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vate sector in embracing the Internet for this pur-
pose. Early e-government visions were premised
on the notion that online services would cost less
and offer a more efficient and personalized serv-
ice to citizens, but many of these visions lacked
an effective implementation plan (Accenture,
2003).

The implementation of e-government and the
consequent changes in or reorganization of the
administration and bureaucracy require thorough
deliberation and planning. Owing to the complex-
ity of comprehensive e-government implementa-
tion, at one end of the spectrum several e-govern-
ment efforts have been stalled at a basic level,
with an online presence that is limited to provid-
ing information on government activities and
services. At the other end of the spectrum some e-
government initiatives have resulted in the bun-
dling of services, accessed through a portal and
delivered by the Internet. The ultimate goal is
government service integration, seamless delivery
and electronically mediated procurement of goods
and services. In pursuit of this goal, Governments
have realized that successful e-government
requires a transformation in the way they operate
and the administrative culture. E-government is
not just about utilizing the Internet for delivering
government information and services to citizens,
but about taking the conventional structure of
government and removing the barriers that pre-
vent the efficient and integrated delivery of serv-
ices. E-government combines technology, people
and processes so as to deliver services in a citizen-
centric manner.

 Economic considerations play a role in the devel-
opment of e-government. New technology may
help reduce the cost of some government activi-
ties, but e-government aims to optimize internal
administration costs while at the same time
improving citizen services. Although in the short
term e-government may increase some costs, since
services have to be offered both online and offline,
there are savings and other benefits from stream-
lined business processes, integrated operations and
increased productivity. As the prevalence of
online services grows in relation to over-the-coun-
ter transactions, which usually are costlier in
terms of paperwork and staff time, cost reductions
should become increasingly apparent. Other issues
such as the opportunity cost of using offline serv-
ices and facilities have also fostered the develop-
ment of e-government. E-government is conven-

ient for citizens who have growing demands on
their time and have difficulties in attending gov-
ernment offices.

Political considerations also play a role, as Gov-
ernments re-examine the way they serve their citi-
zens because of higher public expectations with
respect to what the Government should provide
and the expansion of the Internet. E-government
increases the accessibility of public administration
for the population, and allows citizens to become
informed at their own convenience and on their
own initiative. Although disparities of wealth in
developing countries might limit the full benefits
of e-government to some citizens (those that are
"connected"), it can also be argued that increased
citizen empowerment can free government
resources for other purposes such as social devel-
opment and increasing connectivity. 

Governments around the world are pursuing e-gov-
ernment in one form or another. For example, most
European Union (EU) member States have devel-
oped strategies for online government and the EU
has stated that e-government is one of its main
objectives for the e-Europe initiative. The Euro-
pean Commission also benchmarks e-government
progress every six months. A recent United
Nations report on benchmarking e-government
confirms that e-governance initiatives around the
world are increasing (UNDPEPA, 2002). Such ini-
tiatives promote the prospect of faster, less costly
and more efficient citizen-driven online govern-
ment services. E-government has allowed several
Governments to use technology to enhance access
to and delivery of services to citizens, business part-
ners and employees (Deloitte Research, 2002). This
confirms the notion that e-government is not a
shortcut to economic development or savings but
rather a tool for achieving these goals (I-Ways,
2002). 

Chart 5.1 illustrates the e-government prevalence
of UN member States in 2001 (UNDPEPA,
2002).2 Although almost 89 per cent of countries
have at least one governmental website, only 19
per cent have single-entry portals and 9 per cent
have online transaction capacity. Forty-four per
cent have a national government website that can
serve as de facto single-entry portals, and the same
percentage have local (sub-national) government
websites. However, UNDPEPA indicates that
over 25 per cent of official websites contained one-
way information (often of a political and/or pub-



E-COMMERCE AND DEVELOPMENT REPORT 2004

CHAPTER 5: E-GOVERNMENT: E-PROCUREMENT AND DEVELOPING E-BUSINESS CAPACITY 135

lic relations nature) and did not deliver services to
or obtain feedback from citizens. 

E-government leaders (often industrialized coun-
tries) are focusing on delivering benefits through
technology and a citizen-centric approach, provid-
ing government officials with customer service
training and greater decision-making authority.
The number of Governments around the world
that are embracing Internet technologies to link
legacy systems3 and track citizen information is
increasing. This has helped to increase the preva-
lence of citizen self-service and the two-way flow

of information between the citizen and the Gov-
ernment (Deloitte Research, 2002). On the other
hand, developing countries might face some fac-
tors that stall the progress of e-government, as
shown in table 5.1.

1. E-government services and trans-
actions

E-government projects may include an online
capability for non-commercial services as well as
for commercial transactions. Non-commercial
services may be useful for gaining experience in
the development of online systems. Successful
online services in developing countries include
public information (publication of academic
results, information on nearby government facili-
ties, tax self-assessment, online health informa-
tion, public education content), facilitation of pay-
ments (electronic submission of tax returns,
payment of fines), and other services (appoint-
ments for government services such as the collec-
tion of refuse, reporting of crimes). Government
services that are well suited to online commercial
transactions include applications for identification
documents (passport, electoral card) and licences
(driver's licence, motor vehicle registration, TV
licence), as well as registration for the collection of
taxes. UNCTAD's highly successful Automated
System for Customs Data (ASYCUDA), which
uses ICTs to improve the efficiency and transpar-
ency of customs operations in nearly 100 coun-
tries, provides an interesting example of the feasi-
bility and impact of e-government initiatives in
developing countries.4

Chart 5.1

E-government prevalence
of 190 UN member States in 2001

Factors Symptoms Consequences

Institutional weakness Insufficient planning; unclear objectives Inadequately designed systems; cost overruns

Human resources Shortage of qualified personnel; lack of
professional training

Insufficient support; isolation from sources of
technology

Funding arrangements Underestimation of project costs and recurrent
expenditures

Unfinished projects; higher maintenance costs

Local environment Lack of qualified technical support (vendor
representation, back-up systems and/or parts)

Implementation and maintenance problems are
difficult to resolve

Technology and information changes Limited and/or inappropriate hardware and
software

System incompatibility; overreliance on
customer applications

Source: UNPAN (2004).

