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FOREWORD

The Aid for Trade initiative was launched in 2005 with the aim of addressing the supply side and
trade-related infrastructure constraints that often hamper developing countries’ participation in
global trade. We are proud that more than USD 300 billion has been disbursed for aid-for-trade
programmes and projects since the Aid for Trade Initiative was launched. We note that 27% of this
total has gone to least-developed countries and recall the ongoing challenges they face.

The analysis collected for this report, from developing and least developed countries, regional
economic communities and their development partners, underscores that aid for trade results in
inclusive trade and development outcomes. The positive impacts reported from Trade Facilitation
Agreement implementation actions are encouraging.

Promoting inclusive trade for sustainable development requires us to improve connectivity—both
physical and digital. Without connectivity, trade does not take place, and we are all poorer. More and
better aid for trade must be mobilized to address this challenge. The 2030 Agenda for Sustainable
Development gives the Aid for Trade initiative even greater relevance.

High trade costs price many firms out of markets and reinforce economicisolation. This is also evident
in the digital networks that intertwine with physical trade infrastructure and which are integral to
trade. Some 3.9 billion people are still offline, with only 1 in 4 people in Africa using the internet and
only 1in 7 people in LDCs.

The digital divide is also a market access divide. Without an affordable connection, individuals and
firms cannot access the market place of the world-wide web. And without the necessary skills and
regulatory environment in place micro, small and medium sized enterprises cannot thrive.

This needs to change. We must bridge these gaps in connectivity. Failure to act may reinforce
existing inequalities between developed and developing economies, and within countries between
women and men, rural and urban, and large and small firms.

This joint OECD-WTO publication, with contributions from other organisations, looks at what is
being done today and what more needs to done tomorrow to build the human, institutional and
infrastructure capacities which will allow developing countries, and especially the least-developed,
to benefit more from trade opportunities.

= ooy A

Angel Gurria Roberto Azevédo
Secretary-General Director-General
OECD WTO
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EXECUTIVE SUMMARY

This is the sixth edition of the Aid for Trade at a Glance publication. Since 2007, successive editions of this flagship
publication have shed light on the steps being taken by developing country governments and their development
partners to leverage trade for development. The 2017 edition adds further weight to the already substantial body of
evidence highlighting the effectiveness of aid for trade. It focuses on how and why trade connectivity is critical for
inclusiveness, sustainable growth and poverty reduction. It is intended to inform both practice and policy regarding
aid for trade’s contribution to the 2030 Agenda for Sustainable Development.

Almost USD 300 billion has been disbursed for aid-for-trade support since the Aid for Trade Initiative was launched.
Some 146 developing countries have received aid for trade, mainly in Asia (41.5%) and Africa (38.7%), with 27% of the
total going to LDCs. Regional and global programmes attracted almost 15% of total disbursements. More than three-
quarters of total disbursements have gone to four sectors: transport and storage (28.6%), energy generation and supply
(21.6%), agriculture (18.3%), and banking and financial services (11.1%).

Physical connectivity enables the movement of goods and services to local, regional and global markets. Digital
connectivity now intertwines with physical connectivity. Digital networks have rapidly become integral to global trade,
and offer opportunities for growth as a market place. Accessible and affordable digital connections are indispensable
for trade connectivity. Yet the Internet remains unavailable to 3.9 billion people globally, many of whom live in the least
developed countries (LDCs).

The 2030 Agenda for Sustainable Development includes targets for universal and affordable access to the Internet.
Mobile broadband networks are now available for more than 50% of the population in LDCs, but digital devices and
fixed network connections remain high in price, and limited in coverage. Affordability remains a key barrier to higher
levels of ICT use.

The digital divide can also be viewed as a market access divide with the cost of digital connections as trade costs. Firms
and consumers that are offline are locked out of the opportunities offered by the rapidly expanding market for goods
and services purchased or supplied online. Lack of digital connectivity reinforces economic isolation.

Actions to boost connectivity are being undertaken by a broad range of countries at all levels of development.
Measures should be taken to influence both the supply side (e.g. ICT infrastructure and network coverage availability)
and the demand side (e.g. affordability and usage) of digital connectivity. National co-ordination mechanisms and
strategies frequently miss perspectives and inputs from trade officials. In many countries where connectivity is lagging,
more could also be done to improve the enabling trade environment for digital connectivity.

To bridge the digital divide additional finance must be mobilized to support the development of network infrastructure,
dynamic ICT services markets, and adequate regulatory environments. Financing is essential to help develop affordable,
reliable ICT infrastructure, and build up related services offerings, especially for under- or un-served populations.
Bridging the digital divide also requires policies that increase ICT access and use. Aid for trade is supporting governments
in these efforts, and demand is expected to grow.
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Border clearance delays and inadequate physical infrastructure also obstruct e-commerce. At the border, the digitali-
sation of customs and border agencies can support efficient customs services. Behind the border, the provision of
efficient trade logjistics still matters and is arguably even more important in an increasingly digital world. A priority for
micro, small and medium sized enterprises (MSMEs) that emerges from the report is the need for action to streamline
customs procedures for these firms. The coming into force of the WTO Trade Facilitation Agreement (TFA) will arguably
address many of these concerns.

The TFA is a powerful tool to reduce trade costs. Trade facilitation tops the aid-for-trade priorities of both developing
countries and their development partners, albeit in a broader conception that also includes physical connectivity, such
as transport corridors, and digital connectivity too. There is also growing evidence of the positive impact of aid for trade
in tackling border bottlenecks and contributing to inclusive trade outcomes.

