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ABSTRACT 
A qualitative exploration into conditions for diffusing e-commerce in Serbia was conducted by using a multidimensional model. Serbia is a country located at an important geographical location in southeast Europe, which descended on a path of political and economic changes after a decade of stagnation. Our main finding is that the process of diffusing e-commerce in Serbia resembles a car hesitating at a traffic light because all lights are flashing at the same time. Dynamics within the areas of software industry, e-payment/e-banking, and legislation support e-commerce. In contrast, the telecommunications infrastructure and ownership as well as customer beliefs and behaviors halt it. The ambivalent yellow light is triggered by the state of traffic/delivery and education. Research contributions of the study refer to advancing the understanding of trust as a major enabler of e-commerce and to filling the void in the literature on a potentially important country. Practical contributions refer to creating a country profile along with development prospects that can be useful to other developing countries and global e-commerce players. 
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INTRODUCTION 
This study investigates the conditions for diffusion of e-commerce in Serbia, a developing country in South East Europe (SEE). (See Table 1 and Figure 1). The country is touted as the European crossroads because of important international roads and railways running through it (USAID, 2005). Flows of raw materials from the east and south would naturally cross Serbian territory on their way to the industrialized west and north Europe, and the finished goods would follow in the opposite direction. While having the location of a chain link in Europe, no academic research on e-commerce in Serbia has been published beyond conference papers. In contrast, other SEE countries have been investigated (Papazafeiropoulou, 2004; Pucihar & Podlogar, 2006). The academic goal of our study is to fill this void in the literature by learning about important issues of diffusion of e-commerce in Serbia. Serbia is also interesting because, after a period of stagnation in the 1990s, it became an economy in transition and was pronounced the “leading reformer in 2005” (World Bank, 2005). Thus, by developing the country’s profile inclusive of its development prospects we intend to contribute to a learning that concerns other developing countries and players in global e-commerce.
Table 1. Characteristics of Serbia

	Area
	88,361 square kilometers

	Population
	7.5 million (2002)

	Larger cities
	Belgrade (the capital, 1.6 million), Novi Sad, Niš, 

Kragujevac, and Subotica (all over 100,000)

	GDP
	$21.7 billion; $2,620 per capita

	GDP Composition
	56.8% services, 27.6% manufacturing, 15.5% agriculture

	Unemployment Rate
	27% (2005)

	Brain Drain
	200,000 with undergraduate and higher education

	Telephones
	2,611,700 (2003)

	Web Sites
	20,000 

	Personal Computers
	800,000

	Internet hosts
	20,207 

	Internet Users
	1,500,000 (2006)


Note: Data refer to 2004, unless otherwise indicated. Kosovo is not included. Sources: The World Factbook (2005), Statistical Yearbook of Serbia-Montenegro (2004), Internet World Stats (2005), CePIT (2006),  and data obtained via email from Statistical Bureau of Serbia
SOUTH EAST EUROPE: AN UNDERSTUDIED REGION

The study of e-commerce in developing countries has accelerated in recent years (Palvia et al., 2002; Kamel, 2006; Wolcott et al., 2001). A number of topics are investigated, including e-commerce strategies, diffusion models, industry analysis, outsourcing, supply chains, electronic marketplaces, organizational designs, business process change, adoption and success factors, digital divide, and security. The theme of trust is frequent and complex in itself, containing cultural and some other aspects (Kamel, 2006; Cronin, 2000). For example, a study of e-commerce in China found that the importance of personal relationships for business, and the dominance of small, local businesses compel the rethinking of the Western model of Web storefront (Efendioglu & Yip, 2005). South Korea and Latin America share the problem of customers’ trust in online merchants (Lee, 1999; Plant, 2000; Travica, 2002). A culture of remote shopping that implies multi-facetted trust of consumers in merchants lacks in China and Latin America (Plant, 2000). In Russia and Ukraine, which boasted the strongest economies in the former Soviet Union, trust is nurtured through personal networking within the business community.
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Figure 1. Serbia and European Corridors

Interesting details are also that payments are mostly in cash, receipts are usually not issued and accounting practices are limited (Jennex & Amoroso, 2006). Positing that trust is crucial for the functioning of e-marketplaces, Humphrey and colleagues (2003) found that e-marketplaces in Bangladesh, Kenya and South Africa did very little to enhance trust building between buyers and sellers. This fact explains a limited use of e-marketplaces in these countries. 
Research on the diffusion of e-commerce in SEE that has a direct relevance for our study is underdeveloped. An early study taking a 1997 snapshot of Bulgaria, Hungary, Romania, and Slovenia, among other European countries in transition, found that commercial Web sites were mostly informational, without the e-payment capability (Travica & Olson, 1998). Papazafeiropoulou (2004) studied conditions for e-commerce diffusion in some SEE countries and found that government intervention was a factor for a successful diffusion. She also found that contra-balancing forces worked in each country. For example, Romania had strong IT and telecommunications industries, contrasted by a low penetration of the telephone network and delays in rural development; and Albania had high Internet growth rates that were countered by very limited access to the Internet.
Vidas-Bubanja and colleagues (2002) provided a rare study of e-commerce in Serbia. They found that about 2,000 firms used the Web for informational purposes, and noted the government’s efforts in supporting e-commerce, such as establishing strategic partnerships with foreign IT vendors. Maruzzelli (2004) investigated IT and Internet-related issues in Serbia in a study motivated by investment prospects. He found that, in 2003, Serbia was in an early phase of Internet adoption, with high growth rates resembling West Europe of the mid-1990s. The infrastructure for distributing Internet access and methods for e-payment were under development. Dialup access was growing fast as a profitable operation of the government-owned ISP, while this type of access was already free in “various European countries.” Maruzzelli noted that the government monopoly in telecommunications had an impeding effect. 
A MODEL OF E-COMMERCE AND RESEARCH METHODS
Our study intended to answer the research question, what are the conditions for diffusion of e-commerce in Serbia? This question was broken down to more specific ones that were based on a research model depicted in Figure 2. The model approaches e-commerce diffusion from a perspective of infrastructural conditions (layers) and their specific dimensions. This model was for the most part defined in Travica’s (2002) study—both in its layers and specific dimensions. The model captures the conditions present in the countries that were early entrants in e-commerce, and it corresponds to the generic trade cycle with activities of product search, negotiations of transaction terms, ordering, payment, delivery, and after-sales activity (Whiteley, 1999). There are several distinguishing characteristics in Travica’s (2002) model: (A) it elaborates on technological conditions for completing electronic trading (telecommunications infrastructure and the software industry), (B) it adds the assumption of cumulative economic development (e-commerce emerges when certain infrastructure layers are in place), (C) it elaborates on economic culture (shared beliefs and practices of buying, selling, paying, and dealing with other players, etc.), and (D) it differentiates between delivery and transportation. 
	Infrastructural Condition
	Dimensions

