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The e-Business W@tch

The European Commission's Directorate General for
Enterprise and Industry launched the e-Business
Wa@tch to monitor the growing maturity of electronic
business across different sectors of the economy in the
enlarged European Union and in EEA countries.
Since late 2001 the e-Business W@tch has analysed
e-business developments and impacts in 20 manufac-
turing, financial and service sectors. All publications of
the e-Business W@tch — including this report — are
available in electronic format on the internet either via
the Europa server or directly at the e-Business W@tch
website: (http://ec.europa.eu/comm/enterprise/ict/policy/
watch/index.htm, www.ebusiness-watch.org).
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Foreword

The European Commission has long recognised and
emphasised the importance of information and com-
munication technologies (ICT) for the European econ-
omy to thrive. First, the ICT producing industry itself is
a major contributor to growth, with an annual average
growth rate of about 6% until 2008. Second, as this
report clearly demonstrates, companies from all sectors
are increasingly using ICT for doing business.
"e-Business" has become a critical factor for competitive-
ness and productivity growth.

However, we need to make a focused effort in Europe
in order to allow the positive effects of ICT to fully
unfold. The agenda is challenging. It requires close
cooperation between policy makers and the private
sector to accomplish the many-sided tasks that have to
be tackled.

On the policy side, we need to create a favourable
framework for our companies as they compete in a
global business environment. This includes cutting
"red tape", fostering innovation and — more specifically
with regard to ICT — counteracting shortages in e-skills
and promoting systems inter-operability.

Above all, companies need to demonstrate a positive
attitude toward innovation and toward the broad use
of ICT as a tool. | am glad to see that this has been
confirmed by the e-Business W@tch special study on
ICT impact, which finds that "positive effects of ICT on
productivity are more likely to occur in firms that conduct
innovations and that are advanced users of ICT."

The European Commission is fully committed to
support the wide adoption of ICT among enterprises,
in particular in small and medium sized enterprises
(SMEs). A high-level ICT Task Force was commissioned
in 2006 to look in detail at ICT uptake and skills
requirements, and to make policy recommendations.
We are determined to take these recommendations
seriously. All actions will be embedded in the renewed
Lisbon Strategy for Growth and Jobs in Europe. We
also know that sector-specific requirements have to be
taken into account, as stated in the "new industrial
policy" communication.

With its focus on sectors, SMEs and the study of ICT
use and impact in business, e-Business W@tch has
taken a central position in this policy context. It has
become an influential source of unbiased information.
This is why the initiative will be renewed until at least
2008. | place great expectations in the "new"
e-Business W@tch as a vehicle to stimulate debate and
to inform policymakers and industry about relevant

developments.

GUnter Verheugen
Vice-President of the European Commission
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1. "eEurope 2005: An information society for all". Communication from the Commission, COM(2002) 263 final, 28 May 2002, chapter 3.1.2

2. "Implementing the Community Lisbon Programme: A Policy Framework to Strengthen EU Manufacturing - towards a more integrated approach for
Industrial Policy." Communication from the Commission, COM(2005) 474 final, 5.10.2005

3. The Final Report is available at http://ec.europa.eulenterprise/ict/policy/doc/icttf_report.pdf (download: Dec. 2006).
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Introduction to the e-Business W@tch

Policy background

The European Commission launched e-Business
Watch in late 2001 to monitor the adoption, develop-
ment and impact of electronic business practices in dif-
ferent sectors of the economy in the European Union
and beyond.

The initiative is rooted in the eEurope Action Plans of
2002 and 2005. The 2005 Action Plan set the goal "to
promote take-up of e-business with the aim of increas-
ing the competitiveness of European enterprises and
raising productivity and growth through investment in
information and communication technologies, human
resources (notably e-skills) and new business models".!
e-Business W@tch has been an important instrument
for the European Commission to assess the develop-
ments and progress in this field.

In 2005, as a response to globalisation and intense
international competition, the European Commission
launched a new industrial policy? to create better
framework conditions for manufacturing industries in
the coming years. Some of the policy strands described
have direct links to ICT and e-business developments.
One of the initiatives covered by the policy was the
assignment of a Taskforce on information and commu-
nication technologies (ICT) competitiveness in 2006.
The taskforce, with stakeholder representatives,
focused on identifying and proposing measures to
remove obstacles that inhibit ICT take-up among
enterprises. It issued its final report with recommenda-
tions in November 2006, many of which reflect argu-
ments and conclusions drawn from e-Business W@tch
studies.3

Focus and scope

Within this broader policy context, two further impor-
tant facets regarding the mission of the initiative are
relevant. First, the focus of e-Business W@tch studies is
sectors (and not countries). Second, special emphasis is
placed on developments and implications for small and
medium-sized enterprises (SMEs).