The role of services trade in promoting connectivity is growing. Services provide the basic infrastructure to support
trade in goods, facilitate supply chains, provide significant value added to manufacturing activities, and form the back-
bone infrastructure that enables e-commerce and the growing online supply of services. Services trade policies can
enhance (or hinder) connectivity and thus access to the benefits of integration into the international trading system.

Governments together with other stakeholders have a central role in developing e-commerce strategies not only around
ICT infrastructure, but also including trade logistics, e-commerce skills, legal frameworks, payment solutions and access to
financing. Access to a digital connection is a necessary, but not a sufficient condition to engage in e-commerce. Actions
by developing country governments to boost connectivity needs to be complemented by action in these areas if they are
to make the most of e-trade opportunities for generating economic growth, job creation and poverty reduction.

Digital connectivity promises productivity gains across all areas of the economy, including traditional sectors like
agriculture. Developing countries and the least developed can use e-trade as a productivity lever and device for trade
connectivity. Digital connectivity helps connecting MSMEs and women-owned enterprises to customers and suppliers
around the world. A significant connectivity gap exists between large and small firms, notably in low income countries
and LDCs. The Internet may reinforce existing inequalities of access, such as those between women and men, rural and
urban, and large firms and small firms. Policy makers should scale up access and training programmes to tackle this risk.

The publication sheds light on various examples of how the private sector is helping MSMEs, women, and rural
populations to connect to the global economy. The private sector is vital to bridging the digital divide and more should
be done to solicit their views on policy choices and public investment, and promote public-private collaboration for
boosting connectivity. Moving ahead, both developing countries and their development partners expect a scaling up
of digital connectivity and e-commerce programmes.

Findings show that the better the physical and digital connectivity, the more it contributes to market access, financial
inclusion, women's economic empowerment and poverty reduction. These impacts get amplified when the public and
private sector work together to build the institutional and physical capacity to help the poor connect and compete.

The experience of some LDCs demonstrates that investing in efforts to improve ICT brings benefits for trade and
economic development. When LDC governments together with key stakeholders including the private sector, and
international donors work together to focus development finance on trade inclusiveness for sustainable development
inclusion, much can be achieved. &



CHAPTER 1

OVERVIEW: PROMOTING TRADE,
INCLUSIVENESS AND CONNECTIVITY
FOR SUSTAINABLE DEVELOPMENT

Abstract: This chapter provides an overview of the report which examines trade costs and their influence
on sustainable development and poverty reduction. It analyses in particular the physical and digital
connectivity required to plug into the global economy. It surveys the connectivity challenges faced by
developing countries with a specific focus on the least developed, together with the action taken to tackle
these constraints. It underscores that digital connectivity is not sufficient to engage in e-commerce — a range
of other enabling factors must also be in place. It surveys the policies for supporting developing countries
to engage in this form of trade. This overview provides a snapshot of what is happening in promoting
trade inclusiveness and connectivity for sustainable development, the impact of that support and where
improvements are needed.
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INTRODUCTION

This is the sixth aid-for-trade monitoring report. The previous edition focussed on trade costs. It stressed that high trade
costs make it hard for many firms in developing countries to fully exploit market access opportunities. Obsolete or ill-
adapted infrastructure, cumbersome and time-consuming border procedures, limited access to trade finance and the
costs of meeting an ever broader array of standards were shown to be pricing too many developing country firms out
of international trade. This was found to be particularly true for small and medium sized enterprises in the least devel-
oped countries, and in sea- and landlocked countries. It is also true for trade in agricultural goods, — where perishability
and trade measures push costs higher. In short, the report revealed that high trade costs can undermine the potential
gains from trade.

Aid for Trade at a Glance 2017: Promoting Trade Inclusiveness and Connectivity for Sustainable Development continues the
focus on trade costs. It puts a spotlight on connectivity, physical and digital. Both are critical for sustainable growth
and poverty reduction. Physical and digital connectivity intertwine and are now inseparable to the conduct of trade.
Physical connectivity enables the movement of people, goods and services and provides access to local, regional and
global markets. Digital connectivity allows individuals and businesses to plug more directly into the global economy.
At its most basic level, digital connectivity links individuals and businesses through digital networks. It facilitates the
online purchase of goods and delivery of services.

Digitalisation and new technologies change how trade takes place, not why it takes place. Trade is still subject to
comparative advantage, while informational asymmetries and trade barriers, both at the border and behind the border,
continue to exist. However, new technologies are reducing the cost of supplying services across borders and con-
necting diverse actors along the value chain. They are helping to overcome many of the constraints that are associated
with operating in international markets, leading to the adoption of new business models, the entry of new businesses
and a shift in sources of comparative advantage.

Digitalisation has not only changed how trade is taking place, but also who is trading and what is being traded.
A larger number of low-value transactions and small shipments are now crossing borders. Also, goods are increasingly
bundled with services. Services represents a significant and growing share of exports of manufactured products, for
both developed and developing countries. Global internet marketplaces, such as Alibaba, Amazon and eBay are helping
consumers and micro, small and medium enterprises (MSMEs) to engage more directly in international trade. Some
MSMEs are “born global”. National and regional platforms, for example Jumia, leboncoin, MercadoLivre and Trini Trolley,
grew by offering solutions to e-trade barriers such as payment and delivery bottlenecks. These online platforms help
reduce informational asymmetries and search frictions, tackling the constraints posed by thin markets.