	Customer

E-Commerce 

Propensity
	Remote ordering, payment and customer support. Quality assurance. Adoption of email communication. Culture of cashless payment. Trust. 

	Education
	Technical education. Business/management education.

	Legislation
	 Laws regulating e-commerce, including conditions specified in the up- and downstream layers. 

	E-Payment/ 

E-banking
	Capabilities for and adoption of non- cash payment. 

	Software 

Industry
	Support to diverse foreign and own software products for e-commerce (e-payment/banking, Web development, security, database systems, etc.). 

	Tele-

communications
	Broad availability of telephone and Internet access. Faster and secure Internet lines. Higher, spread Internet access. Deregulation and privatization. 

	Delivery

Services
	Dependable post service. Alternative delivery services. Broader reach, increased volumes, and irregular patterns.

	Traffic Infrastructure
	Diverse and safe traffic routes. Functionality catering to delivery needs.


Figure 2. Research Model of E-commerce Diffusion
In order to respond to new developments, we added two more layers to the original model. The new legislation layer corresponds to the fact that the European e-commerce context is increasingly regulated. The education layer accounts for the growing importance of education for e-commerce and management. Also, we broadened the original e-payment layer to include e-banking. Finally, the original transportation layer is renamed into “traffic infrastructure” in order to pinpoint the physical infrastructure it refers to. It should be noted that this expanded model has similarities with some other models for investigating e-commerce in developing countries. For example, Sridhar and Sridhar (2006) proposed a model that included telecommunications aspects (the Internet penetration, governemnt deregulation, competition in service provisioning), legal framework, road conditions, payment methods, and cultural orientations. In addition, the issues captured in our model have been identified as relevant in the literature on e-commerce in developing countries (Kamel, 2006; Palvia et al., 2002a).
Our investigation was designed as an interpretivist case study (Baskerville & Myers, 2004; Klein & Myers, 1999). We used Web site surveying, a survey of software firms, observation, and various publications for collecting data. In our survey of Web sites, we included the flagship sites representing different business models (e.g., B2C portal, content provider, B2B vertical portal, and Web storefront). Therefore, the sample was intended. A survey of randomly sampled software firms was just partially successful, as many companies declined participation. A lack of tradition of surveying in Serbia was responsible for this outcome. Participant observation yielded the data on cultural aspects and in part on the education and software industry (four of the authors live in the country of study and are professionally engaged in respective areas the diffusion model addresses). Lastly, we used extensively various publications for studying all the layers in our model. We divided responsibilities for particular layers in the research model according to professional interests. This division reflected on data analysis that relied on the single coder method. 
EVIDENCE ON E-COMMERCE DIFFUSION
Our survey of Web sites unveiled a variety of business models in both the B2C and B2B domains of e-commerce. Table 2 displays several B2C examples that can be considered leaders in their industries. Web portals are among the oldest and most popular types of sites. Interestingly, business action outside of Serbian territory initiated some key portals. An example is Beograd.com that has operated from the United States, evolving though different business models (content provider, air tickets reseller, etc.). The prominent Serbia-based popular portal is Krstarica.com (the cruiser, in English) that receives almost 18,000,000 visits monthly (Cruiser, 2006). Indeed, this is a hybrid business model since it provides other commercial services as well (e.g., selling merchandise and ISP services). Established by a group of students of electrical engineering in the late 1990s, Krstarica.com symbolizes the beginning of a new era whose staples are private initiative and e-commerce. 
The content provider is also a popular model. Table 2 features B92, a very popular news medium whose Web site has 80,000 visitors a day (B92.net, 2005). This organization also owns a TV and a radio station, and has added a Web storefront to its business (books, music CDs, computers, and digital accessories). B92 is a survivor from the chaotic 1990s during which it played an important role in fighting the oppressive government of the time. Moreover, there are numerous Web Storefronts. These have no full transactional capability that would include e-payment and typically present data on products and services. An example is Knjizara.com, the online bookstore emulating Amazon.com. According to a statement of the company’s representatives, about 2000 visitors daily can browse a catalog featuring offerings of 800 publishers. Web storefronts can take orders on their Web sites, but they still do not support e-payment. So, the customer can only pay by cash-on-delivery or some classical method of pre-payment. Storefronts outside of Serbia somewhat compensate for the gap. For example, Balkanmedia, a Web-based music store, features the shopping cart capability along with credit card payment. The company has operated out of Germany since 1995. Another example of the impact from abroad is Serbian Café that has operated out of Canada since 1995. 
The B2B e-commerce is carried by a limited number of electronic marketplaces and vertical portals. The wholesaler IDEA launched a private electronic marketplace to support its sales operations. Pre-authorized partners amount to 2,500 retailers that can place electronic orders with IDEA. IDEA’s site is accessible through the Internet, and it processes more than 3,000,000 transactions per year. Vertical portals serve particular industries and their revenue accrues from various sources. Some portals provide free information and rely on advertising money. An example is the portal called 24x7 that serves the financial industry. Others sell industry-related information. An example is the Key-to-Steel portal serving the steel industry (Pocajt, 2005). This portal is also interesting as a case of both success and the challenges of e-branding of Serbian businesses. Founded in Serbia, the firm was unable to attract customers until it moved to Switzerland. Then, business mushroomed measured by tens of thousands of subscribers in 140 countries, including GE, Ford, Hyundai, Honda, Black & Decker, Thyssen-Krupp, Siemens, and Chevron. 