Since its launch, e-Business W@tch has published stud-
ies on more than 20 sectors of the European economy,
five comprehensive synthesis reports about the state-
of-play in e-business in the European Union, statistical
pocketbooks, and various other resources such as
newsletters and special issue reports. All publications
are available at www.ebusiness-watch.org (‘resources').

e-Business W@tch presents a 'wide-angle' perspective
on the adoption and use of ICT in the sectors studied.
The topic is not restricted to the measurement of

e-commerce transactions (the volume of goods and
services traded online), but also includes an assessment
of the degree to which business processes, including
intra-firm processes, are electronically linked to each
other and have become digitally integrated.

However, it becomes practically impossible to cover in
detail all areas and facets of e-business in a single sec-
tor study. Each study therefore focuses on a few spe-
cificissues, allowing the reader to zoom into these top-
ics in more detail.

The mission of e-Business W@tch is to monitor, analyse
and compare the development and impact of e-business
in different sectors of the European economy — not the
sectors themselves.

Its objective is to provide reliable results, based on com-
monly accepted methodologies, which are not readily
available from other sources and will trigger the interest of
policy-makers, researchers, and other e-business stake-
holders for more in depth analyses or statistical surveys.
e-Business W@tch has adopted a “wide-angle” perspective
in its approach. The necessary trade-offs are transparently
depicted in each of its deliverables.

Methodology

e-Business W@tch combines quantitative and qualita-
tive research elements. The quantitative analysis of ICT
and e-business adoption by firms is based to a large
extent on representative surveys among decision-mak-
ers in European enterprises ("e-Business Survey").
Interviews are conducted by telephone, based on a
standardised and computer supported questionnaire
(CATI4 method). The most recent survey (conducted in
April/May 2006) covered more than 14,000 enterpris-
es from 10 sectors in all EU Member States and most
EEA and Acceding and Candidate Countries.>

The e-Business W@tch Surveys have won recognition
from the international research community as a useful
instrument for piloting new e-business metrics. The
experience gained from this piloting is used, for exam-
ple, by Eurostat for planning and developing its own
survey of ICT use by businesses.

4. Computer Assisted Telephone Interviews, a widely used method in representative household or decision-maker surveys.
5. The EEA (European Economic Area) includes, in addition to EU Member States, Iceland, Liechtenstein and Norway. Candidate Countries for accession into the EU include
(as of December 2006) Croatia and Turkey. Bulgaria and Romania were Acceding Countries in 2006. See Annex lll for more detailed information about the survey methodology.
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e-Business W@tch complements the statistical picture
with a more detailed presentation of concrete e-busi-
ness activity in individual enterprises from the sectors
covered, mainly in the form of brief case studies.
About 75 case studies were conducted in 2006,
adding to more than 100 case studies conducted in
previous years. Evidence from the survey and case
studies is backed up by desk research and interviews
with industry representatives and e-business experts.

The importance of networking and debate
e-Business W@tch has increasingly developed from a
market observatory into a think-tank and intermediary,
stimulating debate among stakeholders at internation-
al level about the economic and policy implications of
e-business. The positive feed-back and wide uptake for
the various publications and statistics provided by the
e-Business W@tch, for example their exploitation by
various research institutions, reflects the demand for
sectoral e-business analysis and discussion on related
issues.

X

e-Business W@tch uses several mechanisms for debate
and networking with stakeholders. An important
platform for this is the website (www.ebusiness-
watch.org), where all reports and survey data are pub-
lished. Furthermore, results are presented and
discussed with industry at workshops, within and via
the Advisory Board, and, lastly, through the participa-
tion of study team members in other events, such as
conferences, workshops and working groups organised
by third parties.
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The definition of sectors and the adequate level
of aggregation

Economic sectors constitute the main level of analysis
for e-Business W@tch. The 2006 studies cover sub-sets
of ten different sectors whose configuration and
definition are based on the NACE Rev. 1.1 classification
of business activities.® Over the years since its initial
implementation in late 2001, e-Business W@tch
followed a roll-out plan in the coverage of different
sectors.” In each new period, some new sectors (not
covered in previous years) were added.