To better exploit the potential of e-trade, developing countries must pay greater attention to the trade policy dimen-
sion of digital connectivity and bridge the “digital trade policy divide”. This implies integrating trade perspectives into
digital connectivity strategies. Although digital connectivity is a necessary condition for e-commerce, it is not sufficient.
A series of additional steps and policies need to be in place before the potential of e-commerce can be fully tapped.

In addition, some countries—the least developed in particular—require technical and financial assistance to build
the human, institutional and infrastructure capacities needed to connect to and compete in international markets.
Official development finance and trade-related assistance from South-South providers is already helping these countries
to bridge the physical and digital divides. The private sector, meanwhile, is working to improve connectivity through
commercial investments, public-private partnerships and through corporate social responsibility and corporate philan-
thropic foundations.
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This report puts a spotlight on what is happening in aid for trade and connectivity, what is not, and where improvements
are needed. One conclusion that emerges is that aid for trade must act as a catalyst for removing both supply and
demand side constraints to the diffusion of digital connectivity, with a particular focus on the least-connected.

WHO PARTICIPATED IN THE OECD-WTO AID-FOR -TRADE MONITORING EXERCISE?

In 2017, 63 developing countries, of which 25 were least developed countries (LDCs), submitted aid-for-trade self-
assessment questionnaires in response to the OECD-WTO aid-for-trade monitoring and evaluation exercise. A total of
38 donors participated: 29 bilateral and 9 multilateral donors. Three providers of South-South trade-related support
(i.e. Brazil, Chile and Indonesia) also submitted self-assessments. Lastly, 7 regional organisations (i.e. transport corridors
and regional economic communities) participated in the 2017 exercise (Figure 1.1).

Figure 1.1. Responses submitted in the aid-for-trade monitoring exercise
Regional/Transport corridor Number of responses is shown in white

questionnaire
6%

Partner country (LDCs)
25%

Partner country Total n
(developing countries) ota ﬁ‘?o ses South-South providers
32% 3%

Multilateral donors
8%

Bilateral donors
26%

Source: OECD-WTO aid-for-trade monitoring exercise (2017a), www.oecd.org/aidfortrade/countryprofiles/
StatLink S=r http,/dx.doi.org//10.1787/888933525246

The monitoring exercise also invited the public and private sectors to submit case stories about aid-for-trade policies,
programmes and projects. A total of 145 case stories were received before the cut-off date, including: 96 from the
public sector, 25 from the private sector, and 24 from NGOs and academia.' The single largest category of case stories
(34%) focused on capacity building programmes in trade policy and regulations. Within that category, eight out of ten
case stories focussed on trade facilitation. Experiences in building trade-related infrastructure were recounted in 30%
of the case stories, with two-thirds highlighting programmes aimed at improving information and communications
technologies (ICT) in developing countries. Activities for building productive capacity were addressed in a total of 36
of the case stories, with 25 focussing on business services, 14 on agriculture, 9 on banking services, 5 on industry and
manufacture and 1 case story on fisheries (Figure 1.2).
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Figure 1.2. Program focus of case stories submitted in the context of the OECD-WTO
aid-for-trade monitoring exercise
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The following sections highlight the main findings of the monitoring exercise and other findings of the report.

CHAPTER 2. SETTING THE SCENE
World Trade Organization

On 22 February 2017, the WTO Trade Facilitation Agreement (TFA) entered into legal force. The TFA adds a powerful
instrument to the toolbox that can be drawn on by policymakers seeking to reduce trade costs. Trade facilitation
emerges as the top aid-for-trade priority of both developing countries and their development partners who responded
to the 2017 aid-for-trade monitoring exercise (Figure 1.3). The concept of trade facilitation is a broad one and includes
transport facilitation and, increasingly, digital connectivity.

Digital networks offer an avenue for developing and least developed countries to connect to global trade. Digital con-
nectivity intertwines with other modes of physical connectivity (air, maritime, road and rail) and underpins the global
value chains that increasingly characterise international commerce. Digital networks also offer access to the rapidly
expanding market of goods and services that is made available through the Internet. In the absence of affordable digital
connections, there is no access to this new global market.

Access to digital connectivity requires the supply of hard infrastructure, but uptake also depends on a range of demand-
and supply-side factors, which in turn can be influenced by regulatory regimes. Services supplied and goods ordered
online can be offered often at significantly lower cost than their offline equivalents. Many services are also digitally
enabled, even if ultimately supplied physically or in person. Yet goods ordered online still need to be physically delivered.
Often these goods face a series of obstacles that drive up their final costs and reduce the participation of developing
country firms in supply chains. Logistics, customs and trade facilitation are examples of policy areas where analogue
policies can help facilitate growth generated through digital connectivity.

The monitoring exercise points to action by a range of countries at different levels of income to harness digital connec-
tivity for their development. Digital technologies are permeating a growing array of government functions and policy
areas. The private sector and development partners are actively supporting many of these activities.
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Figure 1.3. Aid-for-trade priorities from partner and donor agencies
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Trade policy can have an important influence on digital trade connectivity costs, in terms of both the availability and
the affordability of connections, and therefore on the ability of developing countries to use digital connectivity for
their trade integration and economic development. The emergence of a possible “digital trade policy divide” is an
issue of particular concern. The monitoring exercise suggests that trade ministries do not appear to be systematically
engaged in ICT, digital or other e-government national co-ordination mechanisms. This same issue is also mirrored
among development agencies where connectivity is not often considered from a trade perspective.

