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Abstract 
 
For any Small to Medium Sized Enterprise, SME, regardless of size or industry 
sector, there are traditional business processes that could be automated or simplified 
by some piece of technology, hardware or software.  
 
For every specific solution the tecnology vendor can hold up a number of clients as 
references to ‘prove’ that the technological solution has been of benefit to the 
company. There are more and more articles in the press about the wonderful success 
stories where companies have embraced e-Business and been transformed, creating 
new markets, streamlining cost structures, etc. But still there are SMEs that have not 
been convinced by these stories. They remain unconvinced, for whatever reason, that 
their business would benefit from having these e-Business technologies. 
 
So where does this resistance come from? What are the barriers, obvious or hidden, 
that prevent SMEs from taking their first step into e-Business and prevent them from 
making the fullest use of these technologies and techniques.   
 
This briefing sets out to examine the barriers to SME e-volution into e-Business. The 
briefing attempts to group these barriers together into a number of categories for 
clarity. The aim of this report is to create a reasonably complete listing of the common 
barriers that the SME may face. 
 

Introduction 
 
There are now over 19 million SMEs in Europe. In most EU Member States, they 
make up over 99 % of enterprises. SMEs generate a substantial share of GDP and, are 
a key source of new jobs as well as a breeding ground for entrepreneurship and new 
business ideas. SMEs will also in particular benefit from the lowering of entry barriers 
to markets as a consequence of e-business. Hence, e-Business is often described as the 
SMEs’ gateway to global business and markets. Thus, the success of e-Europe is 
critically dependent on whether SMEs are fully engaged in this process. Europe will 
only become a centre of e-Business if European SMEs are fully committed to using 
the Internet as a leading-edge business tool. 
 
Some barriers are beyond the direct control of the SME, for instance 
telecommunications infrastructure. This is a fundamental enabler to SME e-Business 
adoption. Access to high quality, high speed infrastructure is the key to driving the 
use and further development of e-Business products and services. Other barriers are 
inherent in the SME and may come from a lack of motivation among the 
owner/manager to move away from the traditional methods into new technologies. 
Three of the main reasons why SMEs are not e-volving are: 

1. They are preoccupied with survival, with a vision tightly focused on the 
short term and issues such as profit, tax, competition and regulations. 

2. They spend little time developing a strategic view of their business. 



3. They have limited recognition of the opportunities available through the 
World Wide Web or e-commerce. 

The e-Europe Perspective1 
 
Because SMEs are more flexible in their internal organisation than larger companies, 
they may often be able to adapt to changing market conditions more quickly and 
efficiently. There is generally a positive correlation between the size of an enterprise 
and its Internet use for business, i.e. the smaller the company, the less it uses ICT. As 
a result, the preponderance of SMEs in Europe’s economy is not matched by their use 
of e-Business tools. (ref. table 1).  
 
However, it should also be noted that most of the start-ups in the field of e-Business 
are SMEs. On average, across Europe, only 42 % of SMEs have access to the Internet. 
In some Member States, this is even less than the Internet penetration rate among 
households. Only 20 % of SMEs use the Internet for commercial transactions. Of 
those that are connected, the majority use the Internet only for information purposes.  
 
Even in the most advanced Member States, only a minority can handle transactions 
electronically (e.g. purchases, sales, electronic auctions, e-payments). Against the 
background of the explosive growth of e-Business world-wide, especially in the US, 
these figures are alarming signs that European SMEs are not yet fully committed to 
the Internet. The OECD estimates that the value of Internet transactions doubles every 
12-18 months. European SMEs therefore risk missing important economic 
opportunities. 
 