Table 2. Business Models in B2C E-commerce in Serbia

	B2C Business Models
	Example
	Note / URL

	Portal 
	Serbian Café;

YuSearch.com
	Both based in Canada, operating since mid-1990s.

http://www2.serbiancafe.com/eng/

	Content Provider
	B92
	Web storefront addition. 

http://www.b92.net 

	Web Storefront
	Balkanmedia.com
	Based in Germany.

http://www.balkanmedia.com 

	Web Storefront/ Bookstore
	Knjizara.com
	http://www.knjizara.co.yu/ 

	Jobs Agency
	Poslovi.net
	http://www.poslovi.net/ 

	Classified Ads
	Net oglasi
	http://www.netoglasi.com/ 

	Directory Service
	YuLinks
	http://www.yulinks.co.yu/ 

	Real Estate
	Berza nekretnina
	http://www.berza-nekretnine.co.yu/kuceall.html 

	Bank
	Nacionalna stedionica
	https://secure.nsb.co.yu/ 

	Hybrid 
	Krstarica.com
	Portal, Web storefront, ISP, content provider, chat.

http://www.krstarica.com/


OBSTACLES TO TRAFFIC AND DELIVERY
The bottom layer in our pyramidal model of e-commerce (Figure 2) refers to traffic infrastructure—roads, air traffic facilities, railroads, and waterways. These provide support for delivery services required both in B2C and B2B e-commerce. The land traffic infrastructure in Serbia rests on a well-developed intercity road network. The Morava river valley has always played the central role in making Serbia the crossroads between the North and South, and East and West. It houses the major road in the country—the cross-Europe highway E-75 that starts in Norway and ends in Greece (known as Corridor 10; see Figure 1). Another important road is the international highway E-70 that starts in Spain and ends in Turkey. These facts make Serbia a natural transportation hub. 
Serbian railroads are 40% included in Corridor 10 and they connect Serbia with the neighbors and with three seas. A 500 kilometer-long segment of a high-speed railway is underway and it should be completed by 2010. Serbia’s waterways also have an international character—four of its five longest rivers flow over the country’s borders. The Danube River presents a significant economic potential (World Bank, 2005). It runs through 10 European countries, making a transportation corridor in itself. This Corridor 7 connects west and east Europe, and the North Sea with the Black Sea. 

A realization of a traffic hub scenario, however, is challenged by a poorer condition of the road network and losses in the road and railroad traffic due to mismanagement and destruction in the 1990s. Another challenge refers to the state of the air traffic infrastructure. For example, the Belgrade Airport lost its international prominence it enjoyed before the 1990s, and the ensuing drop in income downgraded the maintenance and asset renewal capabilities of this and other airports. It is clear that the entire traffic infrastructure necessitates capital investments that can come mainly from international lenders.
Delivery refers to moving the goods from the seller to the buyer, which includes the services of transportation, warehousing, freight forwarding, logistics (planning the shipment routes and timing, shipment tracking), and other steps in the order fulfillment process. Delivery draws on the traffic infrastructure for physical movement of the goods as well as on telecommunications for order placing and shipment management. In Serbia, the main provider of land delivery services is Serbian Post. This is a government-owned monopoly with major stakes in a number of subsidiary companies, covering landline and mobile telephony, banking, and Internet services. Serbian Post provides door-to-door delivery of semi-finished goods between manufacturers and from manufactures to retailers, warehousing, handling of returned shipments, and international delivery in cooperation with German DHL. The national railroad company plays part in cargo delivery that is at a modest level. Our observations suggest that Serbian Post managed to maintain a quality service even during the chaotic 1990s when other institutions were failing. It should be noted that other players in the delivery industry have more limited capabilities. For example, some wholesalers and retailers offer transportation and warehousing services, and smaller private firms and independent truckers offer transportation. FedEx and UPS are present, expanding the global delivery offerings.