CHAPTER 3. DIGITAL CONNECTIVITY AND TRADE LOGISTICS
Organisation for Economic Co-operation and Development
and United Nations Conference on Trade and Development

Innovations in the digital economy reduce the costs of engaging in trade. This, in turn, can enable previously mar-
ginal buyers and sellers, or those in remote areas, to enter markets, thereby strengthening inclusive economic growth.
However digital trade is not without challenges. First, transforming digital connectivity opportunities into digital trade
for development requires tackling long-standing constraints to market integration as well, such as physical connec-
tivity, and reduce the cost of physically moving goods across borders (customs efficiency) and behind the border (trade
logistics services efficiency). While digitalisation can also help reduce those costs, it also creates new ways of trading
requiring adaptation from both public and private actors. .

Addressing traditional physical connectivity constraints is a necessity to unlock the opportunities created by
digitalisation and digital trade. Traditional physical connectivity, such as hard infrastructure and the provision of
efficient trade logistics (for example air, maritime road and rail transport services), still matter. Although it has reduced
over time, physical connectivity still weighs heavily on trade costs (see figure 1.4). In fact, in the digital world physical
connectivity may have become even more critical. However, digitalisation also provides an opportunity to reduce
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the cost of addressing physical connectivity bottlenecks and increasing market access. This creates positive spill-
overs for public and private actors. Digitalisation lowers the costs of moving goods by reducing co-ordination costs
between different actors in global value chains (GVCs), and the costs of support services that are necessary to make
trade happen, from transport to insurance.

Figure 1.4. Freight and insurance costs as a percentage of the value of imports, ten-year moving averages
within country groups, 1989-2016
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For trade facilitation, digitalisation also provides opportunities to reduce costs of implementation associated with
co-ordination among authorities, and with private actors, and ways to manage the processing of increased trade flows.
Measures such as customs automation, electronic documents and Single Windows are all easier to implement today
than when trade facilitation negotiations started at WTO a decade ago. In addition, digitalisation of customs operations
creates positive spill overs for both public and private actors. For instance, it increases transparency by decreasing risk
management costs for customs authorities; increases the efficiency of customs operations and reliability for the private
sector and finally decreases corruption opportunities.

The OECD Trade Facilitation Indicators (TFls) measure progress in areas falling under the WTO TFA. The indicators
highlight that, atits entry into force, implementation of the various substantive provisions of the TFA was well under way.
While digitalisation and the flow of data across borders can support efficient customs services and the implementation
of the TFA, digitalisation of clearance processes lags behind in many customs and other border administrations. A lack
of ICT infrastructure is one reason for this. More progress is also needed to improve coordination between public
authorities within and between countries (See figures 1.5 and 1.6).
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Figure 1.5. Automation tools in place, by type of tool and by country grouping
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Figure 1.6. Automation tools for domestic border agency co-operation
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Holistic approaches are required to deal with weak links or bottlenecks in terms of both physical and digital connectivity
in the trade logistics chain, whether between logistics modes, between countries or between systems. For instance,
good maritime connectivity requires not only efficient port infrastructure and competitive shipping lines, but also
efficient hinterland services. Co-ordination at the regional scale has the potential to maximise returns to infrastructure
investments. Also, digital connectivity requires systems that are capable of exchanging information seamlessly. This
raises issues such as interoperability, and more broadly constraints preventing the continuity of information flows.
Failure to consider these issues can substantially limit the gains from digitalisation.

Finally, digital trade changes the way goods are traded (increasing the volume of small value shipments traded, as
well as the importance of parcel services as an export pathway and consolidation of containers) and who trades
(i.e. micro, small and medium enterprises, or MSMEs). These “new” types of trade flows require customs and other border
authorities to think about updating their systems to ensure an appropriate balance between control and facilitation for
imports and exports.
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CHAPTER 4. THE CONTRIBUTION OF SERVICE TRADE POLICIES TO CONNECTIVITY
AND DEVELOPMENT
World Trade Organization

Services trade policies can play a fundamental role in addressing the difficulties faced by a number of developing
countries in connecting to the international trading system, thereby reducing economic isolation. Indeed, well-
functioning services markets are key to advancing both physical and digital connectivity. Services occupy a central
place in both domestic economies and international economic relations. They generate more than two-thirds of world
GDP and employ the greater proportion of workers in the large majority of countries. Services account for 49% of world
trade, compared with 33% for manufacturing and 18% for the primary sector when measured in value added terms.
Services are also the predominant destination of foreign direct investment, representing approximately two thirds of
world foreign direct investment (FDI) stock.

Services have a fundamental impact on achieving the 2030 Sustainable Development Goals given their weight in
domestic economies, as well as their multi-faceted significance for trade. This is not only in relation to economic per-
formance in general, but also to their role in specific areas such as energy, environment, health or education. This view
is largely shared by developing country governments. As illustrated in Figure 1.7, respondents to the OFCD/WTO aid-for-
trade monitoring exercise considered that trade in services could make a significant contribution to the achievement of
Sustainable Development Goals.

