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Executive Summary

The popularity of conference themes is as good an indicator as any of the importance a
community attaches to an issue. By that judgement e-commerce and e-business have ‘arrived’
as topics of significance to Hong Kong as to much of the rest of the Asia-Pacific, as our first
speaker, Stephen McKay points out. He adds that in five years time probably no conferences
will be held on this subject. This at least gives us a benchmark by which to progress over the
coming years. This TIF was sponsored by Hongkong Telecom and IBM, an interesting
combination of telecoms and IT expertise that was fully reflected in the discussion that took
place.

1. Session One  set the focus on the role of government, policy and the legal environment in
promoting and facilitating e-commerce and thereby encouraging the adoption of e-business
technologies and organization. Stephen McKay of behalf of Andersen Consulting ,
placed his emphasis upon the need by governments, and by businesses looking for
customers, to incentivise would-be users. It is insufficient to preach the worthiness of
conducting business and transactions by electronic means. People need good reasons to
change their existing ways of doing things. Once the advantages are experienced, then it
will take-off of its own accord.

2. Anthony Sylvester (of Sidley & Austin) provides an erudite review of the major legal
and regulatory issues being debating within the EU, the US and the OECD. He makes the
point that business-to-business e-commerce is generally regarded as being in less need of
public regulation than business-to-consumer e-commerce, although the degree to which
any regulation should be self-regulation in the first instance is a matter of difference
between the US and EU approaches. The issue of how and what to tax in e-commerce
remains a thorny one, in particular with regard to policing the incidence of tax – who
should pay it and where should it be paid. The opportunities for non-disclosure and for
moving off-shore is bringing about a degree of international co-operation, not to say arm-
twisting, between tax authorities in different jurisdictions. On IPRs he noted the interesting
regulatory distinction developing in the OECD forum between a mild level of protection for
‘essential facilities’ such as computer operating systems, and a heavier level of protection
for the value-added content, such as databases. However, he warned that the greater
cacheing capabilities of web-sites could make the latter difficult to enforce. He ended by
stressing the educational role of government, especially in regard to SMEs, noting above
all that e-commerce is not, at the end of the day, a legal issue at all, but a business issue.

3. Mrs Jessie Ting spoke on behalf of the Information Technology and Broadcasting
Bureau of the Hong Kong SAR Government. She stressed the strategic importance
of e-commerce to an economy like Hong Kong, and especially for Hong Kong’s many
SMEs (which constitute well over 95 per cent of all business establishments in Hong
Kong.) Picking up on previous points she outlined the role of government in setting up the
legal framework, such as the Electronic Transactions Bill, to foster e-commerce. The
major initiative taken so far by government is the tendering for an Electronic Services
Delivery (ESD) system to put government online for transactions with the public.
Especially important for the success of this venture is the development of a Chinese
language software interface. The Hongkong Post has been selected as the Certification
Authority to support a public key infrastructure for ESD. Mrs Ting also made a comment
on the role of the proposed Cyberport which will encourage the development of a
software sector in Hong Kong to support both e-commerce and e-business development.



4. Professor Charles Kao, co-chair of the forum, took the opportunity to point out that
everyone is just beginning this move into e-commerce, so SMEs in Hong Kong had plenty
of scope and opportunity to do as well as anyone else.

5. In the discussion that followed questions were raised as to how government could
support SMEs, for example through training programmes, but it seems that everywhere
not much of a start has been made. This suggests that government needs to think how to
move to beyond its own schemes, such as ESD and the Cyberport, towards the active
promotion of education and training, and how this can be achieved, for example what
respective roles for the private and public sectors? Hong Kong’s proximity to mainland
China was also stressed as an opportunity for Hong Kong, and this despite the ‘death of
distance’ side of electronic communications. A final point that obviously concerned some
participants was the feeling that while government was beginning to address the working
methods of its front-end office with the public, how much re-engineering of its back-office
was taking place (the e-business part of e-commerce) and how much effort was going in
to applying e-business methods to its own procurement procedures?

6. Session Two got down to the details of doing e-commerce and e-business. Dorothy
Chan of IBM, drew a clear distinction between making commercial transactions and the
whole business of setting up suitable IT platforms to support the business organization
required for e-commerce. Businesses must see the whole process as a business process,
not one of technology which is just the enabler. Following through the process in logical
steps, Dorothy’s slides illustrated the links between back office and the front end, between
the intranet, the Internet and extranets, between transactions and the need for
micropayments systems, security systems and for trust. She saw portals as being
expressions of this shift to a business model for e-commerce, and she emphasized the role
of technologies such as SET and SSL, pointing out that the banks do not welcome
micropayment transactions, for example $20 payments, when the cost of processing them
is a multiple of their worth, for example $100. She expressed the opinion that this leaves
open a big role for smartcards, the technology of which is fast changing.

7. Ian Craig of ARENA reported that his company, providing EDI services, was taking on
five new companies a day to do e-business, although there was one stark difference
between overseas clients and Hong Kong firms. The overseas companies were proactive,
looking to take the initiative, but as yet the Hong Kong companies were mostly reactive,
responding to pressure from their business partners to go online. The good news was that
more and more transactional services were going online in Hong Kong. The driver for
these developments was, once online, the attractiveness and cost savings of maximizing
the ‘community of interest’ being networked, which Ian describes as just another name for
‘portal’. The key to making it easy for this to happen was: making it easy. Deskilling the
process of going online and lowering the cost. He thought the next big step would be the
banking and financial services sector going online. Finally, Ian stressed the importance of
changing the culture of Hong Kong people, encouraging them to think small in terms of
creating value for Hong Kong rather than looking for high salaried positions in
multinationals, but thinking big in terms of a global market place, which is now the reality in
a world of e-commerce. Changing the culture would underlie all the government’s efforts
to promote and facilitate the use of IT in Hong Kong.

8. William Kwan, Hongkong Telecom, began by stressing the need for a reliable platform
from which to perform the tasks of e-business as outlined by Dorothy. Speakers could



agree on the excellence of Hong Kong’s basic network facilities, but the financial model
of electronic commerce is quite different from convention cost models, its all loss and no
profit in the early years. Also, as revenues do begin to rise, so does the need to extend
broadband technologies and therefore the financial commitments, and it may be four or
five years before the lines crossover. This raises a challenge when serving the needs of
most Hong Kong companies which are SMEs. But even large corporations have their own
legacy and inertia problems. Another challenge is that telcos don’t have the traditional
networking skills of the IT industry, nor of the software and content industries, so
partnerships are required. For Hongkong Telecom part of the answer lies in funding some
good prospects for local EC ventures. William ended with HKT’s vision, which includes
using EC for its own procurement procedures, extend the broadband network to over 80%
of households in Hong Kong by 2000, provide greater access to Chinese language
software and content, and develop Hong Kong into the preferred Internet hub in Asia.

9. Tony Au, MD of ADC Data and President of the HK Information Technology
Federation, acted as discussant to start the roundtable and picked up on the security
issues raised by Dorothy, arguing that the cost of absolute security would rarely if ever be
met. This led some participants to question how crucial the security issue was, implying
that EC would become little different in practice from any other risk business. One
participant made the point that the security issue mostly arose as a trust issue when the
parties were involved for new to each other. A closely related issue of concern was the
role of the banks, or rather their lack of involvement in EC to date, and their apparent
reluctance to facilitate credit card transactions by SMEs. Hong Kong SMEs who wanted
such support usually had to open separate accounts with finance houses in the USA.
Piracy over the Internet was another concern raised as a risk factor to inhibit SMEs
selling software products, a point that suggests that economies of scale based upon free
software downloads leave little room for independents. The role of private associations,
such as user groups, trade associations and chambers of commerce in promoting and
educating SMEs in EC was raised, and while many organizations are very active already
this seems to be an area in which even more could be achieved. And again, the China
market was raised as an area of enormous opportunity for Hong Kong companies. This is
perhaps the most obvious case of Hong Kong’s comparative advantage waiting to be fully
exploited.

10.  Conclusion: EC is happening in Hong Kong, and it will be driven among Hong Kong’s
SMEs largely by the commodification of the technologies and platforms necessary to
support e-business, as well as by price. There is clearly a learning curve involved, and
government and the public and private sectors can assist in the promotion aspects by
sponsoring education and training at all levels, but this perhaps calls for some co-
ordination. Government is already implementing plans for the facilitation of EC and Hong
Kong stands in a fairly strong position with respect to infrastructure, although the cost of
access to broadband has to fall dramatically before the mass market stage is reached.
Government has also taken welcomed initiatives to promote the use of EC through ESD,
and further steps would be widely welcomed towards what we may call ‘electronic
organization’ –the public sector equivalent of e-business – including online procurement
procedures. The opportunities for Hong Kong companies to promote and participate in EC
in the mainland and between the mainland and Hong Kong are enormous and will probably
come to parallel the importance of re-exports in Hong Kong’s economy.  The one big part
of the jigsaw that remains missing at this stage seems to be the full participation of the
banking and financial community. The issues are less to do with the use by the banks
themselves of the Internet – that is a decision that will be driven by the market – and more



to do with finding ways to support SMEs in EC transactions. Micropayments systems
need to be developed locally for SMEs, especially if the China EC is to become important.
In this regard electronic commerce promotes electronic business, and electronic business
promotes efficiency and productivity, and that in turn promotes low-inflation economic
growth. If Hong Kong can peg its productivity close to the US as well as its currency, the
twenty-first century should be one of considerable promise for Hong Kong.



STEPHEN MCKAY
DIRECTOR, ELECTRONIC COMMERCE
ANDERSEN CONSULTING

(Slide presentation follows text)

I came to Hong Kong about 4 years ago to develop our technology practice. It was about
three years ago that I received a call from our fledgling electronic commerce practice in the
US and was asked to lead that practice in Asia.  I was very excited to take up that
responsibility but I sat on one conference call after another back to the US and really had very
little to say. I spent month after month listening to all the incredible things going on by my
peers in the US and the projects that they were doing with some of the most exciting stories
that you’ve all heard by now.  We didn’t really have all that much to talk about in Hong Kong
but I have to say that things have certainly changed dramatically. The testimony of the
audience that we have here today in terms of the interest and the import is to me very
encouraging.   I will cover two areas of exploration. I would like to talk a little bit about what
we see as the four key components of the electronic economy or the digital economy or the
network economy;  whatever you want to call it.

Clearly by now every national economy in the world has to find a way to fly in this new global
ship of economics and I would like to talk to you about what we see very simply as the four
dimensions that have to come together to make that happen.  I would also like to talk to you
about something that’s seemingly settled but extremely profound and that’s the difference
between the creation of technology and the application of technology.