The aggregation of various business activities into sec-
tors in earlier implementation periods (2002-2004)
made it possible to cover a broad spectrum of the
economy, but also posed challenges for the analysis of
e-business developments. In cases where heteroge-
neous sub-sectors were aggregated, it was sometimes
difficult to make general observations or draw conclu-
sions for "the sector" at stake. It also turned out that
industry has a clear preference for narrower sector
definitions.

The approach for selecting and defining sectors which
was used in 2005 and 2006 reflects these concerns.
Many of the sectors studied since 2005 are sub-sectors
that had been part of larger aggregations in 2002-
2004. A further argument for "zooming in" on former
sub-sectors is that the broad picture for whole sectors
is already available from earlier e-Business W@tch
studies. The selection of sectors in 2006 has been
made on the basis of the following considerations:

The roll-out plan of 2003.

Policy relevance of the sector from the
Commission’s perspective.

Interest articulated by the industry in previous
years on studies of this type.

The current dynamics of e-business in the sector
and the impact of ICT and electronic business, as
derived from earlier e-Business W@tch sector
studies.

6. NACE Rev. 1.1 is a 4-digit classification of business activities. It is a revision of the ‘General Industrial Classification of Economic Activities within the European Communities’,

known by the acronym NACE and originally published by Eurostat in 1970.

7. See website: "selection of sectors" (www.ebusiness-watch.org/about/sector_selection.htm)



Executive Summary

The overly pessimistic and hesitant attitude towards
ICT that the burst of the new economy bubble
provoked in many companies is now a thing of the
past. e-Business has gained new momentum in the EU
and in other advanced economies of the world. The
cost-saving potential of ICT has been broadly
recognised by companies. Efficiency and productivity

gains have been a key driver for growth in ICT
investments. Large firms, and increasingly the public
sector, are spearheading this development. However,
in parallel to the continued search for cost-cutting
potential, companies are become more creative in
using ICT for new forms of customer service.

Key e-Business trends observed in 2006

Supply chain integration is key:

Increasingly, competition occurs not only within a
company's value system, but between entire
networks. Optimising the supply chain by means of
ICT, e.g. by integrating with distribution networks, is a
key factor in achieving competitive advantage.

Better solutions for SMEs:

Until recently, the ICT industry was often criticised for
failing to provide adequate e-business solutions for
small and medium-sized firms. This is changing. Driven
by market requirements, and enabled by technological
advances, ICT companies are increasingly addressing
the SME market. They are developing affordable,
smaller-sized solutions (e.g. ERP and CRM suites) that
can be connected with the more powerful systems of
large firms.

ICT for customer service:

e-Business is not just about cutting costs: service
companies have always used ICT for marketing
purposes and customer service. Now, manufacturing
companies are increasingly devoting attention to using
e-business for better service to their customers, with
the strategic goal of creating sustained relationships
with them.

Growing maturity of new technologies:
Applications based on RFID technology, the use of
Voice-over-IP, and mobile e-business applications using
wireless technology have gained maturity. Although
still not widely diffused, these emerging technologies
have started to influence e-business.

We@tch out: new trends & issues ahead

The "missing link":

e-Business activities of large companies are maturing.
They understand the benefits, and are steadily improving
ICT tools to their own advantage. They have connected
their systems to many of their major tier-1 suppliers
for e-business. But supply chain integration often
comes to a halt at that point: many of the small
supply firms still cannot cope with system require
ments, and they risk exclusion from the value
network. Policy and industry initiatives are increasingly
addressing this issue.

ICT outsourcing, out-tasking etc:

Spectacular, large-scale ICT outsourcing projects will
be the exception in the future. New and more flexible
arrangements with external service providers (e.g. for
specific tasks, or for maintenance services) will often
be preferred.

Open source and software as a service:

Business models for software service provision could
change in the future. Rather than just selling a
product, the service component is becoming
increasingly important. Growth in the use of open
source (OS) software components is reinforcing this
trend. These changes can be a challenge for business
advisors; the range of products and service models
from which companies can choose has increased.