Delivery via waterways has a potential that has only recently begun to materialize. For example, the Danube port Smederevo is handling the traffic needed for a gigantic complex of metallurgy factories recently acquired by US Steel. Steel products are shipped down the Danube to Black Sea ports in Romania and Bulgaria. However, the international traffic via the Danube was halted in Novi Sad from 1999-2005 because funds were lacking to replace a makeshift construction that substituted for a bridge destroyed in NATO’s air strikes in 1999. The calamities of the 1990s have had a prolonged effect on the delivery industry. Serbia is behind the neighboring countries in terms of the number of trucks, and nearly 40% of these vehicles have recently been unable to meet the technical standards of European Union (USAID, 2005). 
Even more affected is airborne delivery. Cargo transport is handled by the state-run carrier Aviogenex that owns a handful of planes. The national airline Jat Airways—the successor of once powerful JAT (Yugoslav Air Transport)—struggles with an aging fleet and an outdated strategy focused on passengers service. The need for asset renewal is coupled with urgency of transforming social and business institutions (e.g., privatization and participation in international alliances). 

TELECOMMUNICATIONS BOTTLENECK
Since 1996, the number of Internet hosts in Serbia multiplied 25 times. Although this figure appears impressive, today the number of Internet users is 1.5 million (CePIT, 2006), which is just 20% of the population. This penetration rate is significantly smaller than in Slovenia (54%) and Croatia (45%). In the distribution of penetration rates in all SEE countries, Serbia is placed fourth from bottom up (ibid.). 

The Internet backbone in Serbia is Serbian Multiservice Internet Network (SMIN). It is owned by Telecom Serbia, the telephone business of Serbian Post. Primarily intended for Internet services, SMIN is also used for the transfer of voice and data as well as for building Virtual Private Networks (VPNs). SMIN has four Points of Presence (Belgrade, Novi Sad, Niš, and Kragujevac), which are mutually connected by 155 Mbps lines. Two 155 Mbps lines connect SMIN to the global Internet. The basic Internet service of SMIN is switched access via public telephone network a 56Kbps-modems ($30 buy 200 connect hours). Another service is Integrated Service Digital Network (ISDN), with the maximum speed of 128 Kbps ($200-1,100/year plus cost of connection time at ¢0.37 per minute for local calls). A broadband service is also provided as shown in Table 3. The broadband lines are typically unaffordable for small and medium size enterprises and so they usually use the ISDN option. There were about ISDN 80,000 users by October 2005. 
Table 3. Broadband Lines and Annual Fees
	Broadband Line
	2 Mbps
	34 Mbps

	Direct access to IP VPN
	$4,015
	$37,858

	Direct access via layer 2
	$3,476
	$34,826


Although currently sufficient, SMIN’s speed may cause congestion with the expected growth of the customer base. Access opportunities are skewed toward larger urban centers while rural areas are disadvantaged. According to the 2006 CePIT survey, 33% of the urban dwellers use the Internet, while just 12% of inhabitants of rural areas do so (CePIT, 2006). In addition, 42% of all Internet users are located in the capital city (ibid.). In addition, the network topology is star, and there are no redundant connections in the network. This design runs counter to the design philosophy of the Internet. In contrast, the National Research and Education Network (NREN) demonstrates a better network design.

The ISP market hosts 107 Internet Service Providers (ISPs) (Serbian Yellow Pages, 2005). Many ISPs are resellers of Internet access that is controlled by larger ISPs and ultimately by Telecom Serbia that owns the national wired network. The major private ISPs are Eunet, Beotel, Verat, YUBC, SezamPro, Neobee Sad, and BankerInternet. International connectivity is provided by Telecom Serbia and by private two companies (YUBC and Verat). Also noteworthy is the rise of mobile telephony in Serbia. In principle, wireless communications may be conducive to the offshoot of e-commerce called mobile commerce. An example of mobile commerce in Serbia refers to the use of short messaging service (SMS) by individuals and firms. With support of several TV stations that display ads, SMS is used for advertising, selling, and buying. There are two GSM operators in Serbia—Telecom Serbia and Mobtel, another spin-off of Serbian Post. For comparison, Albania, Bosnia and Herzegovina, Bulgaria, and Croatia each have three GSM operators, while Romania has five. 
In addition to technological limitations, the telecommunications industry is under tight government control. The governemnt is a full or partial owner of monopolies over the telephone and data networks. Instead of deliberating over crucial issues of de-monopolization, privatization and deregulation of telecommunications, the government has moved in a zigzag manner, sending confusing signals. For example, a 49% share in the national telephone company had been sold to foreign firms, and then 29% was purchased back. The development of mobile telephony has drawn a similar trajectory. 
THE RISE OF SOFTWARE INDUSTRY AND FEAR OF MICE
A viable software industry is necessary for developing and maintaining e-commerce’s front-end (Web sites), back-end (databases systems), and links between buyers and sellers and among trading partners (computer networks). In the 2000s, the software industry in Serbia has been achieving almost three times bigger annual growth than the rest of economy (IDC, 2003). 
The list of players in the Serbian software industry numbers about 1,100 companies with over 5,000 employees (Medaković, 2005). The company profiles are indicative of new times. Before the 1990s, the software development was mainly carried out by internal IS functions of large government-controlled enterprises. Today, the software industry is dominated by new, smaller and private companies along with large foreign vendors. Most of these are located in Belgrade, although there are examples of successful software firms outside of the capital.  Many vendors offer Web development services for both segments of e-commerce (e.g., PAKOM and Comtrade Group). In the B2C arena, the list of notable vendors includes Yunix Software (powers the online bookstore Knjizara.com mentioned above), and Saga (a private vendor of e-business solutions). Saga is in a partnership with Cepp, the e-business department of Serbian Post (see Saga, 2005). In effect, Saga leverages consumer’s trust in the correctness and efficiency of the Post institution in order to promote e-business (cf. Maruzzelli, 2004: 42). We used Serbian Yellow Pages (2005) to sample 47 companies offering Internet services and 75 companies offering more general information systems services. Table 4 shows their offerings and some details of their technological resources. Some of the large IS departments are also market-oriented. 
Table 4. Some Characteristics of Software Vendors in Serbia