Firstly before I start I would like to hit on a little bit at the macroeconomic level.  This is not
about technology.  This is not about moving from mainframe computing to client-server
computing. This is not about the buzzwords that you hear about from your IT departments.
What’s most encouraging to me is seeing forums like this because two years ago my biggest
complaint was that the only people covering this topic were the computer trade magazines and
technology magazines and what’s fascinating to see is the attention that this is getting from
The Economist, Forbes, Fortune and in the business pages of the SCMP and forums like
TIF.  Clearly this is now being treated as the business phenomena that it is and in fact an
economic shift of a global scale that none of us will probably ever be able to experience again
in our lives. That is the profundity of this development and that is why we are trying to figure
out how to make Hong Kong thrive in this environment. So to make that happen, what has to
come together?  This is a very simple framework that we use because we are very often
involved in setting national IT agendas, in particular around Asia.  And so when we first walk
in we look at the underlying infrastructure, the regulatory environment, what does the
consumer base look like and what are businesses doing to innovate in this space to make these
channels compelling for consumers to come on-line.

Let’s take the first one:   world-class technology infrastructure.  This is something that Hong
Kong in general can be very proud of.  We have arguably one of the most advanced
underlying IT communications infrastructures in the world, especially for the underlying
transport layers that have been put into place by fibres in the ground.  There is another layer
that needs to sit on top of that and that’s starting to come together. There is a bit of a concern
that this is just being pieced together.  There are a lot of players.  The Postal service of course
is aiming to have its CA up and running by the end of the year;  IBM is doing some pilots with
the Bank of China and others. There’s certainly activity going on at the infrastructure level.
It’s a bit concerning how piecemeal it all is in coming together and I think that’s going to slow



us down a bit because of the infrastructure.  The good news is this is not what’s going to slow
down the environment.

The supportive regulatory environment: the good news is that the laissez-faire environment in
Hong Kong is very conducive to the development of the Internet in electronic commerce.
Clearly there is a great deal of evidence that the take-up in the US is government sparked and
participation in this has been a very conscious decision not to get in the way and to let industry
lead and that has certainly nurtured a very competitive, innovative environment.  The other
side of government participation though I would suggest is being actually a participant in this
space.  So more than just saying from a regulatory perspective:  “here we’re going to be
hands-off, fight it out amongst yourself”, what is encouraging is seeing programmes like ESD
(Electronic Services Delivery) where the government has decided that it will be an active
participant in these channels, that it will be providing government services over these channels.
What I would like to see more of is the government actually incentivising the use of these
channels.  This doesn’t mean heavy-handed regulation. But I think we can look to Singapore
as a place where the government has been perhaps a bit heavy-handed but also has been very
active in incentivsing the use of these channels among businesses and among consumers.

We recently built a capability for one of the local universities in Singapore and all the people
who wanted to register for courses that semester had to do so on line.  There was no way in a
physical world to register for courses on line.  This very naturally resulted that day in the
highest transaction volume that Singapore had ever seen. The government has also subsidized
small and medium enterprises that have decided to take their businesses on line.  They are
investing heavily as they see this as important in the development of the national economy.

I want to discuss consumer receptivity and compelling business values together because I
think they are inextricably linked.  I feel that we talk way too much about the consumer base
in Hong Kong and we wonder why aren’t more consumers coming on line?  Why is it that the
Internet take-up in Hong Kong hasn’t necessarily been as active as in Singapore, the US and
other places?  I feel that we too often point the finger at the consumer and say:  well for all of
these reasons Hong Kong’s just not right for this.  I take issue with that.  I think that it is
businesses and industries as well as the government that have to give the consumers a reason
to get on line in the first place.  You have to give consumers real utility for coming on line in
the first place and real business value.

Moving over to the business value bubble;  I’ll give you a personal experience.  In the last year
I would not have thought ever of calling my stockbroker (which happens to be Charles
Schwab) to conduct a trade in the physical world.  The reason is that three years ago Schwab
gave me a 70% discount to start doing trades on line.  Now I had no desire necessarily to
change my behaviour to start doing trades on line but in this case this was a very compelling
reason for me to actually go on line. My bank is doing exactly the same thing with me today.
My bank knows that handling a transaction on line is a small fraction of what it costs to
conduct a transaction in the physical world and therefore is doing what it can to incentivise me
to use on-line channels.  So the point here is that we all have to point the finger at ourselves.
We need to have much more innovation among businesses.  We need more activity by the
government and the consumers will come on line once we give them more reason to.  There
might be some demographic reasons why we are a bit slower on the take-up but I don’t think
that’s the underlying reason.

The difference between technology creation and technology application.  We heard in the last
couple of weeks the exciting news about the cyberport.  This is good in that it is a



demonstration by the government of its commitment to help raise the investment in information
technology and nurture this environment.  I would like to suggest and I think that we’ve all
heard this in the last week or so, that these types of environments and programmes have very
little chance of success if they do not come also with the associated culture that comes with
technology creation.  If we look at Silicon Valley which is obviously the archetype that is
probably most relevant, there are cultural attributes of doing work in Silicon Valley that happen
to attract some of the world’s greatest brains.  It is an environment that encourages risk
seeking with the chance of huge reward but the probability of failure.  As such it is an
environment that is extremely forgiving and accepting of failure.  If you’re working in Silicon
Valley and you have failed three times at starting your own company you still held your head
high because you’ve gone for it.  You’ve learned and you know it’s going to pop sooner or
later. As such it’s a very hyper-creative, open, sharing environment because everybody’s
looking for the big idea and everybody knows that they’re as likely and capable of hitting on
this idea as anyone else.  In that regard it is also an environment that feeds on itself.  You
rarely hear of companies that started up in the Valley, hit it big, cashed out and ran.  They
stick it out, invest back in Silicon Valley, start being angel investors to others and they look to
find other ways to hit it big.  In this way it’s really a very self-perpetuating environment and it
is very much an environment of meritocracy.  There are a great number of 25-year-old
millionaires walking around the streets of San Jose and Palo Alto and that’s because you make
it based on being smart, lucky, persistent and going for it with complete compassion and
abandon.  These are the cultural attributes that have to come together.  Physical proximity
really has little to do with it.  It has something to do with it but it’s not what makes Silicon
Valley work.

My contention is that if what we’re interested in is the economic development of Hong Kong
that the strategic application of technology will do far more for the economy of Hong Kong
than actually nurturing an environment for the creation of technology in Hong Kong.  I don’t
pretend to be an economist but I do know that if you have a high-wage scale economy that
productivity is absolutely essential to increase competitiveness especially in an increasingly
global environment.  And that technology has certainly proven to be probably the single
greatest contributor to productivity gains.  I think when you have Alan Greenspan before the
Joint Economic Council as he was in June saying that in 50 years in his time as an economist
he has never seen the US as healthy as it was in June of last year, and his number one
attribution of why that was the case was technology investments resulting in productivity
gains.  So I’m not saying that nurturing an environment for the creation of technology is not
important, it absolutely is, but industry participants also need to be more innovative in the
strategic application of technology.

The way I look at this is as the industrial economy is eclipsed by the electronic economy (and
we’re predicting that to happen in the next 5 to 7 to 10 years) this is a window of opportunity.
Five years from now the thought of us sitting here and talking about e-commerce will be
absolutely out.  Seven years from now, guaranteed, it will be ridiculous.  And it’s not because
it will have become irrelevant, it is because it will have become such a natural part of the way
that we all live and we all do business that it simply won’t be worth paying special attention to.
And so after the intersection of those curves what we will see is e-commerce will simply
become business as usual.  It won’t be deserving of forums like this.  So we have this window
of opportunity between now and then.  My concern is that we have some distractions in Hong
Kong and in Asia related to Y2K because we got a little bit of a late start. We have the
economy that’s not as healthy as we want it to be and I think we tend to consider information
technology as overhead instead of a strategic weapon.  Until we start to change our mindset a



bit my concern is that we all need to work together to make sure that that curve is seeing the
same upslope as we see in the rest of the world.
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ANTHONY SYLVESTER
SIDLEY & AUSTIN

(Slide presentation follows text)

I would like to begin by reminding everybody a bit about perspectives on law.  Other than a
lawyer no-one has a business objective of making a neat ‘pile of law’ and so it’s quite
important that everyone understands that the legal risks of electronic commerce should not
even feature on the same scale as the strategic risks of your business plan or the operational
risks of implementing it.

What I have been asked to do today is take you all on a quick tour of the EU, the OECD and
the US which will obviously be difficult to do in 15 minutes.  The reason why we’ve been
asked to do this is because if we have a quick look at some of the different regulatory policy
approaches that have been taken then you may find something you like the look of for trying
here in Hong Kong.   Of course you may not like it at all.  If you do see anything that you do
or don’t like can we please perhaps pick that up in questions so that we can have an
opportunity to explore why you do or don’t like it.    If we have time at the end I’d also like to
address a couple of things about what small and medium enterprises in the UK have been
looking for in terms of support.

Let’s dive straight into some regulatory approaches.  The first thing is self-regulation.  Steve
has just talked a little bit about governments keeping their hands off and I can understand why.
Business-to-business e-commerce probably does not need any regulating at all.  And citizen e-
commerce might need a little and consumer e-commerce might need a lot.  But it’s a little bit
difficult to point to exactly where the regulation should start and where it should stop.  Self-
regulation has some obvious advantages.  It’s quite dynamic, it’s very adaptable, it can be
sector-specific and it generally passes the costs directly on to industry rather than coming from
public funds.  And those are all good things.  However, it’s also a little bit unenforceable.  It’s
somewhat inefficient.  It can be inconsistent and if it’s completely controlled by industry it can
also act as a significant barrier to entry to new arrivals.  So there is a balance there
somewhere.  And yet at the moment almost everyone is talking about self-regulation. The
OECD last October in Ottawa was all in favour of it.  Bill Clinton in December. The EU again
in January.  And it seems to be the way everyone’s heading with two significant exceptions.
Those exceptions are in the EU where a lot of consumer protection is being cemented in
legislation and also in the area of data protection and privacy.  The EU data protection
directive which is technically enforced although not yet operable in many countries, provides a
significant legislative background for a set of rights to provide customer privacy and protection
of personal information.  That divergent approach when you compare it to the US which has a
very hands-off and light-fingered regulatory approach is quite significant.  It is probably not my
place to decide which one is right or wrong but it’s worth bearing in mind that 81% of internet
users in the US currently complain about privacy being a significant issue and of all of the
computer users in the US who are planning not to use the internet this year the one single
reason that would convince them to change their mind would be if they had greater protection
of their personal privacy.  The second regulatory issue I would like to have a quick look at is
tax.  In this case there is less of a divergent approach. There are two features of tax I would
like to point at.  The first is that with digital cash and other substitutable currencies like award
points threatening to be untraceable, and also with issues like encryption threatening to hide
business transactions from taxing authorities there is some concern that a lot of business will
be invisible to the current revenue base.  There are various approaches for dealing with that.
It’s difficult to say which direction they will head but usually you will find customs and excise



agents are standing right alongside police forces when they are asking for greater powers of
decryption and access to communications.  The second feature of tax is that as the value is
attached to information that is readily moveable there is a concern among taxing authorities
that operations will move offshore in order to take advantage of tax benefits.  And they
generally have a four-prong approach to dealing with that.