Services help connecting economies to the international trading system and the global trading system through four
main channels. First, services provide the basic infrastructure on which trade in goods relies. A diversity range of ser-
vices is necessary to bring final goods from their production site to consumers across borders. The more expensive or
inadequate the underlying services, the harder it is to trade goods. Second, services are key enablers of global value
chains (GVCs), which now play a preponderant role in connecting economies through trade. Services permit the coor-
dination of GVCs, but also provide increasingly significant inputs to the production of goods. Thus efficient services
are essential for industrialisation and trade. Third, services are key enablers of the digital supply of services and the
functioning of e-commerce more generally. Telecommunication and [T services can have a transformational impact on
economic development. They provide the basic infrastructure that allows for a range of services to be provided digitally
and for goods to be offered and purchased online. Fourth, services supplied online enhance connectivity by providing
developing countries with new export opportunities. Their share of world services trade has jumped and a number of
developing countries have experienced the most rapid export growth in certain services segments.

Services policies play a fundamental role in connecting countries; when trade-facilitating, they promote connectivity,
when trade restrictive, they tend to limit it. Services trade costs are much higher on average than for trade in goods.
Barriers to trade in services contribute largely to such costs, which are relatively high and widespread. Sectors essential
to physical connectivity (e.g., transport) and to digital connectivity (e.g., telecommunications) face trade restrictions in
a number of countries.

Recent research has found that services trade policies can limit — or enhance — connectivity in different ways. Services
sectors facing lower trade costs — themselves associated in part with lower services barriers — have been found to be
more productive and to have higher productivity growth. Restrictive services policies limit physical connectivity. For
example, policy restrictions in the road transport sector increase the price of trucking services and raise trade costs,
especially for landlocked countries.
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Figure 1.7. Partner views of SDGs that growth in services trade may help achieve
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Services trade restrictions also negatively affect foreign investment, as well as the export of manufactured products.
Further, countries that have introduced quality regulation — including allowing competition — have had greater success
than others in developing their digital economy. Such regulatory settings are key to driving investment in information
and communications technology (ICT) and uptake. Bridging the digital divide therefore hinges in significant part on
such government policies.

Over the past 25 years, the regulation of the telecommunication sector has undergone fundamental transformations, as
the large majority of countries has moved from monopolies to regulatory environments encouraging effective compe-
tition, with lower barriers to entry and often privatised state-owned incumbents. Competition in the telecommunica-
tions sector has reduced prices and increased penetration levels.

Asreported by the UN Broadband Commission, a study of 165 countries between 2001 and 2012 showed that competitive
markets had mobile broadband penetration levels that were 26.5% higher than those countries without competitive
markets. Many studies have also found that this change in policy approach has been associated with enhanced
affordability, as well as higher quality and greater diversity of telecommunication services. Accordingly, adequate trade
and investment policies in the telecommunication sector, supported by appropriate regulatory frameworks, figure as
key building blocks to develop quality infrastructure and help reduce the digital divide, and consequently provide a
platform to take advantage of digital opportunities.

CHAPTER 5. SPANNING THE INTERNET DIVIDE TO DRIVE DEVELOPMENT
International Telecommunication Union

Rapid growth in ICT access and use as well as the evolution towards a global information society, promise new devel-
opment opportunities for everyone. Internet uptake has been found to bring great benefits for people, governments,
organisations and the private sector. It has opened up new communication channels, provided access to information
and services, increased productivity, fostered innovation, and facilitated trade in goods and services. Information and
communications connectivity and use are key building blocks of the digital economy, and indispensable drivers of
e-commerce,

The importance of infrastructure and connectivity is recognised in the 2030 Agenda in Sustainable Development Goal 9
on industry, innovation and infrastructure. It issues a call to “significantly increase access to information and communi-
cations technology and strive to provide universal and affordable access to the Internet in least developed countries
by 2020." Yet while the increasingly ubiquitous, open, fast and content-rich Internet has changed the way many people
live, communicate and do business, major differences continue to exist in ICT access, use, and affordability, in particular
in terms of broadband Internet access and use.

The benefits of the Internet are still unavailable to over half the world's population: 3.9 billion people globally remain
offline (Figure 1.8). Many of these people live in the least developed countries (LDCs), where 15% of the population are
using the Internet. Furthermore, in the vast majority of countries, there is a rural urban divide and the proportion of
men using the Internet is higher than that of women; the gender gap is particularly pronounced in the LDCs. ICT infra-
structure, connectivity and quality of service in the least developed countries are lagging behind the rest of the world.

Policy makers must make sure they address and overcome important infrastructure bottlenecks, in terms of both
national backbones and international Internet connectivity. Similarly, fixed- and mobile-broadband prices remain high
for the world's poorest countries, and unaffordable for low-income population groups. Moreover, developing coun-
tries, and in particular the LDCs, rely almost exclusively on mobile-broadband networks to deliver Internet access to
end users, including many businesses. Although 3G and 4G (or higher) mobile-broadband networks have reached un-
precedented levels of population coverage, their speed—or latency (the amount of time it takes for a data packet to
traverse a network, which affects the quality of a connection—is inferior to that of fibre broadband networks, which
continue to provide a more reliable and often cheaper option for data intensive applications.
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Figure 1.8. ICT penetration by level of development, 2016
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There are a number of important steps governments, and in particular the LDCs, can take to create an enabling regula-
tory environment that will help to stimulate investment and increase ICT access and use. Two-thirds of all LDCs are still
in either the first or the second generation of regulation and need to urgently carry out basic reforms, including the pro-
motion of privatisation, liberalisation, and intra-platform competition. Other important reforms for many LDCs include
the removal of entry barriers to foreign ownership and investment. When private investment is not sufficient, it is pos-
sible to look into direct government investment; take advantage of public-private partnerships; use universal service
funds and obligations to bring services to areas that provide limited business opportunities; and provide tax incentives
for investments.