Table 5.1

Factors stalling e-government
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Each of these transactions has an associated proc-
ess that might be initiated electronically and con-
cluded manually. However, to maximize the bene-
fits of the electronic transaction, an electronic
response would be ideal. For example, an elec-
tronic application for a passport should result in
an electronic communication acknowledging the
application as well as an electronic communica-
tion informing the applicant of the outcome
(which may be that the passport was posted at a
specific time). 

The basic level of e-government (providing infor-
mation) is primarily a one-way communication
and does not include any automated transactional
capability. The response of the citizen or firm still
requires that they visit a government office to col-
lect and complete a form, or telephone a contact
centre for further information. At the next level,
forms may be made available online for down-
loading and printing, but they must still be subse-
quently completed in the traditional way and then
delivered to an office for processing in the tradi-
tional way. Specific inquiries could also be made
by e-mail or telephone.

Already at this level of the evolution of e-govern-
ment, financial transactions may be possible.
These make use of facilities provided by commer-
cial banks to enable payments to government
accounts against personal account numbers, or
payments by Governments to suppliers and others
using Internet-enabled electronic banking. Of
course, these are only available to individuals and
firms with bank accounts and access to the Inter-
net, and forms of payment such as credit cards will
not be available to everyone.

Two-way information transactions become possi-
ble when forms are available for completion
online. Government provides information about
the services offered or the obligations of citizens
or firms, and additionally provides the means to
make applications or comply with obligations
electronically. Organizations can then go through
several stages of sophistication in the way that
they process this electronically submitted infor-
mation. At the most basic it may be printed out
by a government official and acted on in the nor-
mal way. This is no different from receiving the
application through the post or by fax. But if
administrative processes have been re-engineered
and automated, the submitted information can be
automatically entered into databases, processed or

routed to relevant officials for authorization. If
such authorizations can be made electronically,
using digital signatures or some similar approach,
processing can be speeded up still further. Individ-
uals can be informed of the progress or outcome
of their application by e-mail. Certificates or
licences can be collected in person, posted or even
delivered in a secure electronic format.

Even if individuals do not themselves have access
to the Internet, they can still interact with service
agents at contact centres by telephone or in person
– in each case the service agents can themselves use
electronic forms and access customer information
databases to initiate service requests on behalf of
citizens.

At its most sophisticated, a single website may
provide access to a wide selection of government
services, not just those of a single agency. Informa-
tion and financial transactions are possible, with
the system collecting all relevant information
from the user and then processing it seamlessly
through a number of interlinked systems of the
various departments or agencies concerned. 

A recent study by Brown University indicated
that only 16 per cent of government agencies
around the world are offering online services
(West, 2003). While this represents an increase
from the previous version of that study, research
shows that Governments have much room for
growth in order to realize the promise of e-gov-
ernment. On the other hand, some Governments
have developed briskly. Italy, for example, had no
high-level targets in 2000 with respect to e-govern-
ment service delivery (UNCTAD, 2001), but in
2003 it was cited as a model for e-procurement to
be exported to other countries. On the basis of an
estimated 23 billion euro ($28 billion) of public
money spent on acquisition of goods and services
in 2003, it was reported that e-procurement in
Italy would help save an estimated 3.7 billion euro
($4.5 billion), 21 per cent more than the savings
achieved in 2002.5

The decision to place government services online,
as well as which services, must be the subject of a
number of criteria. For example, the state of New
York (New York State Office for Technology,
2001) uses a set of criteria that serve as useful gen-
eral guidance for other Governments. They
include the impact and visibility of the service
(expected number of transactions and customers),
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the ease of implementation (level of difficulty,
length of implementation, staff requirements),
revenue and cost and, equally important, the
impact on the citizen (does it impact economic
development, improve the quality of life, promote
health/safety?). This last criterion is essential to
the citizen-centric vision of e-government, which
is exemplified in box 5.1 by Singapore, a best prac-
tice for e-government services. 

2. E-business systems and infra-
structure

As is the case in other large organizations, e-busi-
ness systems can improve the exchange and man-
agement of information within Governments, as
well as their delivery of services. E-business sys-
tems that are particularly relevant to e-govern-
ment are those that help integrate the front and
back office of government, namely communica-
tion and collaboration systems, internal business
systems and e-commerce systems. 

Communication and collaboration systems, such
as e-mail, voice mail and conferencing, are rela-
tively easy to introduce. E-mail is ubiquitous and
available to anyone with a computer and an Inter-
net connection. Participation in discussion forums
or the use of chat systems, which can be used for
propagating knowledge within government
offices, does not require additional capital expend-
iture. Digital communication in government
allows rapid distribution and sharing of docu-
ments at almost no incremental cost, as well as
storage and retrieval, with a high potential for
reduction of costs such as paper distribution.
Widespread adoption of communication and col-
laboration systems in the public sector requires
that employees have access to the necessary tools –
networked computers, digital telephone systems,
and so forth. In addition, portals providing infor-
mation about and access to government services
can form the basis of transactional systems, start-
ing with customer requests for information
(including inter-agency), and progressing to the

Box 5.1

Singapore: Best practice for e-government services

•The vision of the Singapore Government is to be a leading e-Government to better serve the nation in the digital economy.Ž
Deputy Prime Minister Tony Tan at the launch of Singapore's e-Government Action Plan, June 2000

Singapore•s e-service portal http://www.ecitizen.gov.sg/ is a clearinghouse for citizen services and information, with links
to practically all Singaporean government websites. The •eCitizenŽ site provides over 100 services, while other sites con-
tain a large amount of press releases, speeches and databases. The relative prevalence of privacy statements, audio
and video clips, and PDA access also puts Singapore's websites ahead of those of other nations in technical sophistica-
tion. Two other notable websites are those of the Housing and Development Board and the Singapore Police Force,
offering 38 and 17 e-services respectively.