The first is to shut down the tax havens.  This is taking place at an OECD level, a G-8 level
and also within the EU.  They suspect they won’t be able to close the tax havens down but
what they can do at least is prise some more information out of them.  So for example the
Cayman Islands is getting squeezed by law enforcement agencies from the US and also
getting squeezed by its UK colonial overseers in order to provide greater information about
transactions taking place there.

The second part of the prong is that they will pretend that companies have never left.  Even if
a company moves all of its operations offshore and only leaves behind a server and perhaps
some technical contracts then governments may well consider that those companies are still
operating inside their jurisdiction for tax reasons.  That’s not happened yet but it’s certainly
under discussion by the OECD and it’s certainly under consideration by the UK tax
authorities.

The third method that tax authorities are using to address the risks to their tax base is to
maximize value out of transactions that are already taking place.  Now this requires some
tweaking of their current taxation models in order to make sure they fit electronic transactions.
It sounds quite obvious but it’s not particularly easy.  An example of that might be, if I go and
buy an Englebert Humperdink cd in London then from a consumer point of view that’s exactly
the same as downloading that same cd from a web site in Hong Kong.  For the tax authorities
to tweak the taxing regime to make sure that the tax affected both those transactions is the
same.  It is actually a very difficult proposition.

The fourth approach to tax is the one that no one wants to speak about and that’s a new tax
on electronic commerce.  It is true that in the US and in the EU and in fact generally
throughout the OECD there is a three-year moratorium on any taxes on Internet commerce.
However, there is also a new commission being set up in the US over Christmas specifically to
address the issue of taxation on electronic commerce.  You can read that agenda as being
come up with ways of taxing things that don’t sound like a bit tax.   Before that commission
has even begun its work the local and municipal authorities in the US sued the commission on
the basis that they’re inequitably represented.  So I suspect that they think there’s a tax cut in
there somewhere too.

So it’s probably fair to say that on a taxing level the approach taken by authorities around the
EU, the US and the OECD are all pretty much the same for the moment.  But I think we can
expect that to change.

The third area I’d like to have a quick look at in terms of regulation is intellectual property
rights.  It would be ludicrous for me to suggest that intellectual property right regimes or even
policies are the same around the world.  But there are two features, I think, that are consistent
across a number of these jurisdictions.  The first is that there seems to be an attempt to put a
cap on the value or the reward for gateway or enabling technologies.  At the same time there
seems to be an effort to increase or support the value given to underlying information data
component.  I don’t think it’s worth going into any specific examples of that but that policy
seems to be developing, certainly in the US and in the EU, and that suggests there is some



consistency in their approach.  But there are also divergences as well.  For example a recent
draft software directive in the EU contains a clause that would ban the cacheing of
information that’s protected by some form of intellectual property right.  That would have quite
significant effects and it would also stand in stark contrast to the US situation where the
cacheing of information is specifically protected by information and if there was that form of
divergent approach then you could easily see how downstream the consequences for the
providers of valuable information would change.  For example, portals would probably have
quite a different dimension to them in the EU if the cacheing of information was banned by
comparison to portals in the US.

I’d like to talk a little bit more about SMEs in the UK.  I work on a parliamentary and industry
task force.  One of its missions is to find out what small and medium enterprises in the UK
would like or need from the government in order to take advantage of electronic commerce.
And so far the answers that have arisen are these. Some of them mirror to an extent what
Steve was saying in his presentation.

The first by far is education.  Until small businesses realize the very same tools which open up
all the world markets to their products are the very same tools which bring all of their other
competitors into their own market then they are unlikely to realize that electronic-commerce is
in fact a survival strategy rather than an opportunity.  I think the second thing that they need is
some evidence.  We all know that there is a big computer manufacturer that makes a load of
money out of e-commerce and we all know that there is a bookshop that’s very famous that
doesn’t.  That’s irrelevant to a small and medium enterprise.  What they really want to hear
about is the vegetable steamer and other kitchen appliance manufacturer or supplier who got a
15% increase in sales by participating in an electronic procurement programme run by some
hotel organization in a neighbouring country.  That’s something that they can grasp hold of,
appreciate and try to emulate.

The third approach in the UK which small and medium enterprises are screaming out for is
that suppliers of telecommunication services and other related products like web site
development, inventory software are quite expensive and not very well coordinated.  It’s a bit
difficult to know that governments can actually do to fix that problem other than making them
aware of it.  And perhaps in this jurisdiction that’s already happening.

The fourth that Steve has already mentioned is that the government needs to lead by example.
Government needs to be involved in electronic acquisition programmes, it needs procurement
to be taking place digitally.  It needs to be ordering things like keyboards that have smartcard
readers in them even if they don’t need them yet.  It needs to be taking active steps to be
seeding what will inevitably become an electronic market.

The last one is that the government needs to exercise restraint.  It certainly needs to be there.
It certainly needs to be active but it doesn’t need to be overly active in its implementation of
legislation or support.  There is a bare minimum that is required for governments to make
electronic commerce happen but beyond that government should be very wary of taking any
steps which will cement their regime in something that is rapidly overtaken by events or by
technology.

And finally I would like to end with a reminder.  Law is something that shouldn’t have
particular significant impact on your business.  Unless there is a regulatory issue that goes
right to the heart of what you do then your legal issues should not be relevant at all.  The most
important thing is your business plan or at least your business instincts and while it is a very



competitive market if you are going out there to gamble in it then you should at least be loading
the dice in your favour with some significant thought about legal issues but not too much of it.
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JESSIE TING
DEPUTY SECRETARY FOR INFORMATION TECHNOLOGY AND BROADCASTING BUREAU
GOVERNMENT OF THE HKSAR

I am very pleased to take part in today's Forum to share with you some of my thoughts on the
subject of electronic commerce.  Electronic commerce is now widely recognised as the engine
of economic growth.  So what does electronic commerce mean to businesses, in particular
small and medium sized enterprises (SMEs), which make up some 95% of all businesses in
Hong Kong?  Far from being a threat to the survival of SMEs, electronic commerce offers a
powerful tool to stay ahead of your competitors and to break into new markets.

Let us first take a look at the Internet-enabled environment in which businesses operate today.
Internet users world-wide had grown from 40 million in 1996 to more than 100 million in 1997,
and are expected to increase further to 150 million in 1999.  It has been forecast that the
number of computers with Internet connection will rise to 1 billion in six years' time.  Internet
traffic doubles every 100 days.  For the last Christmas, on-line purchases in the US totalled
US$2.8 billion, compared with US$1.1 billion in 1997.  Analysts are forecasting total electronic
transactions, covering both business-to-business and retail transactions, of over US$400 billion
by 2002.  This growth rate is 40 times that of the global GDP.

How does Hong Kong fare, compared with our regional or global competitors?  Are we ready
to join the e-commerce club?  The answer is YES.  We now have more than 1 million Internet
users and over 130 Internet service providers.  There is already in place a world-class
telecommunications infrastructure over which Internet traffic flows and our broadband
coverage is fast expanding.  So how can our businesses take advantage of this favourable
environment, which offers an alternative and better means to do business?

The development of electronic commerce has completely transformed the way in which
business is conducted.  For the first time, smaller businesses stand a chance to venture beyond
the confines of the local market.  Company size is no longer an impediment for those ambitious
enterprises with a keen interest to break into the world market.  In what ways, then, is
electronic commerce able to provide new business opportunities?

First, development of new markets.  Electronic commerce has eliminated geographical
boundaries and time zone barriers.  Through electronic commerce conducted over the Internet,
we can reach the far corners of the earth and develop new markets which may be too costly
to explore through conventional means.  This is particularly useful to SMEs, which can ill
afford the costs of establishing physical presence overseas to tap those markets.
Amazon.com developed its virtual bookstore on the Internet in 1996.  Its sales increased
immediately from under US$16 million that year to US$148 million in 1997.  Now, it is a
household name the world over.  A local example is the Chinese Books Cyberstore, which has
carved out a new market for selling Chinese books published in the Mainland, Hong Kong and
Taiwan over the Internet.

With the adoption of electronic commerce, business can scale down their sales and marketing
forces, or alternatively handle an increased volume of business with the same staffing level.
Under the conventional mode of conducting business, there are numerous constraints for
businesses to expand their sales and marketing forces quickly in response to market demand,
e.g. the lack of suitable candidates, lack of experience in managing a large team, etc.
Electronic commerce has removed these constraints.  It allows sales activities to expand with
minimal additional costs and efforts.  In many cases, this involves only a simple expansion of



the capacity of the network servers.  Take the example of Boeing.  A couple of years back,
the company put its spare part business on the Internet.  With the same number of data entry
staff, Boeing processed 20% more shipment per month in 1997 than it did in 1996.  In addition,
there were fewer phone calls to customer service representatives, a reduction of about 600
calls every day.  This means considerable savings in staff costs and other resources.

Electronic commerce facilitates communication up and down the supply chain, with the result
that the inventory level can be cut down.  This is of particular importance to SMEs.  Hitherto,
SMEs have often had to forego large orders because of their limited ability to hold a
sufficiently large stock.  Through closer and more direct contact with both customers and
suppliers via the Internet, businesses can now trim down unproductive inventory, shorten the
production cycle and reduce the throughput time.  Geffen Records, for instance, sells and
distributes music recordings over the Internet.  Customers world-wide can now purchase the
recordings on-line and download the music directly from the company's web-site.  Geffen is
thus able to avoid the expenses and efforts normally incurred in the manufacture and
distribution of the records.

In a competitive business environment, better customer relations are crucial for gaining a firm
foothold in the market.  By putting information on product description, support services and
order status online, businesses will be able to provide more efficient and effective services to
their customers at lower costs.  Such services can also be customised for individual customers
to build up customer loyalty.  Take the example of Federal Express.  Customers can now
track the status of their delivery orders in the company's web site.  I understand that the
Hongkong Post is following suit.

