importance of this culturd endowment must not be underestimated; the English-spesking
Caribbean istheworld’ slargest producer of calypso, soca, reggae and dancehdl/dub, each of whichisgrowing
in popularity internationaly.

5Nesrin Hijazi, Online Purchasing Habits of Britons, Commerce Net, June 7, 2000
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Relatively high levels of functional literacy

Functiond literacy isarequirement for active participation in the digita economy. Other things being equa
any country with aggnificantly higher literacy rate than another would be at an advantagein this new economy.
Although data are incomplete it has long been bdieved that the Caribbean hasrdatively low levels of illiteracy
when compared to countriesin Smilar income groups. Four Caribbean countries reported their illiteracy rates
in the World Development Indicators, 1999. Jamaica had the highest level at 14.5 per cent, which was 1.5
percentage points lower than the average for its income group (lower middle). Guyana, dso alower middie
income country, reported a2.0 per cent illiteracy rate. Trinidad and Tobago and the Bahamas reported rates of
2.2 per cent and 4.2 per cent respectively.

High rates of telecommunication penetration

Telecommunication is the backbone of the Internet. The higher a country’s rate of telecommunication
penetration the greater should be its chances of competitive participation in the Internet economy. Table 4
ranks selected countries based on the average number of telephone mainlines per 1000 persons. The region
hasardativey high rate of telecommunication penetration; al eeven Caribbean countriesreporting thisgtatistic
areinthetop 100 with the exception of Guyana. The high rate of tedecommuni cation penetration would therefore
prove to be an advantage in exploiting the opportunities presented by the new economy.

Table4
Telephone mainlines (per 1,000 people)

Telephone mainlines (per 1,000 1996 Rank
people) Average

Antiguaand Barbuda 429 32
St Kitts and Nevis 382 39
Barbados 370 42
Bahamas, The 278 53
Dominica 264 56
Grenada 243 59
St Lucia 235 63
St Vincent and The Grenadines 171 7
Trinidad and Tobago 168 80
Jamaica 142 86
Guyana 60 115

Raking based on the 189 countires reporting datain WDI 1998
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Challenges

High cost of Internet access

Active paticipation in the Internet economy, especidly at the level of the producer, requires dedicated
Internet access. Table 5 gives an indication of the price of business Internet servicesin the Caribbean rdative
to the rest of theworld. A basic requirement for afirm that isdoing ‘ on-line business' is dedicated accessto
the Internet. Dedicated access means that (a) the service is unlimited and (b) the customer does not connect
by ‘diding-up’ to hisInternet service provider (ISP). Table 5 shows the monthly charges® on a 128 kilobyte
integrated services digita network (ISDN) account. 1n most of the countriesin the sample there is more than
one ISP, however, those represented were selected on the basis of data availability and comparability in
sarvice offered by other ISPsin the sample. Each ISP offers various packages. Table 5 shows the minimum
priced package, which typicaly includes domain name registration, five or more mail accounts and 10 to 20
megabytes of commercia World Wide Web space.

The high rates of tdecommunications and Internet accessin the Caribbean may limit the potentid for doing
business on the Internet. However, itislikdy that the current liberdisation of the telecommunications market
will result in the reduction of charges associated with dedicated access. Thiswould trandate into lower costs
of doing business over the Internet, thereby improving the potentia for Caribbean businesses.

Table5
Business I nternet Char ges 2001

ISDN
(128K)/Dedicated
Country Access (monthly
charge)*

USH
Jamaica (1) 2,420
Trinidad (2) 1,474
Barbados (3) 920
UK (4) 55
Us (5) 150

*All prices are fore the minium cost package

Source: (1) Cable & Wireless JamaicaLtd, (2) WOWnet, (3) Sunbeach, (4)
CIX Business Internet Solutions, (5) Infinite Communications Inc.

6CIX Business Internet Solutions charges afirst year and a second year annual fee. The author added both fees and
divided by 24 to arrive at the monthly figure.
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Getting noticed

In order for trade to take place, a buyer must meet a sdller. Asthe number of Web stes increases, the
chances of aparticular Ste being noted by consumers decreases. 1n July 1999 there were about 56 million IP
addresses. By January 2000 that number had grown to 72 milliorY. This represents agrowth rate of 4.3 per
cent per month or 65.3 per cent per annum. Adamic and Huberman (1999) in astudy covering over 120,000
web stes, found that in the case of dl Stes, and Sitesin specific categories, the didtribution of vidtors per Ste
followsauniversa power law. Thisimpliesthat asmal number of Stescommand thetraffic of alarge ssgment
of Internet users - the Sgnature of awinner-take-all market. Table 6 reproduces the result of their study.

Table 6
Distribution of User Volume Among Sites
% Volume by User

% Sites All Sites  Adult Sites  Education Sites
0.1 32.36 1.40 281

1.0 55.63 15.83 23.76

5.0 74.81 41.75 59.50
10.0 82.26 59.29 74.48
50.0 94,92 90.76 96.88

Source: Adamic & Huberman

Problems specific to small firms

The Caribbean firmistypicdly smdl. Ba Whingon and Zhang datethat inthedigitd productsindustry the
share of amdl firmsis rgpidly shrinking. They highlight three causes for the low levd of competitiveness by
andl firms

(1) Limited product sdlection

(2) Inadequate resources to reach consumers

(3) The asymmetric information problem: the eectronic market is inherently uncertain.  Consumers do
not have the indicators of product qudity that they have in the physica economy. Consumers who
possess asymmetric information about the qudity of a product will rely on the next best proxy for
qudity — brand name.

