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2. LITERATURE REVIEW 

Electronic Commerce is exactly analogous to a marketplace on the Internet. 

Electronic Commerce consists primarily of the distributing, buying, selling, 

marketing and servicing of products or services over electronic systems such as the 

internet and other computer networks [1]. For any business model there is a 

transactions involved. The transactions carried out on an electronic marketplace are 

called e-transactions. It can involve electronic fund transfers, online payments, 

online credit card payments etc. Electronic commerce typically uses electronic 

communications technology of the World Wide Web, at some point in the 

transaction‟s lifecycle. 

History 

The meaning of the term “electronic commerce” has changed over the last 30 years. 

Originally, “electronic commerce” meant the facilitation of commercial transactions 

electronically, usually using technology like Electronic Data Interchange (EDI) and 

Electronic Funds Transfer (EFT), where both were introduced in the late 1970s, for 

example, to send commercial documents like purchase orders or invoices 

electronically [8]. 

The „electronic‟ or „e‟ in e-commerce refers to the technology/systems; the 

„commerce‟ refers to be traditional business models. E-commerce is the complete set 

of processes that support commercial business activities on a network. In the 1970s 

and 1980s, this would also have involved information analysis. The growth and 

acceptance of credit cards, automated teller machines (ATM) and telephone banking 

in the 1980s were also forms of e-commerce. However, from the 1990s onwards, this 

would include enterprise resource planning systems (ERP), data mining and data 

warehousing [7]. 

In the dot com era, it came to include activities more precisely termed “Web 

commerce” – the purchase of goods and services over the World Wide Web, usually 

with secure connections (HTTPS, a special server protocol that encrypts confidential 
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ordering data for customer protection) with e-shopping carts and with electronic 

payment services, like credit card payment authorizations. 

Today, it encompasses a very wide range of business activities and processes, from 

e-banking to offshore manufacturing to e-logistics. The ever growing dependence of 

modern industries on electronically enabled business processes gave impetus to the 

growth and development of supporting systems, including backend systems, 

applications and middleware. Examples are broadband and fiber-optic networks, 

supply-chain management software, customer relationship management software, 

inventory control systems and financial accounting software [9]. 

When the Web first became well-known among the general public in 1994, many 

journalists and pundits forecast that e-commerce would soon become a major 

economic sector. However, it took about four years for security protocols (l ike 

HTTPS) to become sufficiently developed and widely deployed. Subsequently, 

between 1998 and 2000, a substantial number of businesses in the United States and 

Western Europe developed rudimentary web sites [10]. 

Although a large number of “pure e-commerce” companies disappeared during the 

dot-com collapse in 2000 and 2001, many “brick-and-mortar” retailers recognized 

that such companies had identified valuable niche markets and began to add e-

commerce capabilities to their Web sites. For example, after the collapse of online 

grocer, Webvan, two traditional supermarket chains, Albertsons and Safeway, both 

started e-commerce subsidiaries through which consumers could order groceries 

online. 

The emergence of e-commerce also significantly lowered barriers to entry in the 

selling of many types of goods; accordingly many small home-based proprietors are 

able to use the internet to sell goods. Often, small sellers use online auction sites 

such as Ebay, or sell via large corporate websites like Amazon.com, in order to take 

advantage of the exposure and setup convenience of such sites.  
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E-commerce diffusion in Asia and Sri Lanka 

There are several articles on e-commerce diffusion in Asian context, which talks 

about the conflicting and complex forces that are shaping the diffusion patterns of 

the Internet and e-commerce in South Asia [2]. Singapore is likely to be a very fast 

adopter of e-commerce applications that have relatively proven business models in 

other advanced countries [11]. It is mentioned that the E-commerce adoption in large 

business organizations a successful, however it is not so in small and medium enterprises 

(SMEs) in Asia [12] and also in Sri Lanka [3].  

The main advantages of e-commerce and e-transactions are the improvement of quality of 

life, convenience and time saving [6].  The main opportunities of e-commerce to 

businesses and corresponding benefits to consumers include: 

 Worldwide access and greater choice 

 Enhanced competitiveness and quality of service 

 Mass customization and personalized products and services 

 Elimination of intermediaries and product availability 

 Greater efficiency and lower costs 

 New business opportunities and new products and services. 

Despite the advantages available for e-commerce and e-transactions, lack of some 

important factors like trust, security, inappropriate use of technology, wrong or 

extraordinary information, privacy, categorizing the customers and make them satisfied 

in different levels will cause great barriers for developing it, in the society/world. As an 

important factor it is possible to focus on trust, based on this view that there is a direct 

relationship between trust and security. At the same time you can find a direct 

relationship between trust and privacy.  Trust and confidence in information and 

communication technologies are key factors to transform electronic marketplace in 

effective environments to do e-business and e-transactions [5]. 
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The primary concerns for the consumer include: 

 Consumer‟s exposure to unfair marketing practices 

 Insufficient information disclosure, for example, refund policies, cancellation 

terms, warranty information 

 Contract terms, for example, their enforceability 

 Merchandise and delivery practices, for example, failure to perform and lateness 

 Payment, for example, recovering fraudulent charges if credit card information 

falls into criminal hands 

 Transaction confirmation and cancellation policies, for example, consumer‟s lack 

of knowledge on cancellation rights for online transactions, including for 

mistakenly made purchases 

 Fraud and deception, for example, lack means to authenticate merchandise 

purchased online. 