In short, electronic commerce is a versatile tool with which businesses can explore new
frontiers in the global market.  Whether or not to adopt electronic commerce is entirely a
business decision.  But Government can play an important role in providing the necessary
infrastructure and environment to facilitate this decision-making process.

How, then, does Government tackle this?

To demonstrate the benefits and cost-effectiveness of electronic commerce, Government has
decided to become a leading user of electronic commerce by launching the Electronic Service
Delivery scheme, or ESD in short.  Under this scheme, public services will be available round
the clock at no extra charge to the users.  We envisage that the infrastructure developed for
ESD will at a later stage be made available to the private sector for the conduct of electronic
commerce.  We are now calling tenders for the supply of the ESD system.  The ESD contract
is expected to be awarded by the end of September this year.  We aim to launch the first
phase of the scheme, which covers a variety of services provided by 10 government
departments and public agencies, in the latter half of 2000.

In preparing for the implementation of the ESD, we are concurrently looking into a number of
related issues with a view to providing a favourable environment for the Scheme to take hold.
This will also provide a sound foundation for electronic commerce to develop in Hong Kong.
These issues are : the establishment of a public key infrastructure, the provision of a clear
legal framework for electronic transactions, and the development of a common Chinese
language interface.  Let us look at these issues one by one.

Concerns about the security of transactions conducted over open networks have often been
cited as the reason for shunning from electronic commerce.  To address these concerns,



Government will establishment a public key infrastructure in Hong Kong with the assistance of
the Hongkong Post, which will start providing a public certification service by the end of this
year.  In its recent tender for the design, development and implementation of a public key
infrastructure system, Hongkong Post has received thirteen bids from a broad range of
renowned companies in this field.  So Hongkong Post will be well-placed to choose the
technology that best suits Hong Kong's requirements.  I should mention that we do not intend
to impose a ceiling on the number of certification authorities to be set up in Hong Kong and
will leave this entirely to market forces.

On the development of a clear legal framework, our objective is to provide certainty in the
conduct of electronic commerce by giving the same legal status to electronic records and
digital signatures as their paper-based counterparts.  We also seek to provide legal backing for
the operation of certification authorities in Hong Kong.  We shall shortly introduce an
Electronic Transactions Bill into the Legislative Council to establish this legal framework.

For electronic commerce to flourish in Hong Kong and to reach out to all potential customers,
we must cater for those who prefer to communicate electronically in Chinese.  This points to
the need to resolve problems arising from the use of different internal coding systems in
different Chinese-speaking communities.  Government takes an active part in the ongoing
discussions in the International Standards Organisation on the development of a new "10646"
standard, which is intended to encompass all written scripts, including the "Han" characters in
various Asian languages.

On the publicity front, we shall work closely with other organisations, such as chambers of
commerce, the Hong Kong Productivity Council and the Trade Development Council, to
encourage the private sector, especially SMEs, to adopt electronic commerce.  For instance, in
the Hong Kong Information Infrastructure Expo 1999 held jointly by my Bureau and the Trade
Development Council earlier this month, we set up a "Government On-line" pavilion to
showcase public services currently available on-line as well as simulations of ESD services
which will be on offer next year.  A record number of some 78,000 people visited the Expo.
We are also much encouraged by the overwhelming response to the "Interactive Government
Services Directory" launched last week.  We shall continue our efforts in this respect so as to
foster interest in the business potentials offered by electronic commerce and to give the
average citizen a better appreciation of the convenience of electronic commerce.

My speech will not be complete without a mention of the Cyberport project announced by the
Financial Secretary in his Budget Speech earlier this month.  The Cyberport project, at an
estimated cost of $13 billion, aims to provide a specially designed environment for the
development of leading edge IT applications and services.  IT services companies, big or
small, local or overseas, will make use of on-site facilities such as multi-media laboratories and
broadband telecommunications network to provide dynamic, multimedia content for distribution
in the region.  We envisage that the Cyberport will provide a key element of our technological
and economic infrastructure.  With careful nurturing, the Cyberport will become a valuable
means to develop a new IT services industry in Hong Kong and to further the development of
some of our traditional economic activities such as trading and financial services.  We are very
encouraged by the positive reaction from the IT industry and the general public to the
Cyberport project.  For those who are still hesitant, let me make it plain that electronic
commerce is here to stay and excellent support is at hand to launch you into the cyberspace.

I hope the foregoing gives you a flavour of how the business environment has changed with
the rise of the Internet and how businesses can survive in this new era with the aid of IT, in



particular by adopting electronic commerce.  On the part of Government, we shall do all we
can to provide a conducive environment for private sector businesses to stay ahead in the fast
expanding global market.

Charles Kao, Chairman:  In 1996 everybody looked at the Internet as a community.  In 1997
a lot of people used narrowcasting or push technology to provide the interest to Internet people
eg, Pointcast.  In 1998 Yahoo! Popularized the name of a portal where they can charge
occupancy fees for advertising and provide an enormous amount of information.   The point I
am going to make is that the Internet or e-commerce is changing.  It is continuously evolving.
There is no way at this moment for anybody to say how do I make money in the e-commerce
environment?  There are attempts in many directions and very recently Microsoft has been
saying their own network is set to  be the world’s premier marketplace.  Is that the future of
e-commerce?  The way it will be dominated by the web as the marketplace.  This will remain
to be seen and perhaps this is a hint that we are finally entering into the real age of e-
commerce.

The actual message I want to give is that we in Hong Kong are not late in entering e-
commerce.  It is brand new.  Everybody can start on a level playing field.

The following points were raised during the discussion period:

John Ure, Co-chair:  One comment and one question.  The comment is about one of Steve’s
slides showed Alan Greenspan’s comment essentially about non-inflationary growth in the US
which is actually put down to IT.  Although the interesting thing is that nobody’s been actually
able to yet measure the productivity gains of IT.  Everybody assumes it’s there but nobody
can actually find it in the figures.  I would seem to me that it is quite an interesting thing that
perhaps government statistical office could do would be to look at some of the cost
components of inflation in Hong Kong and just see how far they could be addressed by the
application of IT.  That is just a general wider comment.  Mrs Ting explained how government
is going to introduce electronic service delivery and I would be interested to hear from Steve
or Anthony if they have any experience elsewhere of government actions of this kind.  How
have those actions helped be a catalyst?

Steve :  we certainly have a great deal of experience in ESD like projects.  Perhaps closest to
home is in Singapore where we have been extremely actively involved in what’s called the e-
citizen project.  The whole notion of this project is to bring government services into a unified
interface with the citizens.  What’s unique about it is that it is very much treating the citizens
of Singapore as their customers and in fact running this like a business.  I served as an advisor
on this project and this was as much about running a customer-centred business as any client
I’ve worked with.  I think that was actually, or is, what I feel is very impressive about the
efforts there.  Certainly they’ve been successful in raising the level of participation on the
Internet.  Depending on who you believe, Singapore currently has an Internet take-up rate of
between 20%-25%. We can all debate whether that’s the result of heavy-handedness by the
government, but at least in part due, I believe, to their own ESD initiatives.

Anthony: The UK government is committed to having 25% of its citizen interaction on
line by 2002.  I think that’s a little bit of an ambitious target because so far they have a few
pilot projects up and running and some electronic tax returns and they have a long way to go.



But they’ve certainly recalibrated their heads inside the cabinet to understand that they do
need to view the citizen as a consumer in the way that Steve’s just described.

Jessie Ting: Perhaps I should just mention that for the electronic services delivery scheme,
the services are arranged by the nature of the service rather than by department.  For
example, at the moment if you want to make a business registration you’ve got to know which
department to approach ie, the Inland Revenue.  Not everybody knows that the IRD also deals
with business registration, apart from taxation.  Now in future, this will all be transparent.  You
need not know what department to approach.  You need only tell the machine what kind of
service you need to obtain.  Then it will guide you to the appropriate interface.  I can quote
you another example.  If you need to update personal particulars in the custody of various
departments, say you have moved home and you need to notify the concerned departments.
At the moment you have to notify something like 20-odd departments.  Again, not even I
myself know which 20-odd departments to approach.  In future, again, you need only to tell the
machine well, I’ve come here, I want to update my address record.  Then the information will
be fed to the relevant departments directly.

Charles Kao: I am delighted to hear that as I’ve been saying that with electronic commerce,
electronic visa, all of us need to fill one form only in a lifetime.

Participant: I have a question for Anthony.  You mention that the government is doing some
work on education to SMEs.   What sort of programmes are being implemented in the UK in
this line?

Anthony:  So far the government itself hasn’t done very much to educate the SMEs but the
SMEs have identified that as something they would like to happen.  The organizations that are
the Chambers of Commerce throughout the UK are starting to put together some educational
programmes.   Some of the community universities are putting together education programmes
and information packages for SMEs but the government has not done very much so far apart
from make some speeches.

Participant: : The major part of Hong Kong’s economy has been access to trade with
China what will be the associated impact of the internet on that.

Steve: We absolutely believe that there are three major constraints today that we all deal
with in the physical world of conducting business and that’s time, place and form.  Form will
be eliminated in the form of digitization;  everything that can be digitized will be.  And the
same holds true for time and place.  I believe that Hong Kong’s physical proximity to China
will become less and less relevant and I think that’s a threat to the whole notion of what was
announced during the last couple of weeks of Silicon Harbour.  The notion of being a Silicon
Harbour based on proximity to China I struggle with the relevance of that.  What is relevant
certainly is access to community and the Chinese speaking community across the world so the
opportunity I believe is that Hong Kong will always be limited by its geographic scope.  We
are 6-million people strong.  Businesses here suddenly have access to a marketplace in the
form of billions of Chinese-language speakers and I think that’s a tremendous opportunity for
anybody conducting business based in Hong Kong.

Charles Kao:  I think the question also implies that this process of intermediation may be due
to electronics may not be sufficient to promote trade.



Participant: I also said there will be new entrepreneurs who will make money being traders
on the Internet and there will be new avenues for business.  The conventional traders might
just get shifted out of the entire picture.

Steve: just a quick comment that it all goes back to what value are you providing.  So if you
are in the trading business today like any intermediary you have to be taking a very close look
at your value-add and if that value-add can be circumvented by other means then you should
certainly be looking over your shoulder.  I think there’s a lot of evidence to decrease revenues
in certain industries such as trade intermediaries who are at threat.  Now this doesn’t mean
that they’re going to disappear. I think it does mean they will have to re-evaluate the value-add
in their business.

Participant:   I appreciated the angle that both of our two international speakers gave us on
self-regulation and incentivisation.  I wonder if Anthony and Steve would elaborate on what
they see as the role of the government.  There was sort of an ambiguous position here as the
government needs to get involved and needs to see development, needs to incentivise the
development and uptake of this e-commerce reality.  But at the same time take something of a
hands-off approach and not smother.  So particularly in terms of Hong Kong what is the role
of government?