Yet while Internet infrastructure, access and quality of service remain important barriers to uptake, more people have
access to Internet services than actually use them. To bring more people online, broader socio-economic factors and
inequalities, outside the ICT ecosystem, need to be addressed. Education levels, in particular, are strong determinants of
whether or not, and how, people use the Internet. Citizens need both digital and analogue skills to fully benefit from the
opportunities of the information society. The availability of relevant local content is also critical to bring more people online.

CHAPTER 6. IMPROVING THE E-TRADE ENVIRONMENT
World Bank Group

The strong growth of e-trade presents a number of opportunities for developing countries. First, lowering of trade costs
through digital connectivity and e-commerce creates opportunities for new firms and entrepreneurs to participate in
trade, as well as for entry into new markets. It also has the potential to help the extreme poor overcome some of the
typical constraints faced in making the most of trade opportunities, although poverty still presents many challenges to
involvement in e-trade. Traditional trade barriers also remain relevant.

The growing e-trade sector has the potential to act as a force for economic growth, expanding and diversifying exports
and fostering inclusion by facilitating access by MSMEs to international markets. Importantly, these benefits are not
reserved to global leaders in innovation and digital technologies; they are available to countries at all levels of economic
development, as well as industries at different stages of development in one same economy. Figure 19 provides a
stylised breakdown of what economies at different levels of development can gain from the various types of e-trade.
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The benefits from e-trade include increased competitiveness for countries at all levels of development, with productivity
gains for all sectors of the economy. This includes traditional sectors such as agriculture, through online services that
in their diversity range from market and weather information to tools for remote soil analysis and stock management.

Moreover developing countries increasingly benefit from e-trade as a tool for creating niches for high-value goods,
sold and delivered directly to consumers across the globe, such as Pakistani pashminas and Kenyan jewellery. LDCs are
also engaging in this process. Finally, more advanced economies, as well as more e-trade savvy industries in developing
countries, can offer high value-added business-to-business services that link into global value chains.

Figure 1.9. A stylised model of e-trade benefits at different levels of development
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High- and low-income countries alike, therefore, have good reasons to address the many challenges that e-trade pre-
sents. Important laws and regulations for e-trade, concerning areas such as privacy, consumer protection or intermediate
liability, are still unclear and inconsistently applied even in high-income countries, bringing uncertainty to international
digital markets. Countries at all development levels still encounter substantial trade costs, which disproportionally
affect e-trade shipments. Access to digital connectivity, as well as solutions for digital payments, remain patchy and
often inequitable, in particular in developing countries. Also, many developing countries and particularly LDCs have an
important shortage of digital skills and, especially, of capacity for digital entrepreneurship.

Taking advantage of e-trade opportunities requires a solid understanding of the different types of e-trade, as well as
better data on e-trade flows. It also requires thorough analysis of the drivers of e-trade competitiveness, including
the key foundations for connectivity and the enabling conditions for participation in e-trade. There has been little
systematic analysis of the drivers of e-trade competitiveness at the country level, underlining the need for the partners
in the Aid for Trade Initiative to engage more actively in this area in the years ahead.

CHAPTER 7. HARNESSING E-COMMERCE FOR SUSTAINABLE DEVELOPMENT
United Nations Conference on Trade and Development

While global trade growth has been stagnant for several years, e-commerce has been growing rapidly. According to
estimates by the United Nations Conference on Trade and Development (UNCTAD), between 2013 and 2015 the value
of online trade accelerated upwards, from USD 16 trillion to USD 25.3 trillion. The lack of comprehensive official sta-
tistics on e-commerce is a major challenge for mapping e-commerce uptake and measuring its impact on develop-
ment. Available data and estimates show that in terms of value, business-to-business (B2B) e-commerce represents the
lion’s share of e-commerce (89%), whereas business-to-consumer (B2C) appears to be expanding faster. Business-to-
government e-commerce is also on the rise and offers an entry point for many developing countries.
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Figure 1.10. The E-trade for All analytical framework for e-commerce
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China and the United States had the largest B2C e-commerce markets in 2015, with USD 617 billion, and USD 612
billion, respectively. The United States, however, was the leader in B2B sales, at more than USD 6 trillion, well ahead
of Japan (USD 24 trillion). In the ten major e-commerce economies for which data were compiled, e-commerce sales
corresponded to more than a third of the aggregate GDP. While global e-commerce is still dominated by developed
countries, the highest growth is observed in developing regions, especially in Asia. An estimated 1.6 billion people
around the world are expected to make at least one online purchase in 2018; 75% of them will be from developing and
transition economies. Factors such as firm size and rural locations significantly affect the ability of enterprises to sell and
buy online. The extent to which different countries, individuals and enterprises engage in e-commerce varies greatly,
giving rise to a multi-faceted digital divide.

Digital connectivity is a necessary, but not sufficient, condition to engage in ecommerce. UNCTAD's e-Trade for All
analytical framework for e-commerce features six key policy areas that need to be addressed in national e-commerce
strategies: 1) ICT infrastructure, 2) payment solutions, 3) trade logistics, 4) e-commerce skills, 5) legal frameworks and
6) access to financing (Figure 1.10).