Table 1: Use of the Internet by enterprise size, Europe-1999 
   Number of employees   
 1 1-9 10-49 50-249 Total 
- Having direct access to the 
Internet 

33 % 49 % 67 % 86 % 42 % 

- Distribution of product 
information via the Internet 

14 % 27 % 42 % 59 % 21 % 

- Distribution of products via 
the Internet 

6 % 7 % 9 % 13% 7% 

- Receiving orders 8 % 10 % 15 % 20 % 10 % 
- Confirming orders 6 % 9 % 12 % 16 % 8 % 
- Paying via the Internet 4 % 5 % 8 % 9 % 4 % 
- Receiving payment via the 
Internet 

3% 3% 4% 7% 3% 

- Co-operating in offering 
products or services jointly 

9 % 13 % 19 % 29 % 12 % 

Source: ENSR Enterprise Survey 1999 as used in The European Observatory 
for SMEs – Sixth Report, European Commission, 2000. 

 
To help traditional SMEs “go digital”, a number of well-documented perceived 
“obstacles” need to be removed. These potential barriers clearly require a consistent 
policy response. National and European policies in many areas aim to ensure a more 

                                                 
1 Helping SMEs to Go Digital’ – Communication from the Commission to the Council, the European Parliament, The Economic 
and Social Committee and the Committee of the Regions – Brussels, 13-03-2001 



favourable – and more predictable - business environment. This is one of the key 
preconditions for SMEs to stay competitive, successfully harness the advantages of 
the Internet, and reap the full benefits of e-business. 

 
The GoDigital initiatives directly address these problems, through specific actions. 
The key challenge for policy makers is still to lower barriers to market access and 
foster entrepreneurship. 
 

Identifying the Key Barriers 
 
All companies - big corporations, SMEs, or micro enterprises - face various 
challenges when contemplating e-Business implementation. These obstacles can be 
grouped into 6 main categories: 
 

• Management and Strategy  
• Cost and Financing 
• Skills and Training 
• The Supply Chain 
• Technology Choices 
• Security & Reliability 

 
The decision to apply e-Business technologies to a traditional business involves a 
huge number of choices at all levels of the organisation, Strategic, Tactical or 
Operational. In the current business environment one wrong choice could cause the 
company to close, but on the other hand the trend is generally towards the greater use 
of technology in business and one right choice could transform the company into an 
industry leader.   
 
 
Management / Strategy 
 

• Management Attitudes and Organizational Inflexibility - These can be more 
serious in an SME than in a large firm, because of the traditional leadership 
and organizational forms in many SMEs. Firms operating in more traditional 
sectors also tend to be less innovative. However this is less of a problem in 
new companies where management may be more receptive to technology or it 
may be central to the activity of the SME. 

• Choices: For many SME owner/managers the shutters come down when the 
conversation turns to e-Business. They have had an endless stream of 
consultants and salesmen (or consultant salesmen!) telling them what they 
should do, what systems and software they should buy, and how e-Business 
would transform their business. It is not easy to make decisions  

• Current e-Climate - The ‘dot.com’ bubble has burst and in recent times this 
has received much publicity and discussion. Attrition rates are much higher 
among e-Business dot.coms than among SMEs in more traditional businesses. 
Many traditional businesses have a perception that e-Business is an issue for 
Companies in the so called ‘dot.com’ Industry and therefore has little 
relevance to their business. On the other hand the ‘dot.com bomb’ has made 



them nervous about committing wholeheartedly to the new technologies.This 
may act as a further disincentive to SMEs.  

• Developing an e-Business Strategy – In general SME owner/managers are not 
very good at committing their business strategy to paper. Some see this as 
allowing the company the flexibility to adapt to the current environment. The 
need to develop a strategy is even greater where e-Business is concerned. 
Ideally the e-Business would seamlessly integrate with the business strategy. 
This would enable the company to set out a critical path to success in e-
business. There is always a need for an e-Business strategy and action plan 
which has sufficient detail to allow progress to be monitored and measured. 

• Need for Management Commitment – Decisions need to come from the top 
and need to be made in an informed way. In order for an Owner or Senior 
Manager to make such decisions they will need to take it upon themselves to 
be fully informed. This should enable the owner/manager to be fully 
committed to the success of the e-Business efforts. 