E-government initiatives directly linked to e-business include Singapore's G2B portal http://www.business.gov.sg/, which is the
first entry point for all local and international businesses to access a full suite of aggregated and integrated G2B information
and services. The portal provides easy and convenient online access to government agencies at all times and saves money
and time for businesses. For example, incorporating a new company through the business portal now requires a flat fee of 300
Singapore dollars ($175) and two hours, whereas previously it took from 1,200 to 35,000 Singapore dollars ($700 to $20,400),
depending on company size, and two days. This is in line with the Government's drive to promote a pro-enterprise environ-
ment and facilitate business growth in Singapore.

In addition, Singapore's e-procurement portal, the Government Electronic Business Centre (GeBiz) at http://www.gebiz.gov.sg,
is an integrated, end-to-end online procurement system for the public sector, developed for efficiency/cost saving as well as for
strategic reasons, and open to both local and international suppliers. In addition to providing greater consistency and transpar-
ency in public procurement practices, the Singaporean Government sees GeBIZ as a stimulus to the development of e-com-
merce in the country. In 2002, more than 3,800 tenders were issued and 6,500 quotations were published, and the total value
of electronic transactions during that year was approximately 262 million Singapore dollars (over $152 million). The number of
public sector users exceeds 12,000 (up from 3,000 in 2001) and GeBiz suppliers number approximately 8,800.

Sources: Pascual (2003); West (2003); http://www.egov.gov.sg/g2b.htm.
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the Philippines’ government has entered into an
agreement with Microsoft for the acquisition of
products and licences.8 The agreement provides
government agencies with a simplified way of
ordering and acquiring Microsoft products and
licences while being able to track software licence
acquisitions through online order confirmations
and summaries. For the Government, acquiring
original, proprietary software and licences symbol-
izes support for intellectual property rights legisla-
tion and a stand against software piracy; it also
allows it to benefit from Microsoft advice and the
latest technology. In this case, the vendor becomes
a strategic partner in e-procurement that will assist
in the development of the system and enable the
Government to properly manage and maximize its
resources. Annex I contains a brief overview of the
main e-procurement vendors worldwide and their
products.

The cost of commercially available e-procure-
ment solutions will depend on whether the solu-
tions involve applications that are focused on
sourcing activities (e.g. bidding, supplier registra-
tion, tender management) or purchasing activities
(e.g. electronic invoicing and payments), or both.
When building an e-procurement solution, the
following costs will have to be considered: licens-
ing (software costs are believed to be only 10 per
cent of the overall project costs), external and
internal resources, implementation and mainte-
nance, integration into existing resource planning
solutions, process design, configuration and cus-
tomization, training and communication, internal
systems and bandwidth, software upgrades, and
reorganization costs (Buy IT, 2002a). From the
point of view of infrastructure, however, e-pro-
curement solutions can be stand-alone, with no
more than a data interface with back office sys-
tems. This is often seen as an interim solution
until integration of all resource planning plat-
forms has been achieved, such integration provid-
ing the greatest transaction cost benefits. Of
course, the size of the public sector, in particular
national budget and expenditure, must be large
enough to sustain (make viable) the implementa-
tion of an e-procurement system.

An option for financing the implementation of e-
procurement is a build-operate-transfer (BOT)
scheme, such as the one adopted by the Govern-
ment of Malaysia in order to set up its e-procure-
ment system e-Perolehan.9 The system allows the
Government of Malaysia to purchase goods and

services over the Internet and currently offers four
modules (central contract, direct purchase, request
for quotation and request for tender) as well as
access to an electronic catalogue. E-Perolehan was
financed through a BOT scheme involving an e-
commerce joint venture company bringing
together Puncak Semangat Sdn. Bhd. and NTT
Data Corporation, which undertook the total
financing of the project in exchange for exclusive
service operator rights to the Malaysian supplier
community. Suppliers can host their products and
prices online free of charge, thus reducing their
overhead costs, while the Government benefits
from a streamlined procurement process and read-
ily accessible pricing information. 

In the first quarter of 2004, e-Perolehan had
approximately 51,000 registered suppliers, of
which about 12 per cent were ready to conduct
business with the Government. It is expected that
by the end of 2004, there will be 60,000 registered
suppliers, 39 per cent of which will be ready to
conduct business with the Government. The value
of transactions by the end of 2004 is estimated to
reach 1 billion Malaysian ringgit ($260 million),
with expected growth as adoption of the system
expands. The average cost per transaction has been
reduced from $250 to an average of $17.

3. Costs and benefits

Certainly, there are tangible benefits flowing from
e-procurement in terms of reduction of prices
(through competitive bidding and transparent
negotiation with suppliers) and process costs.
Nonetheless, the achievable return on investment
(ROI) of e-procurement projects remains an elu-
sive equation. Early corporate adopters of e-pro-
curement claimed savings of between 8 and 15 per
cent and returns on investment in under a year;
however, these figures are now becoming more
realistic (Buy IT, 2002b). Initial annual savings
may be roughly twice the investment costs, but
once strategic sourcing starts to mature and is fac-
tored in, cost savings are reduced. The main sav-
ings drivers for public e-procurement are the same
as for corporate e-procurement (transactional ben-
efits, compliance benefits, management informa-
tion benefits, price benefits and payment benefits),
always compounded by the imperative of serving
the citizen. Users of e-procurement systems could
maximize short-term benefits by limiting initial
deployment, focusing on smaller categories first
(e.g. office supplies) and on helping suppliers by,
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for example, offering payment upon receipt of
notice of shipment. 