	Technology Resources
	Offerings

	Email
	Web Site
	Web Development
	E-commerce

Applications
	Other

	94%
	77%
	28.3%
	18.8%
	Content management,
multimedia, geographical information systems 



Note: The sample contained 123 firms. Categories are not mutually exclusive. 
Foreign vendors include AcuCorp, Adobe, Autodesk, Borland, Bull, IBM, Microsoft, SAP, Oracle, Symantec, and TIBCO. Microsoft is especially active. The company recently opened a development center in Belgrade and led a campaign for suppressing software piracy. The local culture, however, reminds resistant to recognizing the economic value of software. The users still wonder “why software is so expensive” and tend to invest in software only when it is bundled with hardware. 

The government of Serbia is a player that has an impact on the software industry. The government has supported Microsoft’s actions cited above and inaugurated a strategy of IT development. This strategy prioritizes the following domains: telecommunication infrastructure, software market, financial support, human resources, innovation, business creation, software export, and contacts with the expatriate community. Another non-business player of note is the Information Technology Association within the Chamber of Commerce of Serbia established in 2001. 
Serbia’s software industry is challenged by the state of computer hardware in companies, a lack of IT awareness, and brain drain. Not many companies own IT resources that can be considered appropriate. Examples of successful B2B e-commerce refer to a handful of companies in the chemical, retail, and insurance industry. Although computers are deployed in many companies, typically simpler office automation applications are used, character-based user interfaces are frequent, and file management systems rather than database systems prevail. Moreover, conservative attitudes toward innovation of IT can be traced. One of our respondents provided a humorous illustration of resisting graphical user interface by saying “I would not let the mouse even in my basement.” Furthermore, exposure to the Internet is measured partly by the figure of 22,670 companies owning Web sites in the co.yu domain (Beocity, 2005). There is no data on the extent of using the .com domain. Concerning ERP systems, domestic private firms show smaller interest than foreign companies, while a price differential in favor of domestic ERP brands boosts competitiveness of domestic ERP vendors (Bošnjak, 2005). Finally, brain drain threatens Serbian software industry. On a scale with 1 being high and 7 low, the brain drain rate for Serbia is 1.88. In contrast, this rate is 2.06 for Romania, 2.10 for Bulgaria, 2.71 for Croatia, 2.71 for Greece, and 4.15 for Slovenia. A cause to the brain drain could be in internationally non-competitive salaries, although these are up to 10 times higher than the average salary in Serbia.
THE E-PAYMENT/E-BANKING PUSH
Supporting electronic payment (e-payment) is a necessary condition for closing the trading process in e-commerce. The institutional push for advancing e-payment and e-banking in Serbia was marked by the Law on Payment Operations that was introduced on January 1, 2003. All payment operations were transferred from the Accounting and Payments Operations Office to commercial banks, and all payment transactions were completely overtaken by the banks. The reform of the payment system opened a new segment of commerce and urged the banks to compete for clients. Currently, the implementation of e-payment systems is in full swing. The payment-card market has been developing more quickly than any other payment-card market in the region (Vuksanovic, 2002). In 2005, the number of issued payment cards in the country was twelve times bigger than in 2003. All banks issue foreign and domestic payment cards. The most frequent foreign card is VISA that returned to Serbia in 2002 after a ten-year absence and issued one million cards since then. Globally, only China experienced a faster growth. MasterCard, Diners, and American Express are also present. The domestic player is DinaCard (more below).
A “chip card” centre that renders the services of payment-card issuing, authorization, dealing with transactions, connecting to POS terminals and ATMs, and home and foreign card processing was established in 2004. Both banks and the government work on promoting payment cards as a means of payment. Debit cards are easier to obtain than credit cards. Getting a credit card includes paying membership dues and passing the credit history check that is supported by a newly established Credit Bureau. Currently, there is a dilemma about the actual credit worthiness of the major part of the population. A rather low living standard and the level of interest rates may be limiting factors. Still, the level of the current credit indebtedness might work the opposite way. The average debt per client is low—100 euros. In contrasts this figure stands at 2,000 euros in Croatia and 3,000 euros in Slovenia. Credit card diffusion is expected to increase in 2006 and to replace checks as the means of cashless, deferred payment that has for long been an unofficial "social valve." 
The government’s support to advancing the e-payment strategy is particularly evident in the National DinaCard Program, which involves different types of debit and credit cards. These cards differ from each other for loan that needs to be repaid. For example, DinaCard Klasik is a debit card, which is automatically conditioned by a possession of a current account and requires no charges. It is accompanied by special family and pension packages that include a large circle of beneficiaries. Moreover, the central bank has financed the foundation of the Switching Center that is working as part of the central bank. The Center enables connections among all ATMs of the DinaCard system in the country as well as among all POS terminals installed in stores and shops and connected in a network. For the time being, this is the largest business network in the country, involving 20,000 POS terminals and over 500 ATMs. All transactions and their outputs are monitored and supervised in the center. Pricing and other benefits promoted the DinaCard into the second most popular payment card, following the VISA card. Planning is underway to use the DinaCard for Internet payments.