• Taking Risks - Economic failures are an intrinsic element of business life, 
particularly in a fast-changing environment like the Internet. In many 
countries, strict bankruptcy laws act as a strong disincentive to risk-taking.  

• Negotiation of financial transactions – personal negotiation of financial 
transactions is common among SMEs and is difficult to undertake on the 
internet. 

• A tendency to view e-commerce in isolation from a transition to e-Business – 
e-commerce is only a part of a wider transition to e-business. Such a transition 
is often difficult to envisage for an SME 

• Fear of stronger competition on the Internet – This is often associated with 
lack of resources to undertake market research. The potential for extra 
competition may require the company to put an alternative internet marketing 
strategy to use e.g. differentiation or diversification or specialisation.  

• Reaction to competitive pressures – e-commerce may become a defensive 
strategy rather than as part of an integrated strategy to improve 
competitiveness. It is important that the e-Business strategy is not overly 
focused on defensive actions. 

 
 
Cost / Financing 
 

• The costs of implementation of e-Business - These can be a serious barrier for 
SMEs. The cost of setting up an e-Business includes preliminary planning, 
procuring hardware and/or software tools (installation, training, and 
subsequent reorganisation), continuous maintenance, servicing costs and 
telecommunications charges. The cost of the initial investment has dropped in 
recent years.  

• Calculating the Return on Investment (ROI) - Just as it can be difficult to 
understand the commercial advantages of an e-Business model, it can be 
difficult to calculate the ROI on an e-Business investment. SMEs often work 
with limited funding resources and need to see a significant return before they 
will take a significant decision on e-business.  

• Long pay-back period until e-commerce takes off - which can be a critical 
factor for SMEs 



• Maintenance and service costs - Getting the right ICT equipment is only part 
of the equation. Maintenance and service costs remain critical for many SMEs. 
Uncertainty about the viability of the initial investment and the rising cost of 
maintenance services may reduce their willingness to undertake the necessary 
investments. Forecasts of operation and maintenance costs represent a major 
uncertainty for SMEs 

• External Support - SMEs have to be prepared to outsource ICT services and to 
acquire professional skills and use consultants to help prepare for the 
organisational changes required by e-business. It has been shown in some the 
case studies that SMEs often experience difficulties identifying consultants 
and e-business suppliers willing to work with them. These suppliers are often 
only interested in the large contracts available from larger organisations. 

 
Skills / Training 
 

• Skills - The lack of suitable technical and managerial staff with sufficient ICT 
expertise is another major barrier. SMEs critically depend on “on-the-job-
competence”.  

• Availability of Skilled Labour - Europe has a shortage of skilled ICT and e-
Business professionals. Some Member States have taken action to attract ICT 
experts from third countries. Bringing in outside expertise is costly, and in 
today’s very competitive market for ICT specialists, big companies and fast-
growing ICT start-ups have a clear advantage over “traditional” SMEs in 
attracting or finding suitable expertise in other countries. 

• Availability of Staff Training – There are a large number of companies 
providing training on e-Business technologies. The availability of general 
training is less of a problem nowadays, but specialised training on specific 
software packages and advanced level courses can be more difficult to find. 
Further information on the current state of training in the Usher regions was 
gathered by wp6 through the use of a questionnaire and  can be found in the 
I6.1 internal report.  

• Staff Training Plans – Many SMEs are reactive in their training activities and 
the development of a plan for training may not be familiar to them. Companies 
need to prepare detailed training plans for their staff. The creation of an e-
Business strategy should not focus solely on the hardware / software to 
facilitate the e-Business activity, it should also detail the staff training required 
to ensure that the benefits of their use accrue to the company.   