7 According to EDS Financial Industry, Industry News April 25, 2000
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Acquiring trust

Thelnternet isrifewith impersonatorsand frauds. 1n an environment aosent of indicators of trustworthiness,
online consumers are more likely to interact solely with firms whose names they recognise. This phenomenon
gives aclear advantage to two types of firms.

TypeA: Thosefirmsthat have ahistory in the ‘brick and mortar’ economy and are able to transfer that
goodwill to the digital world e.g Barnes and Noble and www.bar nesandnoble.com.

TypeB: Those firms that spend large amounts on public reations and advertiang to create a brand
namein the digitd world. eg. www.amazon.com.

Caribbean firms are unlikdly to fdl into either of the above categories. In order to export in the digita
economy, firmsthat are of neither type must find dternative ways of building consumer trust. Trust certificates
may be one possible solution. Trust certificates are digitd certificates issued by a certification authority (CA)
egVeiSgnand GTECyberTrud, that essentidly authenticate the identity of the organisation holding the digita
certificate. The use of such certificates hdpsto ingtill consumer confidence, athough they may not be enough
on their own to encourage consumers to trust fully. Consumersin the US for example may be reuctant to
purchase acommodity from a Caribbean firm, as the firm will not be subject to the lega standards and norms
governing business transactionsin the United States. By engaging the services of atrusted third party (TTP)
firms can overcome this problem as the terms and conditions governing the business transactions will be
explicitly stated by the TTP, which would have some powers to impose pecuniary or hon-pecuniary sanctions
on the individud firm.

I mpediments from the ‘ old economy’

The Internet economy does not exist in avacuum. As amatter of fact most of its production processes
take place in the ‘old’” economy. The basic infrastructure necessary for the existence of the digita economy
exigs within the systems of the old economy - the education system is one such example. The Caribbean has
unresolved chdlenges in the old economy that will definitely haunt the region in this new economy. Among
these issues are:

(@ retention of skilled personne

(b) therdativey high cost of factors of production versus the productivity of those factors

(c) hightaxation

(d) adminigrative and bureaucratic impediments to business development.




Feature Article: The Economic Outlook for the Eastern Caribbean Currency Union

The Internet will continue to expose Caribbean businesses to increased competition, asinternationd firms
will have greater accessto theregion’smarkets. Inefficient firmswill ether shgpe-up or exit the market. While
thelevd of efficiency within Caribbean firmsisdifficult to assess, itisquitelikdy that limited market Szeand the
high cost of intra-regiond transport have congtrained the extent to which opportunities of scale have been
exploited.

The Beginnings of a Strategic Response
Creating the enabling infrastructure

The high cost of dedicated Internet access in the region is hampering the cost efficiency of Caribbean
online business, thereby limiting the overal competitiveness of these entities. A key component of any plan for
more competitive participation of regiond businessin the new economy must involve agrategy by governments
to reduce the high price of Internet access.

Government along with the private sector must find interesting ways of increasing the participation rate in
new communication technologieslike the Internet. Oneway of achieving this (gpart from lowering the cost of
I nternet access) isby reducing the cost of acquiring the hardware (e.g computers) that alowsfor participation.
The garting price of a Pentium 111 computer is around US$700; this may prove quite expensive for low-
income households. Thelndian Indtitute of Science and Engineers has designed ahandheld Internet devicefor
less than $200. In Braxzil the government is seeking to produce a basic computer with Internet software for
under $300, plus they hope to put afinancing scheme in place for low-income families who want to purchase
these computers. The Caribbean region needsto find asmilar way to facilitate universal access.

The banking sector dso playsacriticd rolein the development of this enabling environment. Policymakers
should examinethere ative charges on merchant account services (these accountsfadilitate credit card transactions
on the Internet) by the region’s financid inditutions to ascertain if the cost of these services is ggnificantly
hindering the online export sector.

Encouraging Strategic Alliances

The typicd consumer in the online market (be it busness or individud) is very time conscious. In the
bus nessto consumer (B2C) segment of the market in particular, surviva dependson ddivering smadl quantities
inreaivey short spacesof time. Thelogisticsand cost of supplying to the US market or any other internationa
market may be beyond the capability of the typica smal Caribbean firm. Alliances between smdl firms could
congderably reduce the complexity and cost involved in servicing the B2C market. Theissuesof high cost and
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logigtica complexity involved in shipping smal quantities to the consumer can be addressed through the
establishment of fulfilment centres in srategic geographic locations. The totd cogt of operating a fulfilment
centre may be prohibitive for any one firm, but as a collective it is likdy to be chegper than each firm paying
high prices for courier services each time they fill an order.

Firms need to attract attention to their products and services. This could prove to be quite atask for the
typicd Caribbean firm, with a practicaly unknown brand name and wesk advertisng dollars. Goldstein and
O'Connor (2001) state that “even the best emarketing strategy does not substitute for traditiona media
Indeed, such advertisng isnormally viewed as an unavoidable sunk cost to establish brand name recognition.”
Smal firms by themsalves will be unable to afford the advertisng sunk cost that is necessary for effective
market penetration. By engaging inacooperative effort in marketing, usng aWeb porta and sharing advertisng
cogt, firms may better penetrate the on-line market.

Conclusion

The forces of market competition are by no means diminished in the new economy; as a matter of fact
evidence suggessthat competition isstronger in thisnew environment thanin thetraditiond business environment.

Market research suggests that some of the fastest growing sectorsin the new economy are areasin which
the Cariblbean region could have acomparative advantage. Theliberdisation of the telecommunications market
in Caribbean countries should lower the cost of Internet access, dlowing for greater participation in the new
economy. However a drategy for the effective exploitation of opportunitiesin the Internet economy is yet to
be formulated by many Caribbean countries. This strategy should be comprehensive and must be cast within
the larger context of exploiting recent communication technologies for economic devel opment.
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