Other benefits of e-procurement are in the areas of
governance and administration. With respect to
governance, e-procurement facilitates the imple-
mentation of transparent public decision-making
and is an impediment to lack of compliance and to
corruption. In terms of administrative processes,
e-procurement may reduce bureaucracy (including
“overheads”, or money spent on administration of
services rather than their delivery) and save
expenses and time. It will also impact on the level
of ICT skills among all system users.

The development and implementation of e-pro-
curement in an e-government strategy depends on
public stakeholders being able to tap into appro-
priate ICT skills. The skills needed for any IT
implementation include ICT strategy develop-
ment, master systems planning and project man-
agement, business modelling and process analysis,
requirement analysis and system specification,
application design, application development,
including implementation and testing, configura-
tion and change management, and deployment
and impact assessment. These high-level skills are
a prerequisite for any programming or implemen-
tation. Since government is often already the sin-
gle largest employer in a country, it may also be
the single largest purchaser of IT and has consider-
able potential to stimulate the development of IT
skills (whether employed internally or by con-
tracted suppliers) through e-government projects.
For example, a procurement policy that requires
applications to make use of open source software
will stimulate the development of open source
skills and the adoption of open source business
models in the local IT industry.

Human resources for the development of e-pro-
curement (or an e-government strategy for that
matter) may be permanently hired and so reside
inside the organization, or be contracted from the
private sector as needed. Each approach has mer-
its: large organizations may be sufficiently diverse
and of a scale to be able to make use of the full
range of skills on a full-time basis and avoid the
premium charged by contractors. But even large
organizations are unlikely to be at the "cutting
edge" of all ICTs, and so may find themselves una-
ble to identify or make use of the most current or
appropriate skills and technologies. On the other
hand, those that choose to contract skills as

needed are able to draw from a larger pool of tal-
ent, and to choose the most appropriate ICTs for
each project. This will come at a higher cost, but
the quality of each project should be better. The
development of ICT skills for e-procurement
should be driven by expected functionality and
needs, to be translated into system specifications
and requirements (i.e. the "mechanics" of e-pro-
curement). 

4. Mechanics of e-procurement

There are four basic elements to e-procurement, as
follows:

• Online tenders: Potential bidders should be
able to search and identify tenders easily.
Online tenders enable suppliers to have real-
time access and the Government to reduce
paper and printing costs. Tender forms
might also be available online and might be
submitted electronically, or through an
automated process. 

• Electronic invoices: Where regulations and
resources allow it, invoices might be
received electronically. 

• Electronic payments: Electronic funds
transfers may require the approval of pay-
ments through authenticated digital signa-
tures and a process management system. 

• Automated process integration: End-to-
end e-procurement requires electronic auto-
mation of all of the above elements. See
annex I for a list of the major suppliers of
these systems.

Electronic communication can help to ensure that
all interested suppliers are aware of tenders. Ten-
der notices can be posted on a website (rather than
a physical notice board or published in a newspa-
per) that is accessible at all times, without the need
to physically visit a government office or sub-
scribe to a publication. Tender notices can be cate-
gorized on such websites to help potential bidders
easily find those that they are most interested in.
More proactively, tender notices can be sent by e-
mail to registered suppliers who have previously
expressed an interest (and proven capability) in
specific categories of tender – construction, train-
ing, or consulting, for example. Tenders should
facilitate the registration of bidders, including for
those geographically distant from government
offices. Electronic communications methods can
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also be used to distribute tender documents, mak-
ing them available for download and instantly
reducing the waiting time for a bidder to receive
such documents. The websites for tender notices
and documents should provide information about
procedures, so that everyone can be confident that
they are being treated equally, and officials can be
held to a common standard.

The submission of tenders can be more complex as
it may involve the bidder in including certificates
or other documentation proving competency or
compliance with some other requirement, such as
tax affairs being up to date. This potential problem
can be reduced by requiring bidders to register as
approved suppliers so that they do not need to
prove their competency ever time they submit a

tender. Once this is done, it should be reasonable
for tender submissions to be submitted digitally.
Provided that they are in the required format (pref-
erably non-proprietary), this presents no technical
problems other than the competent use of e-mail
and an electronic filing system.

Once suppliers have been contracted, e-procure-
ment systems can also be usefully employed to
ensure compliance with procurement policies.
Doing so enforces standardization throughout an
organization, with resulting benefits through
lower prices because of guaranteed volume;
reduced costs and better service because of stand-
ardized maintenance of a reduced range of equip-
ment; and reduced overheads associated with deal-
ing with a limited number of suppliers.

Function Best practice Alternative

Quoting/tendering process Open tender … buyer advertises the business
opportunity online free of charge.
Closed tender … buyer advises selected suppliers of
the inquiry/tender.
Buyer makes the tender information available online
and (where applicable) allows the suppliers to submit
their tender documentation electronically.

Buyer accepts inquiries and sends tender
documentation by e-mail.

Ordering from the supplier Buyer transmits orders to the supplier using open
standards (agency must negotiate a contracted rate
with supplier that is lower than the once off ordering
price)

Buyer orders directly from a catalogue (e.g. from
supplier website or e-mail offer) using e-mail, fax
or hard copy. Agency negotiates a contracted rate
with supplier that is lower than the one-off ordering
price.

Making payment Buyer pays suppliers by electronic means, e.g.
through direct transfer … receipt sent electronically.

Payment made electronically and receipt sent by
post.

Liaising with suppliers Buyer and supplier liaise via secure e-mail. Buyer and supplier liaise via e-mail and fax.

Browsing supplier catalogues Supplier maintains an online catalogue, which can
be browsed electronically (self-hosted or within an
e-marketplace).

If supplier cannot establish an online catalogue, a
buyer (government agency) may accept catalogue
data electronically and upload then into shared
internal systems, if cost-effective.