INTERFACING LEGALLY WITH THE WORLD
The diffusion of e-commerce faces several legal challenges concerning the validity of documents produced and exchanged electronically, security of transactions and trust, copyright and ownership issues in trade using a website (Vidas-Bubanja, 2001). The legislative layer of e-commerce is under development in Serbia, and it is influenced by the corresponding EU legislation, international standards, certain regional initiatives Serbia has endorsed, and Serbia’s legal tradition. 

The Criminal Code has been amended in accordance with the basic recommendations of the Council of Europe. It now covers software piracy, unauthorized use of computers and computer networks, computer sabotage, creation and spreading of computer viruses, computer fraud, disruption of electronic data processing and transmission, unauthorized access to a protected computer or computer network, and protection against unauthorized limits to the access of public computer networks. Changes have also been made in the regulations of intellectual property, inclusive of software products. New laws exhibit a basic compliance with international regulations. For the first time in history, unauthorized use of copyrights and related rights are sentenced as crime. 

Digital signature is regulated by a law adopted in late 2004. This law is in line with common practices and regulations in the EU and the United States. It is one of several acts constituting a legal framework for e-commerce. However, no systemic approach has been taken toward local electronic payments yet. Business players rely on the National Bank of Yugoslavia Ordinance on Electronic Payments and the Law on Payment Operations. While issuing payment cards, local banks rely on the Law on Banks and Other Financial Organizations, international standards, and experiences. European Commission’s recommendations that define the relationship between cardholders and card issuers need yet to be built into regulations on electronic payments.  

The Law on Access to Information is drafted, and it is compliant with international standards. There are some reservations regarding Government’s capacity to effectively implement the provisions of this Law. In addition, there is The Law on Advertising that regulates spreading of advertisements via traditional media (press, radio, TV), billboards, voice phone and fax. However, it does not provide protection against unsolicited electronic messages (internet, email, SMS, etc.). 
Another effort in connecting in the domain of law to international electronic economy has materialized in Serbia’s activities in the Stability Pact eSEEurope Initiative (2002) (Electronic South East Europe). This trans-national association was founded in 2002 to promote “information society” in the member countries—Albania, Bosnia and Herzegovina, Croatia, FYR Macedonia, Moldova, and Serbia and Montenegro. Part of the eSEE Agenda is to synchronize legal frameworks related to e-commerce (e.g., e-signature, cyber crime, and personal data protection). 

EDUCATION CHANGES AND THE CASE OF MISTRUSTFUL CUSTOMER
Similarly to banking, the sector of education has been recently subjected to changes that may bring Serbia closer to European standards of information age. 2005 marked initial moves in Serbia to meet major aspects of the 1999 Bologna Declaration for Higher Education. Traditionally, Serbia has had a fully developed system at all levels of education, resulting in a well educated population with a low rate of illiteracy. Technical studies have always been very popular in Serbia, and common wisdom is that Serbs are better engineers than managers. Technical schools have a capability of educating high quality engineers, especially in the area of electronics. Technical education in other areas at the university level includes training for Microsoft Office. Post-secondary business schools teach courses on Internet and e-commerce. Furthermore, English, the lingua franca of the global electronic economy (Keen, 2005), is now mandatory in Serbia from the first grade. In the past, English was the first choice in city schools, competing with Russian (in rural areas) and German. Finally, education for management has been initiated in both public and private universities. Private schools are a new institution that started in the 1990s. Although these present a welcome competition to the public school system, the quality of education in some may be an issue. 

In contrast to encouraging changes in education, the customer base for e-commerce still lingers in a slower lane. Understanding the propensity of customers to engage in e-commerce has to do with the last level in our model of e-commerce diffusion. This dimension captures a range of traits of culture and social psychology, and we focused on trust in merchants, banks and international brands as well on some salient cultural values. We have found that the typical Serbian consumer is mistrustful. The old retail chains went bankrupt during the 1990s, giving way to a burgeoning black market and makeshift street shops. Quality assurance, product return policies, product servicing and other modern trading methods went to oblivion. As a result, trust in merchants disappeared. Bankers followed the suit by trapping hard currency savings and engaging in scheming. In effect, bank clients were robbed before the eyes of the government (Dinkić, 1995). This grave involution was eventually halted with the change of governemnt in 2000. 
Most of the consumer base is traditionally oriented and prefers stability signified in national brands (Vujić, 2004). The exception is younger consumer groups that show a preference for international brands. These consumers may perceive international brands as a symbol of social status and wealth (Maričić, 2002). The conservatism of prevailing consumer groups may be related to the traditionalistic culture that maintains a strong focus on the past (Jerotić, 2003) and a longer time horizon (Trompenaars & Hampden-Turner, 1998). On a list of 42 countries based on the perceived length of time horizon (the average of the perceived extension of the past, present, and future taken together), Serbia ranked about the top of the list (Trompenaars & Hampden-Turner, 1998: 131). In contrast, the deviation from the traditional culture that younger consumers demonstrate can be understood in terms of psychological attitudes shared within the respective cohort. A perspective of group attitudes may also be able to complete the explanation of the mistrust in foreign brands. Our observation suggests that a political cause may play a role: this mistrust could be a boomerang effect of the pressures that have been continuously exerted on Serbia by a so-called “international community”—an unclear notion symbolizing the developed countries that tailor politics in the region. In revolt, many consumers tend to boycott the products coming from those countries.
The past time focus might moderate adoption of new ways of shopping in Serbia. 
Shopping in physical market places is still considered an important social event in Serbia. Green markets are popular as ever. They provide the space for socializing and enjoying rituals of produce selection and of bargaining with sellers. Mega-markets, resembling the Wal-Mart model, are a new type of shop that quickly gains in popularity. Catalogue-based selling is another innovation. The German retail giant Neckermann, in collaboration with Serbian Post, has recently introduced catalogue sales. Delivery times and unfulfilled orders appear to be difficulties with distracting effects that mark the early stage of this sales channel. A counter example is the sales service called "Order Now," which combines TV and the Web for the purpose of displaying and ordering products. It uses cash-on-delivery payment, and increases customer’s value by supporting a product return policy.