Information management:

The role of information management (IM) in companies
may further increase in importance. IM will take on
the role of intermediaries between the traditional ICT
department, the management and the operational
departments of a company (i.e. the internal ICT users).

W



A e P P e e P TV e e e e e e VL T T T E T T EE EE T rEE E e E e E e e

e e e e R T P T R e T e e e e e e e e e e e e e e e e e e e e e e e

Sectoral e-business differences —
manufacturing, construction, services

The intensity, focus and impact of electronic business
depend on the business activity of companies, and on
the configuration of the value system in which these
companies operate. In manufacturing sectors, companies
focus on procurement processes, optimising supply
chain management, and integrating with retail and
distribution. In a project-oriented business such as
construction, applications supporting project manage-
ment have a high potential. In tourism, online informa-

tion and reservation services have become a common-
place. In telecommunications, it is hardly possible to
make a clear distinction between the use of e-business by
telecom firms themselves and the provision of related
services to (business) customers. Hospitals aim at
improving the efficiency of their internal processes as
well as document exchanges within the health system
by means of ICT, thus cutting costs.

Exhibit E-1: The relevance of ICT and e-business in 10 sectors in 2006
(overall assessment based on survey results, desk research and case studies)

Application | e-Sourcing & | e-Logistics/ | e-Design & e-Marketing | ICT use for Perceived ICT
procurement | SCM planning & sales innovation significance

Sector
Food & beverage oo LD oo oo oo
Footwear o ® o (1) °
Pulp & paper (XYs (XY} oo o0 oo ')
ICT manufacturing | ®eee YYs (YY) oo YY) (YY)
cons. e|ectronic5 o000 [ X ] (X X J [ X ] o000 000
Shipbuilding oo oo L1 ° ° (1)
Construction oo o o0 ° ° °
Tourism [ X ] [ X ] [ ] [ X X J [ X ] (X J
Telecoms (Y YY) oo (YY) (XYs Y YY) (XYY Y
Hospital activities ooo oo oo ° (YY) oo

* = below average relevance / diffusion; ee = average relevance / diffusion; eee = above average relevance /diffusion;

eeee = high relevance / diffusion;

Source: e-Business W@tch (2006) — based on analysis from the respective Sector Studies

= applies only for some sub-sectors / types of firms

Exhibit E-2: e-Business Index 2006 for 10 sectors (EU-10 data) 2

Benchmark based on employment-weighted data*)
(Indexed values: highest score = 100)

Benchmark based on firm-weighted data**)
(Indexed values: highest score = 100)

(0] 20 40 60 80 100 0 20 40 60 80 100
Telecom Telecom Y Y Y Y 100
ICT manuf. Hospitals I I I I 94

Hospitals Shipbuilding | I I I 83I
Pulp & paper ICT manuf. | l l l 81 l
Cons. electr. Cons. electr. | : : : 72 i
| | | | |
Tourism Pulp & paper 61 :
Shipbuilding Tourism | | | 56 E E
I I I I
Food Construction | 46 : :
Construction Food | | 40 | i i
| | | |
Foodwear Foodwear | 38 : : :
L 1 1 1 1

*) Employment-weighted data express e-business adoption as "activity in firms
comprising ...% of employment in a sector", thus emphasizing the situation in
larger firms.

**) Firm-weighted data express e-business adoption as "% of firms in a sector with a
certain activity", irrespective of the size of the firms (i.e. small companies and large ones
count equally). Results are mainly determined by the situation in smaller firms, as there
are many more small companies than large ones

9. The e-Business Index is based on 16 component indicators. It can be used for benchmarking the intensity of ICT use in companies from different industries or countries. However,
it is a simplified, aggregated view; results depend on the choice of indicators and the weighting of underlying data (for more information, see Annex il - Methodology).



Manufacturing

In general, large companies drive e-business development
in manufacturing industries. Supply-chain integration
is a key objective for many e-business initiatives. In parallel,
innovative ICT-based forms of customer service are rapidly
gaining momentum, even in B2B oriented sectors.
However, the 'digital divide' between large and small
companies is still very pronounced, for example in the
food & beverage, pulp & paper and shipbuilding &
repair industries.