Internal approval process The approvals process is automated and im-
plemented electronically.

The internal approval process should be
documented and objective criteria put in place for
approving orders.

Receiving invoices/statements The agency requires all suppliers to submit their
invoices electronically and the invoice is then
matched with the order.
Invoice approved electronically.

Objective criteria implemented for approval of
payment to suppliers on receipt of paper or e-
mailed invoice.

Accessing e-marketplaces Buyer accesses supplier catalogue in an open
marketplace (open access, based on open
standards).

Buyer accesses supplier catalogue in a closed
marketplace (using a closed marketplace will
make accessing the information more cost-
effective for the agency concerned).

Table 5.2

Best practice in e-procurement functions
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E-procurement systems are best used for the pur-
chase of those goods and services that are needed by
all departments across the organization. These are
typically commodities and include office supplies,
computers and related equipment, maintenance
services, and such items as meeting rooms and
travel. Those things required for the operations of
specific departments – civil engineering services for
the construction of a new road, for example – are
more specific and specialized, and cannot benefit
from the economies of scale that an e-procurement
system requires in order to justify its cost.

E-procurement systems typically run on an
intranet,10 on which catalogues of goods and serv-
ices can be made available, purchases requested
and approved, purchase orders generated (for
external vendors) or works orders (for internal
services) routed through the intranet or by e-mail
to the appropriate supplier. Once supplied, deliv-
ery notes are reconciled with purchase orders and
invoices, and payments are made and allocated.
Purchases and moves can also be linked to asset
management systems to keep track of the location
and condition of assets, and depreciation costs
allocated accordingly.

As explained above, Governments in developing
countries must be aware that e-procurement does
not necessarily mean a comprehensive e-procure-
ment solution; rather, it could entail cost-effective
process improvements that steer a government
department in the direction of e-procurement and
are tailored to the available resources. For exam-
ple, orders can be placed by e-mail, or via an inte-
grated online order management system that
extends across the length and breadth of the sup-
ply chain. Table 5.2 lists a number of procurement
functions viewed from a “best practice” and “alter-
native” perspective.11 The “best practice” column
will generally require the implementation of a
comprehensive e-procurement system with an
ideal level of resources, and the “alternative” col-
umn can be an option for countries with more
limited resources.

5. E-procurement as an enabler of
e-business

Since there are limited data on the e-procurement
market, there little evidence regarding the impact
of e-procurement on e-business. Nonetheless,
increasingly there are indications that e-procure-

ment plays a role as an enabler of e-business,
including for SMEs. In an European survey, firms
with 50 or more workers felt that electronic media
and e-procurement were the solution to the heavy
procedural costs involved in bidding for public
tenders, but small firms did not mention elec-
tronic solutions as a way out of the problems they
faced in these markets (European Commission,
2004). The EU promotes the use of e-procurement
in order to achieve cost reductions for firms and
authorities, increase transparency and procedural
efficiency without prejudice to competition, and
allow easier cost comparisons and examination of
tenders within the European Community. At the
same time, it warns that the upfront costs of shift-
ing to e-procurement should not be underesti-
mated either for firms or authorities and may rep-
resent an obstacle for smaller firms, and that
national uncoordinated e-procurement solutions
could “fragment” the market.12

As a large purchaser, government is an attractive
customer for large and small suppliers alike. The
introduction of effective e-procurement systems
by Governments may impact on the local econ-
omy both internally and in the way that it trades
with others. Procurement processes that are open
and transparent can help to set lower market
prices and drive down costs, favouring efficient
producers. This might attract low-cost producers
into the market to the benefit of all consumers
and encourage local suppliers to improve their
competitiveness (quality and efficiency) in the
domestic and/or international trade. 

Part of the developmental role of government is
to ensure the provision of key economic infra-
structure – roads, electricity and other utilities,
ports, health facilities, and so forth – that enables
or supports business formation, investment and
growth. As Governments – especially at the local
level – move more of their own processes online,
they also find it attractive to build telecommunica-
tions networks to link buildings and other facili-
ties (see box 5.2). It can be argued that open and
transparent procurement processes can help free
funds to be channelled into economic infrastruc-
ture, ensuring that it is of good quality and has
been purchased on the best conditions and/or at
the best price. Finally, efficient online transactions
with government agencies can act as incentives for
businesses of all sizes to install computers,
improve networks and build up basic ICT infra-
structure and skills. If more business processes are
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computerized, automated or moved online, this
might encourage a virtuous circle of investment in
ICTs accompanied by more efficient local busi-
nesses. In fact, an e-procurement strategy should
explicitly promote the use of the Internet and e-
business systems among potential suppliers. The
potential to win government contracts could act
as an incentive for firms to adopt ICTs for busi-
ness purposes and to go online. 

E-procurement systems could also force local play-
ers to face foreign vendors that might compete on
financial or strategic terms. That said, many multi-
national vendors have sought to establish partner-
ships with local companies in the more attractive
markets, so that some of the implementation costs

can remain in the local economy. In addition,
public sector procurement could favour open
source solutions, as these tend to better encourage
local skills as well as costing less. Box 5.4 illus-
trates the use of open source principles for an e-
government content management system that
enhances existing processes and promotes local
ingenuity. Table 5.3 outlines the implications of e-
procurement for e-business.

E-procurement allows more fair and equitable
access to government contracts by a wider range
of companies, as tenders and other requests for
supply are more likely to be seen by potential sup-
pliers. In addition, submission of responses is less
onerous and more convenient for the potential

Box 5.4

A local, low-cost and open solution in South Africa

The Knowledge Economy E-Government branch of the Western Cape Government in South Africa uses both traditional and
new electronic channels to advertise tenders and reach a broader range of suppliers, especially SMEs in the ICT sector. Com-
panies that collect tender documents register in order to provide a contact, receive information on the tender and ensure an
audit trail. The webpage http://capeonline.org/cmstender contains the tender documents and instructions on how to use them.
Tenders are submitted through the traditional process, while invoices are submitted electronically and printed out. The printed
uoriginalŽ is processed through the traditional process. A small local software development company provided the solution
used by the Western Cape Government, which turned out to be a cost-effective alternative to imported "customizable" software
since the system could be built up using open source software. The Government incurred little or no extra cost for the use of
the technology in the enhanced procurement process. All the staff had access to e-mail and the organization already owned a
couple of Internet-connected web servers, which was all that was required.