SUMMARY: BETWEEN OPPOSING FORCES
Before summarizing, we acknowledge the limitations of our study. In particular, the survey of businesses was just partly executed due to a low response rate. In addition to methodological consequences, affected was the study’s coverage since we could not collect data on security of telecommunications, which is an important issue (Palvia et al., 2002a). Further, the absence of marketing research in Serbia limited the data about e-commerce consumers to our observations and to the published evidence. Moreover, data analysis was limited to the single-coder method. In spite of the limitations, our study has provided interesting and potentially useful insights, thus realizing our academic goal to help cover the void in the literature on this strategically located country.  
Our findings on the conditions for diffusing e-commerce in Serbia are summarized in Table 5. Overall, the findings corroborate previous research (Maruzzelli, 2004; Vidas-Bubonja et al., 2002), while enriching the picture of opportunities and constraints pertaining to diffusion of e-commerce in Serbia. What we found can metaphorically be expressed as a car hesitating at a traffic light. Some of the diffusion conditions signal the green light—the software industry, e-payment/-e-banking, and legislation. However, both the telecommunications infrastructure and customers flash the red light, while traffic/delivery and education are painted yellow. Thus, the car of e-commerce is exposed to opposing forces. 
Opposing forces mark e-commerce in some other SEE countries as well. Although ours was not a comparative study, some comparisons could be made based on the literature. For example, the countering of a rapid growth of Internet use by severely limited network access (Serbia’s case) also exists in Albania (Papazafeiropoulou, 2004). Romania’s strengths in telecommunications (in contrast to Serbia) is counterbalanced (just like in Serbia) by a gap between rural areas and the Internet (Papazafeiropoulou, 2004). FYR Macedonia has a notable market of portals and content providers, which is countered (like in Serbia) by a less satisfactory state of the telecommunications infrastructure (Papazafeiropoulou, 2004). Note that the later condition improved owing to a strategic project that linked the entire territory of this country in a wireless network (CePIT, 2006). In spite of the similarities, the case of Serbia can inform theory with insights into a specific development trajectory of e-commerce. These insights particularly refer to the theme of trust, which has surfaced in a number of our findings. 

Table 5. Summary of Findings on E-commerce Diffusion in Serbia
	Area
	Facilitating Conditions
	Impeding Conditions

	State of e-commerce
	Various B2C Websites. Some B2B Websites. Driven by domestic and expatriate entrepreneurs. 


	Lack of transactional capabilities. International branding of B2B Websites.

	Traffic Infrastructure
	Diverse traffic routes. Inclusion in European corridors. Potential of the Danube river. Upgrading in progress.
	Condition of routes and safety, limited functionality of degraded assets.

	Delivery Services
	Dependable post service. Alternative delivery services. Broader reach.
	Potential effects of degraded traffic infrastructure on increased volumes, and irregular patterns needed for e-commerce.

	Telecommu-nications
	Rapid growth in Internet and mobile telephony. Growing market of resellers of Internet access.
	Small Internet penetration rate overall (20%) and in rural areas (12%). Slower lines and costly broadband service. Tight governemnt monopoly.

	Software Industry
	Support to diverse foreign and own software products for e-commerce. Private initiative. Presence of foreign vendors. Government’s cooperation.
	State of computer hardware in companies, a lack of IT awareness, and brain drain.

	E-Payment/

E-banking
	Revamped system of cashless payment. Point-of-sale systems. Institutionalized credit history check. 
	Websites incapable of accepting e-payment. 

	Legislation
	New regulations on software piracy, unauthorized use of systems and fraud, hacking, intellectual property, digital signature, privacy etc.
	Some regulations not fully harmonized with international laws.

	Education
	Strong technical education, mandatory English, new management and private schools, moves toward Bologna Declaration. 
	Quality of education in some private schools.

	Customer 

E-Commerce 

Propensity
	More flexible younger consumers groups. Catalog-based selling is incipient. 
	Lack of tradition of remote ordering, payment and customer support. Quality assurance incipient. Trust between various players weaker or missing.


ADVANCING RESEARCH ON TRUST 

We have found that trust played a facilitating role in the partnership between companies Saga (private) and Cepp (subsidiary of Serbian Post) that leverage consumer’s trust in the correctness and efficiency of the Post institution in order to promote e-business. Also, the IDEA seller-side portal binds together authorized buyers, resulting in a closed and trustworthy network that facilitates electronic transacting. But we have also learned how a lack of trust could impede e-commerce. The Key-to-Steel portal B2B portal became successful only after it moved from Serbia to Switzerland. This signals a lack of trust of foreign clients in a Serbian portal brand. Within Serbia, the current lack of money in circulation and consequences of the chaotic 1990s have set limits to trustworthiness of business partners. This fact might partially explain the scarcity of e-marketplaces since these crucially depend on trust (Hafez, 2006; Humphrey et al., 2003; Pucihar & Podlogar, 2006). 