Anthony: I think the first role of the government should be any immediate obvious steps that
will facilitate electronic business.  For example if there were restrictions on conducting certain
kinds of business in writing they should be removed immediately.  If there are any legislative
or regulatory impositions on people who would otherwise be conducting their business
electronically they should be the first things to go.  I think it’s arguable whether a public
infrastructure is necessary but if the government wishes to introduce one as a supportive
mechanism that seems to be a good step as long as the method of doing it is not particularly
heavy and doesn’t come with any extras attached.  For example, the UK government is
proposing a PKI infrastructure but has for a long time hoped to attach key escrow to that kind
of thing.  So I think the government’s steps should be the minimum necessary which is why I
was quite encouraged to hear those comments.  I guess beyond that it would need to be
specific to this region.

Jessie Ting: I think the government plays the role of a facilitator here.  As I mentioned it is
entirely for private-sector businesses to decide whether or not they are going to adopt e-
commerce.  Government basically is to point out the direction of future economic
developments and to do all we can to provide a favourable environment for the business to
make the right decision.  In going about the various regulatory issues I mention for example in
setting up the PKI, in enacting the electronic transaction ordinance, we are very conscious of
the fact that we should not do more than is necessary because once you over-regulate you
simply kill the private sector initiatives.

Steve: I look to the US as one model which is notable by government’s contribution in what it
hasn’t done.  If you look at the framework for electronic commerce that was published in the
last year it is also very much, as Jessie articulated, a very minimalist approach.  What worries
me a bit is that this is an area of global economic import and therefore of national economic
import for Hong Kong and any other similar economies.  And therefore I do think it’s
dangerous for a government to be hands-off if it doesn’t see industry perhaps raising it to the
level that we’re seeing in other places.  I think we have a little bit of that case in Hong Kong
right now.  I agree with Dr Kao that we’re not drastically behind but we’re not yet the pride
and joy of Asia in terms of establishing Hong Kong as a bastion for e-commerce and being



able to identify what its contribution is to the economy.  So that really is what leads to my
belief that I’d like to see the government more active.  Not so much in the form of regulation,
personally I’m happy to see the minimalist approach, but I would like to see it more involved in
terms of incentivising these channels.  I think there are a lot of imaginative ways that can
occur.  Everything from starting down at the education level.  And, by the way, this is a
generational problem because the thought of the next generation coming through the schools
not using these channels is laughable.  We have a project team of about 20 programmers.
When I walk over to them around lunchtime and I think they’re all coding away, the reality is
they’re all reading the newspaper and they cannot imagine stopping by the newsstand on the
way to work in the morning and picking up a newspaper.  They cannot imagine life as we
know it without digital technology and without online communication.  I would like to see the
government more actively involved, not from a regulatory perspective but more from
incentivising the use of these channels.

 Participant:  A question for Mrs Ting;  I wonder how far the government is going also to be
streamlining its internal processes.  I am rather thinking that many of us will obviously have
contact with people like the immigration department and the Inland Revenue and births,
marriages and deaths department.  And the sheer quantity of internal paper pushing you have
to do even when you’re there is quite phenomenal.  Now we may, with the new systems
you’re putting in place, have a very slick interface with the public but if the same  steam-
driven processes are going on behind the scenes it won’t necessarily make the process of
government that much more efficient.  What is being done to address those internal
processes?

Jessie Ting: actually even without the electronic service delivery scheme we are already
looking at the issue of business reengineering in our computerization projects carried out on a
daily basis.  That is whenever we look at possibilities for undertaking a computerization project
we do not merely convert manual processes into digital processes, we actually look at how we
process certain pieces of paper and see whether or not we can indeed derive greater cost
efficiency or cost effectiveness through the use of IT.

Steve: One thing that strikes me is that in meeting with companies in the industry and I think
the same holds true for governments, is you often hear people speak with pride about the
number of people they have working for them and I think in perhaps organizations that have
adopted electronic channels you hear the opposite.  You hear people speak with a great deal
of pride about how much work they get done with as few people as possible.  Richard
Branson will quote his market share per person.  A lot of companies will quote their revenue
per person – and there is a great deal of pride in terms of productivity, of how much they can
get done with as few people as possible.  I feel that we’re a little bit too apt to speak with
pride about the number of people we have working for us and that kind of goes in the face of
some of the things we’re talking about.
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First of all I will briefly talk about e-business because following me we have two very great
speakers who will talk more about the models but I would like to speak about e-business as a
general model in the way that IBM thinks that e-business should look like.  And about the
difference between e-business and Internet commerce. Then I would like to dig in a little bit
more about core e-business technologies which are actually supporting the entire infrastructure
that Mrs Ting mentioned earlier, the ESD initiative.  I will talk a little bit about portals.

So what is e-business?  We have all these (refer to graphs) components from IT, from the
business world and we just put them all together on the same tray.  The web-enables us to put
together all these components using languages and protocols like HTML, TCPIP and Java,
and so on.  What does all that mean?  The meaning is you have the background, the
infrastructure, a model and then what do you have?  First of all you have to have the
requirements of doing business, and then you can talk about applications.  E-business is
therefore really the combination of the back-office components in this way to do business with
business partners and with front-end customers. Then you can talk about content.  What
content do you have?  So these components all team up as a very significant model of e-
business.  But what every business person wants to know is how to do it? E-business is
actually a how to do it as a business, so don’t think it’s technology.  Technology is just the
platform on which to run e-business. And also e-business is not just transactions, e-commerce.
It is a way to organize and run businesses.  So when we talk about back-end offices we
probably start with an Intranet.  After we have the back office automated enabled then we
think further about the Internet itself, and by the year 2000 Internet 2, the broadband Internet.
Hong Kong is readying itself for that. So the next logical step is to think about extranets. What
is extranet?  It is like a restricted network.  For example, in China you have different rings and
they don’t share with too many people.  So this is more or less like an extranet environment so
some of the allowed organizations or people can enter it and it is restricted to the general
public.

Internet is a general public model but how do you link all these things together?  How do you
pass the transactions back and  forth?  There are many models out there, describing business-
to-consumer or business-to-business as guidelines to electronic transactions, but e-business is
not purely transactions.  E-business embraces all the steps of putting in place the means for
doing e-commerce, and the projections produce some good numbers, like more than US$800
billion by 2000.   That’s why we think it’s about time for us to enter the arena of e-business.

Before we go into the business model we take a look at the technologies.  What is at the back
of the entire e-business technology?  I don’t want to talk about solutions for now but about



requirements.  Let’s think.  If we’re doing business on the Internet then one very important
thing is payment.  If I sell something to somebody then I have to get paid for it.  So we have
payments and security concerns.   We also talk about trust.  We are dealing with one business
partner.  Do we trust him?  Do I know that he is who he says he is over the Internet? Is he in
fact a dog?  So processing transactions, of course, this is something we have to take very
carefully.  Data management, catalogue tools, these are further examples, as is the question of
how to establish linkage to existing back office systems.  So what kind of solutions do we
really have to secure our transactions over the Internet?  Of course we have SST and SSL
payment and we have the payment gateway, and then we have digital signature issues and
issues of trust to tackle. For transaction processing and data management we need merchant
servers.   To manage catalogue tools we probably have to march into the portal area and we
have the hosting servers.

SET is probably not something new to you.  Visa and Mastercard formed an organization
called SET Co. formed in the US and they actually enable a very secure way to do credit card
transactions over the Internet because you know probably all the credit card associations will
tell you that the highest fraud rate of credit card usage is actually in Southeast Asia.  So SET
is actually one of the best solutions that we try to protect our credit card transactions over the
Internet.  Actually the founder of I-Print said that on the Internet in God we trust but all others
pay by credit card.  It is quite obvious that if you just walk into one of the restaurants in Hong
Kong, take a look in their bin and pick up one of the slips there you can easily make another
credit card.  The bank will be responsible, not the user.  That’s why SET has been formed by
a couple of big organizations, namely MasterCard and Visa, and then IBM became part of it.
Then we have GTE and Microsoft and Netscape.  Business principles say it has to be open,
non-proprietary and that’s why all vendors will have to follow the same set of standards in
developing the SET applications.   There is no licence necessary to use this protocol.  It is a
multi-vendor and open platform strategy for SET.  The first thing you have to do to use SET is
to get a certificate. When I talk to the payment gateway or the merchant I want to trade with
I have to know him and he has to know me.  This is done by making sure that we recognize
our certificates on both ends.  This is the matter of trust.  Security is actually a matter of trust.
Then we have SSL.  For SSL you don’t need a wallet. The certificate can be stored on the
client browser.  It is easy to manage and handle.  Of course the security level is a bit lower
than SET.  The exportable encryption alogrithm of SSL is, for the time being, only 128 bit
whereas SET is using 1024 bit for the key length encryptions.

So what’s the next step?  Definitely smartcards are hot.  So what can be enabled by using
smartcards?  Well, holding private keys and certificates.  They can contain some of the buyer
accounts and information or some of the stored value which enables the card to be
multifunctional, and they can carry application specific data.  You cannot store too many
things on the smartcard for the time being as there are some restrictions on the memory of the
smartcard so we have to use applications to justify some of the card usage.  Then we talk
about the service platform.  We can enable micropayments.  This means that when you try to
shop on the Internet you would like to buy one piece of audio or video clip or a news clip.
That costs you only $20.  If you use a credit card to pay for that then the bank will not thank
you, as they have to pay $100 for that transaction.  So this is not being welcomed by the
banks.  However, Micropay actually enables these small payments very easy.   You can
probably have loyalty programmes on smartcards because you can manipulate the card in
different ways.

Trust is a key issue in doing business. First of all if you want to get into a real transaction you
have to shake hands with each other, you go to a shop, look at the salesperson approaching



you and see whether he looks decent.  Thus you are authenticating with you own eyes.  Over
the Internet this is not possible.  So how can you authenticate it?  We talk about encryption
keys:  public keys and private keys to protect ourselves in terms of transactions.  I identify
myself in terms of digital signature.  I can show you a little chart on how this certificate
actually looks and how you are being protected.  This is a simulation of the certificate.  It has
a name and a serial number, very much like a credit card.  Every credit card has its own
number.   Who is the issuer?  If Hongkong Post is the Hong Kong public CA bureau then it is
probably a code of the Hongkong Post.  So it has a date for issuing and when will it expire.
This is the public key that you will hold.  This public key is being encrypted and hashed so this
is what the 128 bit is for.  So there is another key.  This is the digital signature which is a
private key of yours.  That means that somebody wants to send something to you they will
have to go search for a public key.  They have to go through some of the public domains to get
your public key and then encrypt the entire message and send it over to you.  Then it is only
you who can take out this key and unlock the entire document or transaction record.  Then
you are the only one who can read it.  This actually applies to the components that we’ve just
mentioned earlier: banks, merchants, customers.  Everyone is being certified and identified
before the transaction is negotiated.