Source: http://capeonline.org/cmstender.

Implications of e-procurement for:

Development of e-commerce and a national electronic market-
place.

The incentive for building an electronic marketplace is reciprocal with (and
proportional to) increasing IT penetration and capability (Oliveira and
Amorim, 2001).

Local business promotion The selection of local suppliers can be encouraged, including SMEs.

Public resources Internal coordination costs can be reduced and public resources freed to
serve citizens in other areas.

Bureaucracy E-procurement will help to expedite and/or overcome bureaucratic proce-
dures.

IT readiness E-procurement will require a scaling up of the IT readiness of government
and enterprises.

Transparency All vendors have equal bidding opportunities.

Business processes and regulations E-procurement might require changes to business processes (e.g. regarding
vendor minority participation) in order to comply with public sector purchasing
laws and regulations.

Table 5.3

Implications of e-procurement



148 CHAPTER 5: E-GOVERNMENT: E-PROCUREMENT AND DEVELOPING E-BUSINESS CAPACITY

E-COMMERCE AND DEVELOPMENT REPORT 2004

vendor. In this context, increased SME participa-
tion in the supply of goods and services to govern-
ment agencies should contribute to reducing the
power of monopolies or favoured suppliers. The
use of e-procurement systems could also reduce
the bias towards urban businesses and open doors
to suppliers in rural areas or non-capital cities/
towns. 

6. Case studies in e-procurement

Brazil

COMPRASNET is the Brazilian Government's e-
procurement system, set up by the Secretariat of
Logistics and Information Technology in the Bra-
zilian Ministry of Planning, Budget and Manage-
ment.13 The system is a Web-based online pro-
curement system used by all Federal Government
procurement units.  It enables online price quot-
ing and reverse auction commodity purchases, and
it has a client/server architecture. The process is as
follows:

• Federal Government organizations register
their procurement needs (i.e. goods and
services they need to buy).

• The system automatically informs registered
suppliers by e-mail and the supplier may
download the bidding documents. 

• The procurement officer uses a Federal Cat-
alogue to specify the description of the good
or service required. If the item is classified as
a commodity, the whole process may be car-
ried out through the Internet, using the
price quoting system (which is a two- to
three-day purchase posting site for non-
competitive small purchases). 

• For more substantial procurement of gen-
eral-purpose goods and services (such as
building maintenance services or office sup-
plies and equipment), a reverse auction pro-
cedure is used. In the reverse auction the
bids (prices that the suppliers will charge for
that item) are submitted on the Web. Each
supplier reduces its bid price competitively
with others during the auction and the one
offering the lowest price at a pre-agreed end
time for the auction will be the one awarded
the contract. 

• Auctions and prices are open for inspection
by the public, and auction results are posted
immediately.

COMPRASNET was introduced to automate the
Government's procurement process, in order to
make it uniform without centralizing the buying
process of the Federal organizations. It was also
intended to reduce procurement costs and give
more transparency to the process. Other aims
were to increase the number of government sup-
pliers; to reduce participation costs for these sup-
pliers; and to increase competition among suppli-
ers, which should result in cost reductions and
better quality of goods and services acquired.

Stakeholders include Federal Government agen-
cies and organizations, as well as the suppliers of
goods and services to the Federal Government
(over 150,000 registered suppliers). Citizens are
indirect stakeholders insofar as e-procurement is
intended to provide an instrument for social con-
trol of public expenditure, through its public
transparency.

During COMPRASNET's first three years the
Federal Government spent about $7 million on
system development and maintenance. During the
first two years of online reverse auction use, the
Federal Government is estimated to have saved up
to $1.5 million. Besides this positive return on
investment, the system enables better and more
transparent procurement, as well as reducing the
bureaucratic process. For example, a normal pro-
curement process takes more than two months,
while the online reverse auction may be com-
pleted in less than 15 working days. The use of
online procurement has also increased the partici-
pation of small businesses in government supply.
So far, the system has been judged to be largely
successful, bringing an estimated average 20 per
cent reduction in final price for goods and services
acquired through reverse auction and price quot-
ing. In addition, suppliers are guaranteed timely
payments since COMPRASNET is linked to a
financial payment system.

The enabler/success factors of COMPRASNET
identified by the Brazilian Government were
political will, external pressures from citizens for
greater transparency and efficiency in government
spending, and acceptance by suppliers of transpar-
ency. The constraints faced have been technologi-
cal, causing the occasional and temporary unavail-
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ability of the system, and legislative, since new
legislation and rules were needed to allow for new
forms of procurement. The lessons learned were:
(i) the need to identify the right technology,
namely a robust platform, scalability and a basis in
open systems, with heavy investment in back
office sustainability; (ii) the need for intense train-
ing of users on both the government and supplier
sides; and (iii) the need to adopt a phased
approach, since successive modules would serve as
system demonstrations and develop/encourage
usage and interest.

South Africa

In 1995, the government tender board in South
Africa decided to outsource the advertising and
processing of tenders in order to reduce the costly
and time-consuming publishing and advertising of
small public tenders. Previously only large compa-
nies had the time and capacity to sort through and
comply with the many tender advertisements pub-
lished in various government gazettes and local
newspapers. Automation also enabled tenders
with a lower financial value to be processed and
approved more rapidly by giving junior members
of management the authority to award the tender. 