The UNCTAD B2C E-commerce Index (Figure 1.10.) groups indicators to help policy makers assess to what extent their
economies are e-commerce ready and what areas are in greatest need of improvement. The Index comprises four readi-
ness indicators: () Internet use penetration, (i) secure servers per million inhabitants, (jii) credit card penetration, and
(iv) postal reliability. The 2016 Index covers 137 economies, which represent 96% of the world population and 99% of
global GDP.
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Figure 1.11. E-commerce readiness, by component indicators and geographic region
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The Index shows that e-commerce readiness varies by region (Figure 1.11). Just over one-fifth of the population in Africa
uses the Internet, compared to two-thirds in Western Asia. While Western Asia and transition economies fare well on
most indicators, their credit card availability is average. Overall, Asia needs to boost Internet penetration, which cur-
rently stands at just over one-third of the population, as well as the number of secure servers. In Latin America and
the Caribbean, the main barriers appear to be low credit-card penetration and relatively poor postal reliability. Africa
ranks the lowest in all the indicators. Unless there is improvement in the underlying transaction and logistics processes,
African online shopping is likely to remain confined to wealthier populations in urban areas. In all regions, there is a
prominent divide when readiness is disaggregated by gender.

There is growing interest in examining the development dimension of e-commerce. E-commerce can be associated
with reduced transaction costs, shorter customs clearance times, better supply chain management, the possibility
of reaching new markets and new customers, enhanced productivity, increased inclusiveness, and greater consumer
choice, just to name a few of the potential benefits. However, such advantages do not materialize automatically and
e-commerce also poses a number of potential challenges to development. For example, uneven access to ICTs can lead
to an inequitable distribution of the benefits of e-commerce. More research is needed to fully explain the development
impact of e-commerce and to enable policy makers to make well informed decisions.

CHAPTER 8. CLOSING SMALL-BUSINESS AND GENDER CONNECTIVITY GAPS
International Trade Centre

Digital connectivity is enabling firms of all types to connect to suppliers and customers around the world. However,
firm-level data show that there is a significant connectivity gap between small and large firms. Compared to large firms,
small firms are ten times less likely to have a business website and eight times less likely to use email. This is a problem,
as poor digital and physical connectivity lowers the likelihood of firms engaging in international markets (Figure 1.12).

Figure 1.12. Relative proportions of small and large firms with a business website
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Note: Gaps are calculated on a percentage point basis. For example, if 40% of small firms have a business website compared to 60% of large firms,
the gap is 20%.

Source: ITC calculations based on World Bank (2016a) Enterprise Surveys data, www.enterprisesurveys.org (accessed 17 January 2017).
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MSMEs in the LDCs face the biggest barriers, as the connectivity gap for small firms in these countries, compared to
large firms, is much larger than the gap observed in more developed countries. To support MSMEs in connecting to
global markets, policy makers can promote e-literacy, encourage firms to digitalise their production processes and
ensure that national ICT infrastructure meets the demands of consumers and firms alike.

E-commerce is transforming the global business landscape at an unprecedented speed. The e-commerce process
chain is composed of four stages: establishing an online business, international e-payments, cross-border delivery and
aftersales services. In order to enable this chain to function effectively, it is urgent that policy makers address issues
such as the creation of national strategies for e-commerce growth, the establishment of regulations for the prevention
of online fraud, and the facilitation of customs and other border procedures (Figure 1.13).

Figure 1.13. E-commerce process chain

ESTABLISHING INTERNATIONAL

AN ONLINE BUSINESS —> E-PAYMENT —» CROSS-BORDER DELIVERY ——» AFTERSALES

Source: ITC (2016), Bringing SMEs onto the e-Commerce Highway,
www.intracen.org/publication/Bringing-SMEs-onto-the-e-Commerce-Highway/

A growing body of firm level research associates exporting with higher firm level productivity, particularly among
MSMEs. ITC field work suggests though that the exporter productivity premiums of women-owned firms are roughly
half the size of comparable men-owned firms. Part of the reason for this may be due to lower use of connectivity tech-
nologies, which often help firms find new buyers and suppliers, by women. For example, women-managed firms are
12% less likely to use email than men-managed firms. Discrimination at the border may also be a factor that contributes
to reducing the benefits of trade. Digital tools like single windows eliminate the need for a large number of personal
interactions, which can sometimes hinder women getting their goods across the border.

It is a known fact that women face greater barriers to trade. The obstacles range from having to pay larger bribes to
gender-based violence. Digital solutions that remove the need for face-to-face interactions when trading, for example
the “single window", can help reduce the negative incentives that women running a business face. Firm-level data also
suggest that women-owned firms sometimes use technologies differently than those earned by men. Women-led
companies in some East African countries are more likely to use mobile money as a means of paying employees and
suppliers than men-led companies. This may be due to the advantages that mobile money offers women in terms of
providing an independent and protected mechanism to save money (Figure 1.14).

Figure 1.14. Beneficial outcomes from women and girls having online access
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The same data also show that firms trading internationally employ more women; if the company is women-led, an
even higher share of employees is female. These findings boost the rationale behind trade-related technical assistance
programmes that focus on helping women-owned enterprises enter international markets. To promote access by
women to competitiveness-boosting digital technologies, policy makers should establish dedicated programmes to
teach girls e-skills, increase online content promoting women's participation, and integrate the gender dimension into
trade promotion initiatives and national ICT strategies.