• Training and Retaining - Many SMEs do not put effort into training their staff 
because they fear that once trained and qualified the individual may leave the 
company to work for a larger organisation. E-Business skills are in demand 
and may command a higher salary. This needs to be considered when selecting 
employees for training. Some SMEs try to rewards loyal employees by 
sponsoring training courses, others try to recoup course costs if an employee 
leaves soon after completing a course.  

 
Supply Chain Issues 
 

• Lack of conviction and engagement from suppliers and customers – Often it is 
not the SME who can drive improvements in the supply chain through the use 
of e-business. There needs to be a shared conviction and full engagement in 



the technology, up and down the supply chain to ensure that the rewards can 
be achieved. Where software or systems prove to be incompatible with those 
of customers and suppliers, there is a high risk that ICT investment may be 
lost.  

• Critical Mass - There needs to be a critical mass of activity in the supply chain 
to generate the momentum to maximise the potential for savings. If the 
customers are other SMEs then there is a substantial critical mass problem.  

• Inertia from buyers – SMEs do business with many different clients. The 
transition to e-Commerce requires customer involvement. This may not be 
routine behaviour. It is easier to justify the decision to move into e-Business 
where a customer is migrating or has moved its systems to e-commerce. 
Where customers are not using the new technologies the basis for justifying a 
move is weakened.  

• Supplier hostility – Well established supplier-producer relationships found in 
the SME sector are threatened by the dramatic increase in competition brought 
about by e-commerce 

• Gaining critical mass in a network – A large firm may constitute an internal 
critical mass, which is not the case for SMEs. 

• The inability to operate in global markets – Opening up the business to the 
global marketplace may involve cultural and linguistic barriers. These can be 
serious and costly for small firms. 

• The ability to improve ICT based logistics – SMEs are often dependent upon 
external transport and logistics provision. The improvements in 
communication and product tracking etc allowed by the internet can lead to 
the need to integrate logistics into the companies system, which is often not in 
the direct control of the company. 

• New partnership loyalties – Co-operation rather than competition may be the 
basis for success in e-business. This can be a problem for SMEs in traditional 
sectors and in poorer regions. E-Business portals etc. may create much larger 
markets, but can require a great deal of loyalty and trust building in the new 
partnerships that they create. 

 
Technology Choices 

 
• Fear of choosing an incompatible system/application – The SME needs to 

have a system which is compatible to the systems used by large suppliers or 
customers who may have resources to implement complex IT solutions. The 
SME does not have that luxury. 

• Technology and standardisation - More than any other business users, SMEs 
have a strong interest in standardised and fully compatible ICT solutions that 
stay relatively stable over time. At present, the complexity and the lack of 
robustness of many ICT solutions are discouraging many SMEs. Where 
software or systems prove to be incompatible with those of customers and 
suppliers, there is a high risk that ICT investment may be lost. SMEs do 
business with many different clients. Yet they often have to follow the 
technology and business standards set by major clients, and hence run the risk 
of becoming “locked-in” to a specific technology, used by one contractor but 
not by others.  

 





sufficient return on the e-Business investment and that this investment is essential to 
the competitiveness of the firm. 
 
E-Business adoption is closely linked to the SMEs perception of the importance of the 
internet and how it might impact on their business. Two key indicators that influence 
the adoption of e-Business are the size of the firm, (the smaller the firm the less likely 
it is to use the internet), and the age of the key decision maker, (the older he/she is the 
less likely they are to adopt the internet as a business tool. The barriers inhibiting e-
Business adoption among SMEs are consistent, regardless of what stage of e-Business 
development the SME is at – i.e. whether they are i) not on the internet, ii) using the 
Internet or iii) attempting to use more sophisticated systems. There is a difference, 
however, with respect to the stage of e-Business development that SMEs are at and 
the emphasis they place on each of the barriers. For example, SMEs not using the 
Internet cite ROI and cost as the primary obstacle; those using the Internet cite the 
lack of an e-business strategy as the key barrier; and those who are attempting to 
implement more sophisticated e-business solutions, such as transaction handling, cite 
security as the key impediment. 