 Unsafe products 

 Insecure payment methods 

 Loss of personal privacy 

 Risk of misuse of personal information 

 Other concerns include computer fraud, hacking, virus, interception and alteration 

of financial data, and misuse of personal information 

E-transactions are a part of the e-commerce process and there are many features that 

affect the amount of usage. The quality of service, delivery, after sales and feel of the 

product are a few factors. The transaction risk is part of it. However when a pure 

transaction such as e-banking transfers and utility bill payments, the above factors are 

reduced to security risk and privacy of data [13].  

Electronic commerce or e-commerce has received much attention from Asian 

governments, businesses and regional bodies. This importance has been attributed to 

several converging factors. These factors include: first, the development of the use of the 

Internet as a means by which information is disseminated and through which 

communication and connectivity is enabled; and second, the affordability of personal 

computers, increase in their computing capability, and the wide use of open standards. 
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In the business environment, traditionally there is a need for a tangible and permanent 

form of communication in a transaction between buyer and seller. However, in e-

commerce there is the ability to communicate in an electronic form where a computer is 

able to recognize, reproduce and store means that business could now be conducted in a 

paperless environment. Electronic commerce is the process of trading across the Internet, 

that is, a buyer visits a seller‟s website and makes a transaction there. Less rigidly it 

includes deals where the Internet plays some role, for example, assisting the buyer in 

locating or comparing products and/or sellers [14].  

This new mode of transaction has raised several concerns for governments, businesses, 

and consumers. In addition, there is a need for international standards as the e-market 

transcends any national border. Governments are grappling with regulatory guidelines 

and frameworks in an environment of rapid technological changes in order to promote e-

commerce as well as to ensure the occurrence of smooth commercial transactions. In all 

of this advancement, consumer protection cannot be overlooked. Without the confident e-

consumer, there would be no e-commerce. Thus it is imperative to ensure that the online 

traders observe specific rules and guidelines to allay the fears of the consumer and 

promote ethical online transactions [15]. 

Global Reach estimated 619 million people, some 10% of the world‟s population had 

Internet access as of September 2002 [16]. There can now be few in the developed world 

who do not have access to Internet-connected computers at home, work, or through 

facilities such as public libraries and cyber cafes. According to the International Data 

Corporation, nearly one billion people or 15 percent of the world‟s population will be 

using the Internet by year 2005, and it is expected their use will fuel more than $5 trillion 

in Internet commerce. Although electronic commerce is currently in its infancy, research 

and reports suggest that it is growing rapidly. 

However there is a lack of literature on the users perspective specially in the Sri Lankan 

context. There were 280,000 Internet users in Sri Lanka as of September 2005 [17]. This 

constitutes 1.4% of the Sri Lankan population. It should be noted that a single internet 

connection is used by more than one person. Family members and office staff will have 

access. Therefore this will amount to a significant population.  
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It needs to be found out what sort of a user profile do these users have? What attributes 

such as income, age and education level has a relationship to the amount of e-transactions 

done? It is noted that Sri Lanka has a very high Literacy rate of 92.5% [4]. This is in 

par with other Asian countries such as Korea and Malaysia[18]. Therefore Sri Lanka 

should be comparable with these countries for this research.  

Compared to the number of internet users  the number of people registered for internet 

banking in Sri Lankan commercial banks are very low. Compared to the deposit base of 

personnel customers of 157 billion rupees in commercial Bank [19] and 114 billion 

Rupees in Sampath Bank [20], through personal interviews it was revealed that only 

about 5% of these customers have registered for the internet banking services as of June 

2006. The services provided by internet banking include online utility bill payments 

where the customers do not have to waste time on long bank queues for each utility bill, 

hence improve the quality of life. However the such low level of adaptation by Sri 

Lankan consumers is a major question mark. The main reason that is noted by many bank 

managers is the perceived security of e-transactions. In spite of high profile reports about 

credit card identities being stolen and fraudulently used online, the uptake of E-

commerce appears to be growing unabated in developed countries [21]. The reason being 

the perceived benefit is far greater than the perceived risk. 

Within a relatively short time, electronic commerce services have risen to become a core 

element of the Internet and Web environment. Findings published by Forrester Research 

have indicated that online retail sales in the United States exceeded $100 billion in 2003, 

representing a 38% increase over the previous year. The US is by no means alone here, 

and the signs point towards continued growth in other regions as well [22].  This is the 

picture of developed countries, however the picture is different in Asian developing 

countries. There are researches done in Sri Lanka regarding secure electronic transactions 

[23] to address the above problem. 

The impending security problems need to be resolved with proper law and regulations, 

however it is noted that there are practical problems in implementing these; hence the 

delay and loopholes in the system [24].  