Our findings further suggest that Serbian citizens lost trust in bankers because some private banks engaged in scheming during the 1990s, while government-controlled banks deprived clients of their hard currency savings. This may have a repercussion on the volume of e-payments since merchants’ trust in customers depends on bank deposits of the customers. If customers are reluctant to commit money to banks, online sellers face greater risks and may not develop fuller trust. The merchants also remember the past misconduct of bankers. The presence of foreign trustworthy bank brands may be able to reduce effects of this impediment to trust and ultimately to online shopping on both the customer and merchant side. 

Our study also informs that customers’ trust in merchants eroded as retail chains collapsed in the 1990s and black-marketed goods took the reigns (no quality assurance, warranty, product return or service was provided). Online sellers now face a double challenge—to ward off this old mistrust and to earn trust as a new type of player in the market, the online merchant. Experience from other developing countries teaches that the later challenge can be difficult enough (Pavlou, 2003). Moreover, more mature consumer groups in Serbia do not trust foreign brands. The source of this mistrust is in attitudes that belong to the domain of social psychology and that have resulted from a curious mixing of politics with economy, as discussed above. These attitudes demonstrate anew the complexity of the trust phenomenon. Finally, a necessary condition for a strategy of diffusing e-commerce in Serbia is likely to be in strengthening trust between Serbian business and the government as well as between these and foreign partners (more below).
Overall, it appears that trust is a major driver of e-commerce when the domains of the economic/national culture and of group psychology are concerned. Our model of e-commerce diffusion has dealt with this trust complex via the dimension of customer e-commerce propensity. However, our trust-related findings exceed this dimension. Trust is a two-way street—trust of merchants in customers and banks is as important as the customers’ trust in these players. In addition, trust attitudes on cross-border B2B transactions appear important in the case of Serbia and may be relevant for similar countries. This broad involvement of the trust factor in e-commerce issues warrants an appropriate extension of the diffusion model to account for e-commerce propensity of various actors—not just customers.
UNFREEZING STATUS QUO 
A practical contribution of our study is intended to countries that share similarities with Serbia. What can these learn from Serbia’s experience? First, it is apparent that the limited diffusion of e-commerce, exclusion from global electronic economy and slower economic development go hand in hand. Serbia was about five years late in adopting the Internet, and this precipitated a slower development of e-commerce. For example, Web storefronts still miss transactional capabilities. Some faster developing parts of east Europe were in this phase in the late 1990s (Travica & Olson, 1998) and have past it in the meantime. The underdeveloped e-commerce capability, in turn, limits development opportunities of the entire economy that needs fresh initiatives, business models and capital after the devastating 1990s. 
It is also clear from our evidence that one can exit this unenviable situation by removing political and economic suppressors. After a removal of the oppressive governemnt in 2000, the pariah country became The World Bank’s leading reformer in 2005. So, Serbia managed to build some strength in several areas relevant for e-commerce (Table 5). Yet, similar developing countries can also learn that the governemnt grip over telecommunications and lip service changes in this area can seriously impede e-commerce. Any developing country needs to make the telecommunications sector a top priority, and to study the options of deregulation, divestiture, privatization, and market competition. 
UNCOVERING FORTUNES OF “UNFORTUNATE” LOCATION
Another practical contribution of our study concerns development prospects of Serbia. We have determined that these have opened up with the unfreezing of the pre-2000 status quo. However, we maintain that the development prospects of Serbian e-commerce are much larger than what has materialized so far. Serbia could benefit from a more ambitious strategizing, by capitalizing on its geographical location within the milieu of an emerging “global information-based marketspace” (Kamel, 2006: vii) and a new and globally expanding “electronic economy” (Castells, 2000). This jump shift may have to do with overcoming a traditionalistic cultural baggage as much as with a radical transformation of telecommunications and infusion of capital. 
Preferring physical security over economic reasons, a Serb traditionalist explains various historical disturbances of the nation by an “unfortunate” crossroads-based location of Serbia. We juxtapose the marketing principle that “location is everything” to this myopic vision, thus seconding the experts who qualify Serbia’s location as a great developmental opportunity (USAID, 2005; World Bank, 2003). Indeed, a smart strategy may turn the alleged “misfortune” into a fortune. Our model of e-commerce diffusion provides a basis for such strategizing. It can give the direction to changes in particular economic areas that are reflected in its layers. For example, the current improvements in the traffic infrastructure, e-banking, legislation, and education, may be driven toward a higher goal to move beyond traditional commerce (a stand alone transportation industry) and to reach global e-commerce (a delivery sector that is part of global supply chains). Logistics operations for the goods that flow through Serbia present one opportunity for spawning value-added services. These flows of goods need to be accompanied by the flows of information that serve the purposes of order management, shipment tracking, money transfer, and other information-based value-added services. 

The list of opportunities for strategic utilization of Serbia’s location can, of course, be continued. But it is important to keep in mind that such strategizing necessitates a synergy between business and government (Kamel, 2006; Palvia et al., 2002a; Papazafeiropoulou, 2004). Trust that is shared by both sides can fuel this synergy. Another key avenue refers to foreign partners. Setting up electronic links between Serbian business and international electronic marketplaces amounts to being mapped in the global marketspace, which can be a path toward establishing strategic business relationships (Humphrey et al., 2003; McMaster & Nowak, 2006). Again, mutual trust between the two sides surfaces as an important condition. As Serbia has much to do in creating and implementing an e-commerce strategy, players in global e-commerce need to make symmetric efforts. Prolonged hesitation would be too costly for both sides. 
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