Among the six manufacturing sectors surveyed in
2006, electronic business activity has reached the highest
level of intensity in the ICT-related industries, i.e. in ICT
manufacturing and consumer electronics. In these
industries, the prevalence of large companies, intense
competition, frequent product changes and produc-
tion dispersion drive e-business adoption. More than in
other industries, companies feel a major impact from
ICT on relations with business partners and on the
entire value chain.

By contrast, in the footwear industry, ICT usage
appears to be much lower than in other manufactur-
ing industries. This applies even to larger firms from
the sector. To some extent, the delayed ICT adoption in
this industry could be a case of a 'chicken-and-egg’
dilemma: on the one hand, the crisis of the footwear
(and textile) industries in Europe makes companies feel
that e-business is a secondary goal, as there are more
pressing issues to be dealt with. On the other hand, a
low level of investment in new technology creates
opportunity costs, e.g. in form of lower productivity
growth. This means it will be even more difficult for
firms in Europe to compete with low-wage countries.

In the pulp and paper industry, the main impact of
ICT is as a driver and enabler of process innovation in
supply chain management and B2B trading processes.
Large companies from the sector use ICT quite inten-
sively in all application areas along the value chain: for
procurement processes, in production, inbound and
outbound logistics, and in marketing and customer
service.

In the food and beverages industry, supply chain
management is likely to remain a key point of focus for
the leading players in the future. The objective is not
only to reduce costs. The globalisation of supply chain
sourcing and intensified safety concerns have added
important new links to the supply chain: the issues of
food supply safety and traceability.

A key application area for ICT in the shipbuilding and
repair industry is the integration of engineering and
production processes along the value chain. This inte-
gration has effects on the competitiveness of individual
shipyards, as well as on the industry as a whole.

Construction

At first sight, e-business activity in the construction
industry appears not to have the same intensity as in
advanced manufacturing sectors. However, as the
questionnaire of the e-Business W@tch survey is
geared principally toward ICT use in manufacturing,
statistical results may not fully reflect some of the
emerging trends in construction. For example, project-
oriented technologies such as project web and 3D
visualisation tools carry significant economic potential
for this industry. Although they are not yet widely
deployed in the sector, there are examples demonstrating
that companies can benefit from using these technologies.

Service sectors

e-Tourism is one of the most dynamic areas of e-business,
with a major impact for nearly all players involved. ICT
usage enables service providers to interact directly with
customers, which puts severe pressure on traditional
intermediaries such as travel agencies and tour operators.

Telecommunications companies have a forerunner
position as intensive users of ICT and e-business in
almost all application areas. Moreover, the wide diffusion
of e-business technologies among smaller enterprises
too distinguishes this sector from most other industries
studied by e-Business W@tch.

Almost all European hospitals have at least an electronic
system for patient data and financial administration.
However, few of them use more sophisticated systems,
and departmental information systems are often not
integrated with each other. Core drivers of e-business
in hospitals include cost containment, improvement of
quality of care, and state regulations, for example the
implementation of Diagnosis-Related Groups.
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Geographic disparities in ICT use for business

In international comparisons, EU enterprises are — on
average — level with their counterparts in other
advanced economies in their use of ICT. There are dif-
ferences within the EU, however, particularly with
regard to the average ICT maturity of smaller compa-
nies. In general, firms in Northern European countries
are more advanced than companies in Southern
European countries and from most of the new
Member States in linking their business processes inter-
nally and with business partners.

The e-Business Index 2006, composed of 16 indicators,
shows Finland as the e-business benchmark in a com-
parison of eight EU countries (see Exhibits). Companies
from France, the Netherlands, the UK and Germany are
very similar in their use of ICT, particularly if emphasis
is laid on the larger companies (see employment-
weighted Scoreboard). Firms from the new Member
States (Czech Republic and Hungary), although taking
the lower ranks in this benchmarking exercise, are not
far behind in their use of ICT.

Exhibit E-3: e-Business Index 2006 for 10 EU countries

Benchmark based on employment-weighted data*)
(Indexed values: highest score = 100)
0 20 40 60 80 100

*) Employment-weighted data express e-business adoption as “activity in firms comprising
...% of employment in a sector", thus emphasizing the situation in larger firms.