E-business trust relationships:  who do we think can be our CA?  A CA must be a trusted
party. Will it be the financial institutions because they have some sort of certified entity?  They
have card members, merchants, account holders.  Then they have a lot of business
applications that are eligible to become secure transactions on the Internet.  Say home
banking, loan, mortgage.  For public services the postal agencies are among the key identifiers
designated to become CAs. For instance, you often have to pay for true copies from some of
the government departments.  But how do you identify true copies?  Today it’s a hard copy,
tomorrow it’s a soft copy.  How can you protect all these things.  Using a certificate is one
way.  The same principles apply to many other sectors, for example to the health and
insurance sectors, to law firms, to ISPs.  So there are a lot of components to form a trust
infrastructure.  To me, my personal opinion is that the smartcard solution is one you really
have to think seriously about, because putting something on a diskette or putting on a browser
is not a very secure way.  Smartcard technology is still growing.

My very last point. how do you make profit over the Internet?  How do you get your money?
Look at this chart, at first sight it’s like a mess.  You have merchants, consumers, banks and
telcos and other entities that have a large user base.  A portal is actually designed for this
environment.  Why banks want to have portals?  Actually this chart was developed for banks
because they have very good and detailed databases with their customer information on it,
such as age, profession, income range, etc. All these categories can be segmented and then
make it a very good directory internally.  It strictly cannot be released however without the
consent of the consumers of course.  If they can allow the merchants to come in and place
some ads to that age group within 20 – 30 and income range is $10,000 or so then you can
charge for advertising and pus these products or services to these groups of customers of
banks or telcos or to some of other entities like ISPs. So this is the kind of very strategic move
into the new trend of e-business. With this new model of e-business, information is gold and
businesses make business from databases. The databases are valuable, but you have to build a
model of how to use them.  And you have to get the consent of the individuals represented in
the databases before you can try to open them to some of the products or services or news.
Well actually it is not that hard to gain consent if you can guarantee the security or non-
exposure of their personal information. For example, I may be interested in sports, in golf, and
I am interested in knowing some information about it. You can ask some agent who does the
clippings and serve these groups of customers.  As a middleman you can charge on both sides.



How would you do it individually?  How can you put these little components together?  How
do you analyse the use of these individual applications?  That is something good to explore.
The first step is to understand your own business clearly, then we can step deeper into your
business knowing how we can categorize your customers and all these other things follow.
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The perspective I was asked to discuss was the issue of IT stimulating the growth of EC in
Hong Kong and where we’re up to with that.  I’ll say that I’m coming more from the
perspective of being a company of running an Internet service and maybe from a more dirty-
fingers perspective.  And to give you some context what Arena does is provide a trade
facilitation service:  on-line documentation for importers and exporters which cover buying,
selling, transport etc.  Just to give an illustration of what can happen in an internet environment
is that since Chinese New Year we released a fully internet version of our product we’ve
grown from just operating in Hong Kong to operating in 18 countries in 6 weeks.  We take on
about 5 new companies doing to business-to-business EC a day. We think we can do better
than that.

Somebody made a point this morning that EC is constantly evolving so anyone who’s playing in
EC has to be committed to following that evolution.  That can be quite stressful because it’s so
rapid and it means you may have to adopt a business model that you know yourself when you
adopt it you’re going to throw it away within a fairly short period of time.  However, I think
one major trend is business-to-consumers relatively well understood.  It’s a simpler model to
operate than business-to-business but all forecasts actually show that business-to-business is
where most of the money is.  The second trend is from proprietary to public Internet and I
think you’ll find that most delivery mechanisms for EC are entered into the Internet.  But that
doesn’t mean you don’t have to address the traditional issues that were raised by EDI
(Electronic Data Interchange).  So it’s a shifting technology that has very good characteristics
from a business point of view, in terms of access and lowering the cost.

A more fundamental shift, I think, is from point-to-point EC where companies just interact with
each other, sort out their own links to each other and don’t really form any basis of
community.  Communities of interest is really just an advanced term for portals.  Portals have
become very popular as a concept and I do believe that is what is actually going to happen but
at the moment portals are what I would say as very thin.   In other words the compelling
reason for being there is oriented to advertising and information but in fact once you get to
transactional processes there are very compelling business reasons to form a community of
interest.  Transactions and data information are common and people want to be assured that
they are generating information from a common source that is accurate, has the same
information and is guaranteed.  So I think you’ll find portals start to orient areas of interest like
medicine or around trade.

We are all pretty concerned about SMEs. So what do all these changes mean for them?
Particularly in the Asian context where SMEs really define business.  The first point is that the
Internet offers public services.  So an SME may not ever have to have IT skills, no EDI skills
and the cost is a radical drop from where we were only 18 months ago.  For instance, it is
possible to get a full trading service for less than US$100 per month and for it to be relatively
comprehensive.  So that, from an SME perspective, has got to be very good news.  Equally
the fact that we can now connect the Internet to multinational companies who’ve made big
investments in EDI is also very good news for both parties.



What about Hong Kong?  Good news is there is more than just us providing services on the
Internet.  There are quite a few transactional-based services emerging.  Therefore there is a
degree of competition.  They vary in scope so again you can see focal points like HKMA on
the retail side, SSL has still got a bias towards transportation and there’s emerging financial
services.  One thing that has interested me over the last 6 weeks is out of the customers
we’ve taken on board in Hong Kong and overseas, not one person in Hong Kong has actually
said:  I could use this for my own business, they’ve all said:  I’m doing this because you have
buyers on-line and are insisting that I trade with them electronically or I won’t be trading at all.
But funnily enough, overseas the receptivity is very high and people are actually trying to get
us to promote the service overseas and hub off large companies overseas.  To put a positive
spin on that the receptivity in Hong Kong and Asia is climbing very fast as people look at the
impact of the Asian crisis of lowering cost, providing better service and actually EC is making
a competitive environment between countries.  So other Asian countries feel they can leapfrog
more established countries by using the technologies.

We have to be aware that to actually produce business applications we have to have a legal
framework, a communications infrastructure and a trusted framework but at the end of the
day what people want is applications.  So Hong Kong’s pretty well placed in the first three
categories and headed forward fairly quickly.  Business applications are emerging and I think
you’ll see a lot of those coming out of Hong Kong over the next 12 months.   I’d make a
special pitch about financial institutions.  People say, how do you make money?  Yes, we
make money out of hub clients in Hong Kong but having put the service out into 31 countries
by the end of this month the most fascinating is, yes we have a service that can generate
revenue but how to charge people is a fascinating subject in its own right.  One of the things
about Internet services they tend to be subscription-based.  Lots of small payments rather than
people paying up front for a year.  So I think Dorothy made it quite clear that the technology’s
all there and I have absolutely no doubt it is there but there’s all sorts of usages in the sense of
often companies do not allow employees to use credit cards to pay for operational services.
I’m waiting for anyone to walk up to me and tell me how to collect all that money.  And so
we’re very interested in banks.  I think they are the next defining factor in how to deliver
these types of services.  They have been conservative but I happen to know that  a lot is going
on in the banks at the moment and it’ll probably be the most dynamic growth area over the
next 12 months.

I think more important to Hong Kong is not what the technology is but what are the soft
enablers that could make Hong Kong beat other countries.  We have to remember that every
country has a policy for EC at the moment.  Every country sees it as a competitive edge.  So
we have to decide what are the underlying things in the community that would make Hong
Kong better than somewhere else.

The first one I’d say is that we have to change the value system so that people value creation.
We live in a country that has a long history of being able to speculate on property etc and I
find it quite difficult with new staff in particular for them to understand what they’re about is
creating value.  Most people seemed to be hooked on creating CVs based on large foreign
multinational companies. So the first thing we have to do is educate the next generation that’s
coming into the market as to why they’re creating value for Hong Kong.  That means
supporting local initiatives.  That does not mean that we’re knocking large companies because
as someone said in the first session that there’s technology creation and then there’s the
strategic use of technology.  Local initiatives are about the strategic use and they do need the
support of multinationals so it’s a partnership.  But I would say that local initiatives have to
address the fact that EC is a global business.  I know I tried for quite some time to create a



business in Hong Kong and ignored the fact that it was multinational and in hindsight I think
that was rather stupid.

Lastly, the community must believe competitive edge is associated with using new technology
but also new approaches.  That has to be a cultural thing that you’re going to keep pursuing
that edge and not fall behind.

The last point I’d like to address is that my experience has been that Hong Kong has a culture
of quick returns on money and low risk which, I think if it was my money and I was thinking
what to do with it, it seems like a good strategy. Unfortunately EC, because of its evolution
and the need to gain marketshare fast needs a much more venture capitalist type of approach
to risk management and funding.  So I think it’s obvious that things like Cyberport, ESD and
the government’s fund for encouraging small IT businesses are all great things.  However,
they will not work if we don’t change the culture of how to set these businesses up.

I’d make one last pitch from being a totally private company about the government initiatives is
they need to keep open interfaces. If we want to stimulate people to build Internet applications
we have to make it possible for them to exploit partial or parts of the services that are
delivered.  If we keep delivering them as a huge monolithic application it prevents companies
like mine saying well I only want to package that part (like manifests, for instance) and I don’t
want to do anything else with the government.  So we need a breakout strategy.  It’s a case of
not throwing out the benefits of the old thinking about EDI in terms of interfaces but get rid of
the overheads of EDI and just concentrate on leaving a set of interfaces on the internet so that
people can create new businesses by adding together components of everybody else’s
services.
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Stimulating the Growth of EC in
Hong Kong

Ian Craig, CEO, Arena
Transportation Community Network Limited.

Environment (1)

• From Business to Consumer to Business to
Business.

• From Proprietary to Public Internet
• From Point to Point to Communities of

Interest.

Small to Mediums [SMEs]

• Public service not an on-site installation
• No IT skills required

• No EDI skills required
• Low costs [< US$100 per month]
• Comprehensive
•

……. In Hong Kong?

• Multiple suppliers of EDI / EC services,
several on the internet.

• Varying scope.

• Receptivity lower than overseas
• But…improving given the “Asian Crisis”

and competition from PRC.