An outsourced system provider won the tender to
provide an electronic purchasing system and to
publish the purchasing requirements issued by all
spheres of government, including national, pro-
vincial/state and wherever possible local/city gov-
ernment organizations. The aims of the e-procure-
ment system were as follows: to automate the
Government’s procurement process; to achieve
procurement transparency and accountability
from an open system; to reduce procurement
costs; to increase the number of government sup-
pliers; and to empower SMEs by ensuring that
they participated in the tender process.

The stakeholders of this e-procurement system
include both buyers and suppliers. Buyers include
the State and provincial tender boards, State
departments (Agriculture, Education, Finance,
Health, Housing, Public Works, Support Serv-
ices), various State hospitals, regional councils and
municipalities, the Navy and Army, the Police,
prisons and the Post Office. Suppliers include all
types of service providers, from consultants to
tree-felling companies, and are categorized in a
way similar to the tender advertisements, by
Standard Industry Classification (SIC) codes. 

The system collects (and provides) tender informa-
tion on a national basis, so that buyers and suppli-
ers throughout the country can interact. Smaller
tenders, within the minimum value threshold, are
transacted online and may be “open” or “closed”.
A tender is considered “open” when the buyer is
able to send it to all the suppliers that have sub-
scribed to the system (and also subscribed to the
particular categories that a tender may be allocated
to), while a “closed” tender is made available to a
selected group of suppliers. The system also allows
buyers to add a supplier who may not already be a
subscriber to the system. These additional suppli-
ers then receive by fax the information about the
tender. The system keeps tender applications
“unseen" until after the closing date, and is
designed to capture all the information in a secure,
confidential environment and to provide the
results of previous tenders that have been awarded
and the pricing. Larger tenders (greater value) are
advertised in the system but must be dealt with in
a paper-based format (documents and applications
are not submitted electronically).

Suppliers have to pay a monthly charge in order
to gain access to the tender requests and advertised
information via a website. The information is cat-
egorized into various product groups according to
the standardized SIC categories. A supplier will
only receive tender opportunities that are relevant
to its SIC category. The information on the e-pro-
curement system in general and tenders is made
available through the Web, e-mail or fax. Subscrib-
ers may quote online using a Web-based form, by
fax or by traditional physical delivery. The lessons
learned so far from the South African experience
are the following:

On transactional capability:

• Regardless of the level of automation, the e-
procurement system requires supervision to
ensure that a critical mass of diverse suppli-
ers can bid for tenders.

• A barrier to access to the system is created
when suppliers have to pay a fee to sub-
scribe. Because of this, buyers were allowed
to add specific suppliers in order to include
and target SMEs. The idea is for buyers to
share the costs for suppliers to subscribe.

• If a paying subscriber may be able to receive
e-mails, then so should a specified supplier.
A constraint was created because specified
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suppliers could only receive tender informa-
tion by fax.

• Usability should be enhanced (for example,
allowing inputs in different grammatical
characters).

• Making use of technology does not necessar-
ily make the tendering process more accessi-
ble. The system still requires a good tender-
ing practice – for example, if the details or
description of an online tender are not
included, the supplier must still use various
traditional ways to ascertain the nature of
the tender; this is inefficient and can be frus-
trating to the supplier.

On the process of posting and responding to
tenders:

• The system for receiving bids needs to be
improved, namely by expanding the possi-
bilities of delivery (for example, by provid-
ing several fax numbers or establishing
longer deadlines).

• Guarantees should be given regarding the
security, reliability and scalability of Web-
based forms (and other technology func-
tionalities).

• The use of postal systems and fax machines
to obtain copies of tender information cre-
ates delays in the tender award process.
Therefore, the submission and reception of
tender proposals by electronic means should
be increasingly promoted. 

• Suppliers are frustrated by having to re-
enter information at different points in the
process. 

• Regular reporting and feedback from suppli-
ers should be monitored to ensure that the
outsourced system provider is providing
adequate service.

• The system requires close monitoring to
ensure that suppliers use it as a tender-ena-
bling tool rather than as a technology; that
is, wherever possible, all the tender informa-
tion – and at a minimum – the tender
description must be included in the details.

On transparency:

• Suppliers must be informed of the outcome
of a tender process.

• Tenders that are cancelled should not be
reinstated for a specified period of time, so
as to avoid undermining the "closed bid"
principle.

• Tenders should be traceable to the people
who are responsible for awarding them.

The system has been able to partially realize the
benefits initially envisaged. It has reduced adminis-
tration costs through automation and has
increased transparency and accountability. It has
been adopted by approximately 1,500 government
organizations and has become a learning opportu-
nity in those organizations. There are still delays
caused by postal systems, by the need to recapture
data and by the process of creating, recording and
storing paper documents. Some steps involving
the physical interaction of stakeholders (waiting
in line, going to multiple offices) still have to be
overcome. 

D. Conclusion

There appears to be no doubt as to the benefits of
at least a basic adoption of e-government for all
countries insofar as it strengthens the relationship
between government and an increasing number of
citizens. E-procurement, as an application at a
higher level of e-government (the transactional
phase), has already brought benefits to public pro-
curement in several countries through cost sav-
ings, streamlining and increased transparency.
However, in order to elucidate the suitability of
any e-procurement strategies for developing coun-
tries, developing countries may need to consider
more than the efficiency benefits, carefully evalu-
ating the level of public and private sector e-readi-
ness and the relevance of partial or fully integrated
e-procurement to their own e-government and
business development strategies. The potential of
e-procurement as an enabler or promoter of e-
commerce in the economy might be an incentive. 