Source: e-Business W@tch (2006)

Impact of industry structure — challenges for
comparisons by country

With the possible exception of the Nordic countries,
the location of a company is by no means a reliable
predictor of its level of e-business activity. This may be
due to structural characteristics. In Italy, for example,
sectors dominated by small firms are much more
prevalent than in other countries. Since large firms are
more advanced in electronic business, aggregated data
may point at a lower level of e-business activity in Italy.
This reflects, at least to some extent, the structure of
the economy rather than the overall e-maturity of
firms.

In contrast to Italy, the relative performance of French
and Dutch companies is significantly better if the
emphasis is on larger firms. These benchmarking
results suggest a pronounced digital divide between
small and large firms in these countries.

Benchmark based on firm-weighted data**)
(Indexed values: highest score = 100)
0 20 40 60 80 100

Fl 100
I I I I
ES 93

DE 89

UK 88

PL 83

FR 75

NL 72

HU 56

cz : 68
I
[}
1

**) Firm-weighted data express e-business adoption as "% of firms in a sector with a
certain activity", irrespective of the size (i.e. small companies and large ones count equally).
Results are mainly determined by the situation in smaller firms, as there are many more
small companies than large ones.



Opportunities and challenges for small companies

e-Business activities of large companies are rapidly
maturing. These companies have powerful ICT systems
for linking business processes, understand their bene-
fits and possess the necessary know-how to steadily
improve these systems to their advantage. Many small-
er companies, by contrast, still struggle with the
requirements of getting digitally connected with their
suppliers and customers. If they cannot cope with
requirements of the digital economy, they risk being
eliminated from the value systems that tend to be
orchestrated by large firms.

Exhibit E-4: The e-Business Index 2006 by firm size

A B 9 D
Micro (0-9) 41 23 34 40
Small (10-49) 60 39 43 54
Medium (50-249) 84 56 56 67
Large (250+) 100 100 100 100

A = Sub-Index "ICT networks"

B = Sub-Index "e-Integration of internal processes"

C = Sub-Index "e-Procurement and supply chain integration"
D = Sub-Index "e-Marketing and sales"

Overall Index (based on firm-weighted data*)
0 20 40 60 80 100

Large (250+)

Medium (50-249)

Small (10-49)

Micro (1-9)

* Firm-weighted data express e-business adoption as "% of firms within a size-band
with a certain activity".

Source: e-Business W@tch (2006)

ICT implications for SMEs are ambivalent. On the one
hand, ICT may offer increased economies of scale.
Large enterprises can afford powerful ICT systems
at proportionally lower cost than SMEs have to meet
for their comparatively simple infrastructure. The
e-Business Index 2006 confirms that the diffusion of
ICT systems for internal and external process integration
increases in a linear fashion according to firm size.

On the other hand, it is debatable whether small com-
panies really need the same powerful solutions as large
firms in order to achieve the same benefits. In a small
company, information management and e-business
can possibly also be effectively and efficiently achieved
by the use of less sophisticated and less expensive
systems.

e-Business Opportunities for Small Firms

ICT usage facilitates cooperation:
SMEs need to cooperate, for example by building
networks. ICT usage facilitates cooperation in many
ways (e.g. through project management tools, or
online collaboration tools for design).

The SME potential of new technologies:

Current technological developments hold some
promise for small companies, for example Voice-over-IP
telephony and mobile e-business solutions. Moreover,
ICT companies are increasingly addressing the SME
market by developing affordable, smaller-sized
solutions (e.g. ERP and CRM suits).

Metcalfe's Law:

The value of any communication technology is
proportional to the square of the number of users of
the system. Large companies have recognised that
they need to get their small business partners "on
board" in order to reap the full benefits of e-business.
Policy is also focusing on the integration of small firms
in their "digital eco-systems".

Going international:

Many SMEs are forced to expand their market area.
e-Commerce can be an opportunity (if not the only
way) for them to achieve this goal.

e-Business Challenges for Small Firms

Complying with ICT requirements of large firms:

Large companies use their power to impose ICT
standards and systems upon small supply companies.
Small firms risk being forced to comply with different
systems in parallel.

Lack of ICT strategy and skills:

Smaller firms often lack a coherent ICT investment
strategy or the related skills - partly because most
SMEs cannot afford to employ ICT practitioners:
According to the e-Business Survey 2006, only about
15% of small firms and 30% of medium-sized firms
employ ICT practitioners, i.e. have their own ICT
department. Thus, ICT strategy and implementation
critically depends on respective skills of the management.