EC Enablers

• Legal framework
• Communications infrastructure

• Trust “framework”
• Business Applications
• Financial Institutions

Soft enablers
• Cultural:

– must support value creation

– must support local initiatives

– must believe in maintaining the competitive edge

• Investment

– Cyberport, ESD, IT funds all nice but……

– Need a “silicon valley” approach to venture
capital

– Need to open the interfaces to all of government
and to all players
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I was asked to discuss some of the inhibitors to the implementation of e-commerce.  I will be
focussing on companies’ particular adoption process of e-commerce and the environmental
framework – the technologies, the government, the culture, the finance, the legal – has been
well covered in the previous presentations.  I will also comment on Hongkong Telecom’s
approach to e-commerce:  the e-fficient.

When I talk about the factors that probably affect the introduction of EC I will approach it
very generically from adoption of any new approach or technology.  So I will approach from
the point where the new approach does it present added-value?  Does it address any problems
that we are facing?  Secondly I will look at whether there is enough motivation for the
promoter and whether the promoters are capable of introducing or promoting the approach.
The third element I will discuss is on the receiving end, whether and how easy it is to adopt the
new approach.

The first element is the value proposition.  I have chosen to echo some of the earlier
discussion as to the potential promise that the Internet has given us and in all statistics,
whoever is doing analysis and projection, the EC will be growing in the next few years.  Not in
terms of percentage, but in terms of times.  So it is potentially big and potentially
revolutionizing business.  There is a great need to change.   So in itself, whether it is
emotionally whether it is viewed, it is a high value for at least the people to focus on so that
when we were introducing the approach of e-commerce people will say that it is great, let’s
join it.   Now in terms of technologies we are talking about the lack of security, reliability,
payment issues.  Those are issues that are very important but technology does, as we have
seen from Dorothy’s presentation, have ways of overcoming that.   As a matter of fact today
there are technologies that are able to enable effective e-commerce.  So these issues are
something that people talk about:  I can’t make payment, it’s not secure.  But this will be
overcome.   In fact the reliability of the platform is something that probably got less attention
but in fact if we were seeing the growth of EC in the next few years as big as that then the
reliability of the Internet platform will become very important.   So that’s an issue from a
technology point of view.

The other angle is a technology-enabler’s point of view. Today people have talked about the
world lead in telecommunications infrastructure we have in Hong Kong.  In fact I think we
have what most other countries do not have in terms of telecommunication infrastructure.
That is a big enabler in terms of introducing e-commerce.  So the issue is how can we
overcome some of the technology issues that we may have to really take advantage of the
advanced telecommunication we have to have us position well ahead of other countries in
terms of the implementation of EC.

In terms of the promoter there are issues.   When we look at the financial model people talk
about p&ls of EC, in fact there is no “p”, it’s all “l”.  The EC cost model is very different from
conventional business. The chart shows that the cost was initially pretty high and it kept
growing.  The revenue was very low and hopefully it will climb up.  But before the two curves
meet each other it will probably be the fourth or fifth year.  This is very different from the
conventional financial model where most of the potential players in the EC field are



experiencing in the past. So it is difficult to make a justification for financing, it’s difficult for
people to make investment.  So therefore the points as to creating a financing environments,
the funding of some of these activities is important as we are facing something which will
potentially be very big in the future but at this moment it is not making any financial sense in
the traditional financial wisdom.

The second element I would also like to comment on is the promoter’s capability to promote e-
commerce to the mass business in Hong Kong, which is the 300,000 SMEs.  So when we look
at the potential promoter there are a couple of categories:  people who have IT skills or people
who have information content.  When we look around Hong Kong I think most of those
companies are very well and efficient in going after large corporations.  Their capability to
reach the small companies in a very cost-effective manner is to be tested.  So they have a gap
in terms of introducing technology to the small companies which is the base for a lot of
businesses in Hong Kong.

When we look at telecoms providers like ourselves we are very efficient and capable of
introducing services and products to small companies but we do not have probably as
sophisticated IT skills as most IT providers, nor do we have the content skills.  So those
potential players who are in a position to provide EC and hopefully to the vast number of
companies in Hong Kong have significant capability gaps.  So each is holding part of the very
important element of EC.  So these are factors that I see which is around the potential
promoters.

Let’s look at the receiving end, the adoption process.  The first consideration is SMEs, or
companies in Hong Kong generally, need EC to maintain our trading advantage.  People are
talking about the middleman’s role in EC being transformed hopefully, if not disappeared.  So
there is a great need to really embrace EC and this energy can be translated into a willingness
and desire to adopt EC.  However, based on part of the reasons I earlier discussed today we
are at very low information deployment stage.  Hopefully it is improving but it is relatively low.
So if they have a great need in the future as well as today to really use technology and they
were very much behind, the issue is now can we help them to really embrace technology and
get into EC?

So aside from the small businesses let’s look at the large corporations.  They do have inhibitor
which is the reluctance to change old practices.  I think we heard about a company not being
willing to appoint a web reseller because it is in conflict with the traditional distribution channel.
So those are potential inhibitors to the deployment of some of the EC activities for large
corporations.  Large corporations need to lead by example. They need to practice EC so that
they will lead the smaller companies to adopt the technology.

In summary, in terms of the value proposition, in terms of whether the Internet or EC makes
sense to most of those companies from both the aspiration as well as technology side, I think in
general we are pretty good.  I think we do have a very good future in terms of EC, Internet
growth.  We do have a very capable network infrastructure and we have improving
technologies to help security and payment.

However, I think we probably have an issue in terms of motivating or funding some of the
people who are involved in promoting EC.  Not only some of the start-ups that might not be
able to get funding but the bigger corporations because of their measurement process are not
effectively funding some of the new initiatives which are not profit-making.  This together,
with some of the capability gap does represent a problem in terms of motivating and the ability



of the promoter to promote EC.  In the adoption process the need to adopt EC is a very strong
factor.  Given the incentive for small companies to adopt EC the relative low technology
deployment at this moment is in effect an opportunity for promoters of EC to get some money
out of it as well as helping the adoption process.  I think some of the reluctance on the part of
large corporations to change hopefully will be removed over time and therefore it will ease the
overall adoption process.  So although there are inhibitors, enablers and at this moment there
are probably more of the former than the latter.  But the good news is we are seeing that the
trend of all these factors are positive.  We are seeing technology improving.   Hopefully the
promoters will find a way to justify their internal investment as well as more financial funding
will be available to these promoters.  That, hopefully, will accelerate the adoption of EC.

So that is my comment on the adoption process and when this is addressed hopefully I think a
lot of pressure will be given to the legal framework, government framework, financial
framework that has already been started.  So that is my view on the inhibitors or enablers of
EC.

Now I would like to touch briefly on the approach that Hongkong Telecom has taken to EC.
When we look at our own capability is we do have the strength in the network.  Our capability
of physically accessing the customer base in Hong Kong as well as the market which the
capability is to introduce technology to the mass companies or individuals in Hong Kong.  And
as I said earlier, we probably do not have adequate or sufficient content or application skills to
really go after the market.  So our approach has been to capitalize on the open network
infrastructure to develop an EC enabling platform that we partnered with the industry players
who have the IT skills and content skills to develop industry-specific applications.  Serving as a
bridge to introduce technologies to small companies and if we were effective or successful in
terms of introducing technologies to a large number of small companies.  We can leverage the
volume to drive the unit cost down so that small companies can accept technologies that today
are only reserved for large corporations.  Hopefully that can accelerate the acceptance of the
technology of EC in the SME sectors.  We have announced the E-vision last week.   There
are three major elements of this vision and we have initiative that we announced to support
making those things. Now most of this initiative we haven’t really done but those are
commitments that we will be delivering over time in the next few years.

So the first element is that Hong Kong will become an Asian EC centre.  A couple of things
we have said we are going to do:
Hongkong Telecom will lead by example.  We will be using our HKT.COM to serve as an
illustration of an on-line store.    We will be doing our procurement over the Internet.
We will also try to provide and secure and reliable environment to facilitate EC in Internet
trading. We will bring our payment-by-phone service on-line through the Internet and will
commit substantial investment funding to stimulate innovation as well as establishing Internet
learning centre for SMEs.

The second element of E-vision is we were projecting that Internet usage would be greater
than that of the mobile phone today.  So what we are trying to do is to extend our broadband
network coverage to at least 80% of Hong Kong households by the year 2000.  We will
provide guaranteed Internet connectivity that will have guaranteed access quality on the
Internet.   We will provide a greater access to content and applications which are relevant to
Chinese users.  We will support the adoption of the Internet in education and will bring faster
wireless beta service in the next few years.



The third element in E-vision is we want Hong Kong to be the preferred Internet hub in Asia.
We will be providing the best international connectivity for our customers, expanding the
capability of link with China and Asia and tightly integrate it with our global network capability.
We will also grow our Internet presence in Asia’s key market.  Some of the things that you
probably heard is our acquisition of some of the ISPs in Taiwan.
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Critical Factors affecting New Approach /
Technologies Introduction ….

•  Value:  How well the New Approach addresses

                the Problem?

•

•  Promotion:  Ability and incentive of the Promoter

•

•  Adoption:  Ease of adopting the new Approach
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Factors affecting the Development of e-commerce
business … The Value Proposition
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Internet will be big and
“potentially” revolutionize

businesses ---- Need to change!!
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Enabler:    World leading telecommunication infrastructure
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Factors affecting the Development of e-commerce
business … The Promoter
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Factors affecting the Development of e-commerce
business … The Adoption

SMEs needs e-commerce to
maintain trading advantage!!

•  60-70% are traders

•  E-commerce threatens

    middleman role

Low technology penetration
in SME -- but improving!!

•  20% use internet

•  10-15% have web sites

Reluctant to Change - “Old
business practices”

•  Emotional obstacles

     become real e.g. payment

•  How to create “critical mass”

     effect?
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Considering all factors … Summary Position

The Value Propositions
– Internet Growth

– Technology Obstacles .. Security, payment
– Technology Enabler .. Network Infrastructure
–

The Promoter Value
– Incompatible Investment Model
– Capability Gap
–

The Adoption
– Need for e-commerce
– Low Technology deployment
– Reluctant to Change

•
•

•

Factor

+ve
-ve to neutral

+ve

-ve
-ve

+ve

-ve
-ve
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The good news is ... all factors are improving!!!

The Value Propositions
– Internet Growth

– Technology Obstacles .. Security, payment
– Technology Enabler .. Network Infrastructure
–

The Promoter Value
– Incompatible Investment Model
– Capability Gap
–

The Adoption
– Need for e-commerce
– Low Technology deployment
– Reluctant to Change

•
•

•

Factor

+ve
-ve to neutral

+ve

-ve
-ve

+ve

-ve
-ve

Trend
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Evaluating the HKT’s position …...