On the one hand, it can be argued that there is lit-
tle point in proposing e-procurement in countries
where only certain suppliers will be in a position
to take advantage of it, and where for a variety of
reasons (size, ability to fulfil orders, management
capabilities) SMEs will still be excluded from the
public procurement market (offline and online).
On the other hand, it can be argued that e-pro-
curement can lead to the development of ICT and
transactional capabilities in government that can
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be applied to other activities such as receipt of
payment of taxes and duties or disbursement of
grants and social benefits, as well as in the business
community competing to participate in govern-
ment tenders. Transitional measures can be
adopted so that local suppliers that initially may
not be able to access e-procurement systems are
not excluded. More research into benchmarking
public e-procurement in developing countries still
needs to be done.

In any case, it is necessary that Governments plan-
ning to adopt e-procurement carefully guide their
plan through the phases outlined in section C,
sub-heading 1, of this chapter. Developing coun-
tries should bear in mind that the adoption of e-
procurement can be a scalable process that will
limit the waste of limited resources and will allow
users to gradually build up the relevant capabili-
ties. To maximize initial adoption, the World
Bank (2002) proposes that e-procurement plans
begin by targeting agencies and suppliers that will

have immediate use for e-procurement, enlisting
their support and addressing the concerns of gov-
ernment workers whose role might change as a
result of innovation. This is applicable to any e-
government project. 

In order to ensure sustainability, it should be rec-
ognized that return on investment would be
achieved over time in terms of cost savings and
increased revenue. In the context of their e-gov-
ernment strategies and regardless of transactional
capabilities, developing countries that have not
already explored e-procurement could envisage
the enhancement of G2B interaction by posting
tender information and forms online, and promot-
ing awareness within the business community and
the registration of potential suppliers. A portal for
transactional services can be a longer-term goal
that will result from a general process reform that
will entail consolidating, streamlining and enhanc-
ing the transparency of public procurement and
related government processes. 
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ANNEX I

The following are the six main global companies that provide e-procurement platforms, selected according
to market share and revenue (Forrester, 2004). The companies are listed in alphabetical order. 

• Ariba. Ariba was founded in 1996, is regarded as one of the largest vendors in the e-procurement
market and states that it has 30 per cent of the Fortune and Global 100 companies as its customers.
The Ariba Buyer application is able to deal with complicated processes, including complex approval
processes, order aggregation and supplier communication needs for purchasing indirect materials. It
is also able to deal with large implementations that require linkages to back end enterprise resource
planning systems. See www.ariba.com.

• Clarus. Clarus was founded in 1992 and through various acquisitions entered the e-procurement
market. It aims its products at the mid-market. It currently has approximately 70 customers using its
e-procurement product around the world. Clarus Auctions, Clarus e-Procurement and Clarus
Settlement are products that focus on a particular component of the e-procurement process. The
applications are regarded as having strong sourcing and payment settlement features. See www.clar-
uscorp.com.

• Commerce One. Commerce One has more than 500 customers using its e-procurement application.
It also has vendor partnerships with four large systems integrators, namely Accenture, Cap Gemini
Ernst and Young, Pricewaterhouse Coopers and Compaq. Commerce One Buy and Commerce
One Source do not offer advanced procurement features such as complex pricing and order aggrega-
tion but are well positioned to satisfy the demands of budget-conscious firms that want to automate
the whole procurement process from sources to payments. See www.commerceone.com.

• i2 RightWorks. The company has approximately 55 customers using its e-procurement application
and at least four partnerships with leading system integrators. The i2 RightWorks application is
best suited to firms already using i2 technology. The product is regarded as a good fit for firms that
are looking to automate their indirect procurement processes now and their direct procurement
processes in the future. Further testing by Forrester has shown that the product has strong work-
flow and purchase order processing capabilities which are beneficial for firms that want to automate
and centralize complicated purchasing processes. See www.i2.com.

• iPlanet. The company has financial backing from Sun Microsystems and AOL Time Warner. In
2000 iPlanet’s E-Commerce Solutions, a Sun/Netscape Alliance, unveiled the industry's first com-
plete business-to-business commerce platform. This included buying, selling, billing, market-making
and trade facilitation software. The iPlanet BuyerXpert application is regarded as a leading applica-
tion for firms that wish to automate basic purchasing processes for indirect goods for a large number
of users. The application also offers self-service requisitioning and pricing capabilities and integrates
with other iPlanet applications for basic sourcing capability. See wwws.sun.com/software/.

• MRO. The vendor has more than 5,000 customers and is actively seeking partnerships with key sys-
tems integrators such as IBM and AT Kearney. It also has an established partnership with i2, which
is regarded as one of the leading e-procurement vendors. Its MAXIMO Buyer Solution is targeted at
firms with specific industrial procurement needs. Testing by Forrester showed that the product has
strong order-processing capabilities such as importing and aggregating orders from enterprise
resource planning systems. See www.mro.com.
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Notes

11. See http://www.wsis.org/.

12. The chart does not include Timor Leste, which was not a UN member State in 2001.

13. An existing system, usually a computer system, that must be accommodated in building new systems.

14.  See www.asycuda.org.

15. See http://www.innovazione.gov.it/ita/comunicati/2003_05_07.shtml and http://www.acquistinretepa.it/.

16. See http://www.ogc.gov.uk/. UK Office of Government Commerce, “Government announces success in search
for common IT language”, 3 February 2004. 

17. See http://www.manchester.gov.uk/index.htm. 

18. See http://www.procurementservice.net/.

19. See Pascual (2003) and http://home.eperolehan.com.my/.

10. A restricted network used internally by an organization. It uses the same concepts and technologies of the World
Wide Web, such as web browsers and servers running on Internet protocol.

11. Adapted from the Australian Government Information Management Office (2000).

12. For these reasons, the European Commission will present in 2004 an action plan for the introduction of coordi-
nated e-procurement in the EU aimed at reducing procurement costs and contributing to further integration in
European public procurement markets and to the improvement of their performance.

13. Ozorio de Almeida (2002). See also http://www.comprasnet.gov.br and http://www.is.cityu.edu.hk/research/
ejisdc/vol9/v9r6.pdf.