Shift of power:

Large companies’ e-procurement schemes tend
mainly to benefit the buyer, due to increased price
transparency. Effects are similar to those of price
finders and auction platforms in the consumer market.
This development can lead to erosion of profit margins
for SME suppliers.
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ICT impact on firms

A special study conducted by e-Business W@tch in
2006 (see also Section 1.9) found that advanced users
of ICT are more likely to exhibit increases in employ-
ment. Furthermore, firms that conduct product innova-
tions are more likely to increase employment. Only
22% of non-innovative firms report an increase in
employment, compared to 34% of firms that carried
out non-ICT-enabled product innovations and even
43% of firms that had ICT-enabled product innova-
tions. The data suggest a similarly positive pattern for
process innovations.

ICT matters for employment and

productivity growth

More advanced users of ICT and innovative firms were
also found to be more likely to exhibit productivity
increases than non-innovative firms at all stages of ICT
development. Moreover, the share of firms with
increased turnover was significantly higher among the
innovators. 70% of firms that conducted ICT-enabled
innovations report turnover growth, compared to 44%
of non-innovators.

Anticipated future impact of ICT

Firms expect that ICT will continue to have a significant
impact on how they do their business in the future. In
particular, they believe that ICT will become even more
important as a tool to support planning, decision
making and controlling. Without doubt, management
and controlling functions in an enterprise depend
critically on ICT systems. They provide information
faster, more flexibly and more concisely than would
otherwise be possible. In larger enterprises, many of
the regular management reports (e.g. from controlling)
are automatically generated from ICT based information
systems.

It is interesting that marketing and customer support
have overtaken production and logistics as primary
application areas for ICT in the scenario of large firms
(see Exhibit E-5). This applies not only to service sectors
such as tourism and telecommunications (obvious for
these industries), but increasingly also to manufactur-
ing sectors.

Exhibit E-5: Percentage of companies expecting that ICT will have a high / medium impact on ... in the future

Small firms (10-49 empl.)
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Large firms (250+ empl.)
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Base (100%): Companies with computers, EU-10, 10 sectors. N = 2159 (small firms) / 670 (large firms).
In % of firms. Survey question: Do you expect that ICT will have a high / medium / low impact or no impact on <business function> in your company in the future?"

Source: e-Business W@tch (2006)



Policy implications of e-business

e-Business developments can have implications for
several policy areas., Relevant considerations in this
context can be grouped around two main objectives:
promoting ICT adoption and counteracting ICT-induced
flaws or market failure.

Promote ICT adoption:
Policies aiming at accelerating the adoption of ICT
and e-business practices among companies,

particularly among SMEs. This is based on the
assumption that ICT is a key driver of productivity and
competitiveness.  This includes, for example,
the following policy areas and types of initiatives:

Innovation and technology policy: creating
incentives and a favourable environment for
enterprises to innovate; stimulating the
development of ICT tools (e.g. for SMEs);
promoting interoperability and standardisation
processes (and advocating attention to the
requirements of SMEs in this context);

Education and labour market policies: ensuring
an adequate supply of e-skills in the market,
enhancing the managerial understanding of
e-business issues in SMEs, supporting employee
training and train-the-trainer measures;

Role model of the public sector: recognising
the role model of the public sector in ICT adoption,
e.g. by using public e-procurement;

Awareness raising policies: initiatives directly
promoting ICT uptake, e.g. the organisation of
SME workshops, the collection and dissemination
of best practice examples, and the facilitation of
working with business advisors;

Industrial policy: initiatives to encourage
cooperation among SMEs, the formation of
networks and clusters;

Counteract ICT-induced 'flaws' or market failure:
Policy interventions to counteract undesirable effects
on the aggregate level from deployment of ICT in
business. This includes a broad range of policy areas,
for example competition policy (with the objective of
counteracting market concentration).

The following table summarises policy implications
from e-business developments that have been identi-
fied in e-Business W@tch sector studies in 2006. While
some of the goals and types of initiatives proposed are
relevant for specific sectors only, others are valid for
most sectors (e.g. promoting interoperability).

In the e-Business Report of 2005, two objectives were
seen as particularly important: the improvement of
e-skills among smaller companies, and the advancement
of interoperability and standards. This assessment
remains valid for 2006, in full recognition of the many
efforts that have been started at regional, national and
European levels to address these goals.