Strengths
•

• HKT has the Advanced broadband network infrastructure: Leading the
world

•
• Market reach: Capability to introduce technology to the mass at a cost

effective manner

Weaknesses

• Lack of expertise to provide contents and applications

•
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Our Approach - Summary

• Capitalize  on the advanced and open network
infrastructure

• Develop an open E-commerce enabling platform
• Partner with industry players to develop industry specific

applications
• Provide a bridge to introduce technology  to SMEs
• Leverage the volume in the mass market to drive down

unit cost

•
•

Accelerate the acceptance of technology in the Small and
Medium companies sector
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HKT’s Vision (By Year 2001)
•
• Hong Kong will become a

major Asian e-commerce
centre

• Internet usage will be
greater than that of the
mobile phone today

• Hong Kong will be the
preferred internet hub in
Asia



Anthony Au, managing director of ABC Data and Telecom and President of the Hong Kong
Information Technology Federation, acted as a discussant, stressed the security issue as
problematic. Security is not about technology it is about policies, standards. The more we
know about how you can prevent those intruders into your premises, your database, then the
more you can protect your information and your customer’s information as well. So how far is
anyone willing to go to maximise security? It depends on the value of the information to be
protected. So let’s put it that way, technology is still a tool for you to protect your privacy, your
information, but policies and human beings are the major factors that will lead you into some
sort of leak of information. So we should be aware of that.

The participant: responded that firstly I would like to say that no matter what I say next,
security is an absolute priority for any service provider but I just want to put it in the context of
what actually happened.  Perhaps the key issue is appropriateness.  So a lot of security
debates occur around business-to-consumer where you’ve never met the person before.  But
in business-to-business there is still a large element of the fact that the companies trading have
been trading before and are well-known entities.  So even though multinationals are hot on
security, basically a lot of business, even though it’s on the internet is paid on delivery for
goods so there’s a reason to trust each other;  if you don’t get the goods you don’t pay.  A lot
of those payments are done through non-internet based but electronic payments between big
companies because they’ve already done that sort of work.  So in that context I am interested
in your comment on SMEs.  I sometimes wonder whether dealing with SMEs is a case of no
matter what you do they’ll argue about price and about security. I have to be honest with you
and say that of the SMEs we’ve implemented not one of them has asked about the security
once they’ve decided to do the job.  It’s just surprising how few actually ask when they
decided the business reason for doing it is compelling.  So that’s why I put it in the context of
us having an obsession with security but certainly in business-to-business the first pass is
people dealing with people they know and it’s only when they start to open it up and deal with
companies that they may not have dealt with before that it becomes an increasingly sensitive
issue.

William Kwan commented:  I think the issue of adoption is one of pull and push.  I think
definitely the SME in itself the start and helping force is the need to adopt it.   I think some of
those could be educated.  It is a matter of people who are helping them to use the technology
and experience it.  That could be through corporations or government but leading by example.
I think technology will probably get better over time and publicity promoting it will probably be
of equal importance in eliminating some of the fear coupled with the technological
advancement and being cemented by usage and experience.

A participant: I would just like to follow on with those comments.  One of the things I feel is
often not recognised in this security issue is that commerce usually involves repeat business
and the issue of security really only applies when you’re having two companies or a customer
and a supplier who’ve never had a relationship before.  I find it absolutely amazing how lax
many of the commerce transactions are now.  It’s almost a question of a phone call saying:
hey can you send me another 200 of those things you sent me last week.   I think the
discussion we see perhaps reflects not security in its own right but this uncertainty that EC is a
new way of doing things, that’s not fully understood, particularly by the SME and mass
consumer market customers who don’t understand technology anyway.  I remember having
an enormous aversion to direct debit when it came out 20 years ago.  Now I love it.  That’s
because I now trust it.  I think a lot of the discussion we have is not a technology issue at all it



is just a question of getting people used to the fact that it works.  And that is going to take
time.  I don’t know if you’d like to comment on that.

A participant:  I have a couple of comments that follow on to the answers to Tony’s
question.  Regarding, for example, Dorothy saying that somebody can open up a web site to
collect people’s credit card information that’s actually a pretty good idea but I hope that it will
not be an idea that can be practised too much longer.  As you probably know the Privacy
Commission has been looking at a lot of web sites and the PCO has been issuing a number of
directives saying that many of these web sites in Hong Kong from legitimate companies or
otherwise, have been in violation of the Privacy Ordinance.  This actually brings me to the
point that in terms of privacy protection Hong Kong is very much ahead in many ways of
many other jurisdictions including North America.  I think that with good enforcement these
kinds of problems in terms of abuses of personal information should not be a major issue in
Hong Kong.  In fact I think partly in answer to Tony’s question about the confidence to SME,
I want to look at it in another perspective.  The way I look at it the kind of people that I meet,
SMEs etc many of them have concerns about security etc many of them actually want to
engage in EC activities. But to take an example of on-line shopping, many of these SMEs are
not able to get a merchant account with the banks in order to be able to engage in on-line
shopping activities.  To me it seems that that is also a major obstacle in Hong Kong.  It is the
conservative nature of the banking and financial institutions.  I would like to actually hear some
other perspectives on this matter from the panelists and other participants.  In comparison the
Hong Kong financial institutions in terms of adopting EC is actually very conservative or
behind its competitors.

A participant:  I was in one of the financial institute seminars giving a talk to a large group of
financial brokers.  The first thing I did was ask a question:  who is afraid of Internet security.
Everybody raised their hands.  Then I went on to ask who has bought anything from the
Internet with credit card.  Again, everybody raised their hands.

A participant: earlier I told you about the series of telecom reports that HKTUG is producing
now.  Our difficulty there is that we would like to sell those electronically.  We deliver them
electronically but we are unable to process people’s credit cards to take the necessary
information to get the payment so we have to ask them to fax in the order form to us and
either by fax or phone, give us their credit card details.  Alternatively send us a cheque.  This
rather makes nonsense of a service being run by a telecoms users organisation.  The other
side is that in my own business, part of our work is setting up web sites for clients and these
are all, with a couple of exceptions, SMEs and quite often they want to have facilities for
payment over the internet and that’s something that’s very difficult to give them unless they
are prepared to set up an account with a specialist company providing those services in the US
or Europe.  This should be going on in Hong Kong.  The moment they understand they can’t
do this in Hong Kong at the moment they lose interest.

A participant:  I think it is worth adding that whilst the internet is global there are certainly
some banks that still say that you have to become a merchant in every country that you
operate in as well.  However, I would still repeat though that in my dealings with banks that is
changing very rapidly.  It would be interesting to hear what the banks have to say.

A participant:  I think the major hurdle for SME getting the internet business is 1) payment –
nowadays these things are not really willing to accept internet-based credit card payment.
That means that in general if you are a mail-order company they would accept being
registered to the bank and they would take in any non-presence credit card transactions.  But



for internet they have such kind of fear that because maybe the bank will not take
responsibility, maybe part of the responsibilities will be taken up by the merchant.  So most of
the banks nowadays will not take unauthorised credit card transactions.  SET is one of the
solutions for enabling these SMEs.  However, I have noticed that one of these big
organisations or telcos like Hongkong Telecom IMS they have provided a platform that
actually is a middleman between the merchant and the bank.  So what means it is that
HKTIMS will have to take up the responsibility for any risks that transaction will happen.  So
how many organisations like HKTIMS would take all these risks.  Because this is unfair to
them if they have to take all the responsibilities and when they talk to the merchants they have
to be very careful in evaluating their trust or credit.  Turning into future e-business
encouragement I would say that SET in Europe they have a lot of users but not in the US
because all of these people in the States think they can simply enter the credit card number.
When you go to one of these US sites they still do this.  But in Hong Kong I think people have
a lot of observations on this.  So I think payment is still the key hurdle.  The second one I
would say is the platform.

A participant:  in this part of the world where software piracy is very high and what you’re
primarily selling is intellectual property and software, how do you convince the SMEs to
actually spend money on an intangible product like e-solutions?

Dorothy Chan commented that there is a lot of downloadable free software that you can use
so there is no need to buy pirated software.  If you run a business you have to connect to one
of the networks and then that network will probably do a little sizing on what you need etc and
help you.   There will be some solutions coming up very soon that one can be charged, say,
$50 per month to enable a web site on your own.  This is actually the foundation of portal. This
has to become that way because if you really want to enable e-business you have to make it
cheap to start.

John Ure, chair:  commented that it was quite interesting that William and Ian both
mentioned that SMEs only react and start thinking when they feel under threat.  Does that tell
us anything about how maybe government or trade associations or chambers of commerce
might promote the ideas to SMEs.  Should they be scaring them?

William Kwan:  I think if I refer back to the presentation to the financial models I talked
about with the revenue curve running very much behind the cost curve that means that the
commercial funding for all of those could present some difficulty and that is probably where
some of the quasi-government and the government organization can come in and promote
before some of the commercial organizations wake up and try to finance themselves.
Definitely they have a very important role there. They should be doing things and have already
invested in trying to promote some of those.  I think they have a very important role in trying to
promote EC.  My short answer to that question is a very strong yes.  Back to the other
question about the difference between US and Hong Kong consumer behaviour I am sure that
research has been done.  The profile of some of the Internet users in Hong Kong and the US
is somewhat not very much different.  But in terms of technology acceptance Hong Kong is
probably a little bit behind.  I think the acceptance model in terms of technology as a result
may probably differ somewhat.

Dorothy Chan mentioned that the pc penetration ratio.  The US 70% of households with
Hong Kong having 30% of households. (John Ure pointed out from the chair that his own
recent findings suggested 50% of households in Hong Kong had a computer – see Error!
Bookmark not defined..  When you look at this it means the Hong Kong pc penetration is



still yet half on its way.  That means that the Internet concept in every household is not that
explicit or clear.  So that actually deals with education. But nowadays we see that the
government has been joining forces with a lot of other institutions or even those starting from
primary schools and all these promotions among the educational institutions.  I believe that 2/3
years later on we are catching up pretty soon.  But by then technology changes.  Mind you
that there are a lot of new developed technologies that introducing like internet 2 and all these
things, that might change our behaviour.  Today Hong Kong people may be a late developer on
Internet.  Tomorrow, because we’re catching up that is we have to adapt whether we like it or
not. So that probably will be more advanced than the US because the US set up is probably
say today and 2-3 years later our set-up will be right on the top of the edge.

Ian Craig commented:  I think I said earlier that the receptivity overseas is a lot higher.  I just
wonder whether we shouldn’t be at all worried about receptivity in China relative to Hong
Kong than the US. Because certainly even if the infrastructure is poor attitudinally in China
they are very aggressive about adopting these types of approaches.  This is where I’d be
looking.
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