CHAPTER9. PROMOTING TRADE INCLUSION IN THE LEAST DEVELOPED COUNTRIES
Enhanced Integrated Framework

Most people in the LDCs do not have access to affordable Internet connections (Figure 1.16). Improving connectivity
and access to information could help make trade more inclusive and bring larger gains to the LDCs, in particular for
the most isolated groups—namely women and people living in rural areas.

LDC digital connectivity is improving, and this progress is expected to continue. Even among those online though, the
potential offered by digital connectivity is far from being fully exploited. High costs for setting up the physical infrastruc-
ture and the education required to fully exploit the Internet’s potential are only two of the obstacles perpetuating the
gap between LDCs and the rest of the world.

Expectations about ICT regulation have changed dramatically in the past decade. In a world in which more than half
of the world’s population is not using the Internet, ICT regulators must balance commercial incentives with wider
social and economic goals, notably connecting the unconnected. As profound change seeps ICT markets, challenges
are many — and the role of ICT regulation is ever more central. Regulation is needed that encourages the growth of
networks, the provision of services and the diffusion of content, devices and applications in an affordable, competitive
and safe way in particularamong LDCs. Only one LDC — Uganda — has attained the ITU's fourth generation of regulation,
joining the club of some of the most advanced countries in terms of ICT regulation

Figure 1.15. Generations of regulation
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Source: ITU (2017), Global ICT Regulatory Outlook.

Research suggests that best-practice regulation does matter, and that both the design and the effective enforcement of
regulatory frameworks are essential for broadband markets to thrive. Good regulation has an impact. Regulators need
to ensure that market opportunities outweigh the challenges, while protecting consumers’ interests. The LDCs need to
come up with their own balanced mix of regulatory incentives and obligations to deliver on their regulatory goals and
open the way to investment, innovation and market growth.
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LDC governments have a major role to play in accelerating the uptake of new technologies. They shape the enabling
environment for businesses and can ensure that ICT policies and regulations benefit consumers by facilitating greater
access at lower prices. The introduction of Internet-based government services is growing in the LDCs, which will help
to provide services more efficiently to businesses and citizens.

Figure 1.16. Internet users per 100 inhabitants in the LDCs, 2015
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CHAPTER 10. PRIVATE SECTOR AID-FOR-TRADE PRIORITIES IN THE DIGITAL ERA
Business for eTrade Development

Technology-powered trade is changing the patterns, players and possibilities of world trade. The private sector—from
online merchants to e-commerce platforms, logistics companies, payment providers, [T companies and others—makes
digital trade move. This means that the private sector is in the closest proximity to the opportunities, challenges, and
e-commerce solutions to development issues. For this reason, private sector participation is critical to inform and guide
policy making on e-commerce issues around the world. In partnership with the public sector, the private sector can
develop new solutions to unlock e-commerce markets and promote cross-border e-commerce.

Company characteristics shape the perceptions of barriers to e-commerce. In every country, small companies tend to
be considerably more affected by the various obstacles to e-commerce than large companies, with access to finance
and e-commerce logistics posing particularly steep challenges for small businesses (Figure 1.17). Mid-size and large
companies, meanwhile, wrestle most with logistics and digital and other regulations.

Figure 1.17. Merchants’ perception of obstacles to cross-border e-commerce, by company size
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For trade policy makers, the challenges articulated by companies engaged in e-commerce require a rethink of the policy
toolkit for trade, including trade rules, export promotion, trade facilitation, export credit, and trade infrastructure. In all
these areas, trade policy makers intent on catalysing e-commerce need to work closely with ICT, finance ministries and
regulators—as well as with the private sector—given that it is businesses that have the first-hand grasp of the chal-
lenges to e-commerce, as well as the corresponding solutions.

Some of the priorities to empower small businesses, in particular, to enter into e-commerce involve capacity building
and new approaches including: simplified, paperless one-stop border clearance processes; better access to finance;
improved regulatory environments; improved public-private policy dialogue on e-commerce policies; and funding for
e-commerce development via social impact bonds.
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CHAPTER 11. FINANCING CONNECTIVITY
Organisation for Economic Co-operation and Development

A total of USD 333.1 billion has been disbursed for financing aid-for-trade programmes and projects since the Aid for
Trade Initiative was launched in 2006. To date, more than three-quarters of total aid-for-trade disbursements have
financed projects in four sectors: transport and storage (28.8%), energy generation and supply (21.8%), agriculture
(17.8%), and banking and financial services (11.4%). In addition, USD 245 billion in trade-related other official flows (OOF)?
has been disbursed since 2006, of which 76% is from international financial institutions. Most of this non-concessional
funding has been for projects in economic infrastructure (479%) and for building productive capacity (51.3%); it has
been invested almost exclusively in middle income countries (94.6%).

In 2015, aid-for-trade commitments reached USD 53.9 billion, an increase of USD 54 billion over 2014 and an addi-
tional USD 31.6 billion compared with the 2002-05 baseline average. Commitments for trade-related OOF increased by
USD 5 billion to reach USD 60.1 billion, more than four times the 2002-05 baseline average. Commitments for economic
infrastructure reached USD 31.8 billion, up 14.3% compared to 2014.

OECD (2015) found that total infrastructure investments in developing countries amounted to roughly USD 1 trillion in
2013, of which more than half was financed by developing country governments and one-third by the private sector.
Official development partners finance USD 55 billion of these infrastructure investments; bilateral donors financed
around 46% and multilaterals 54% of this total amount.

Figure 1.18. Aid-for-trade commitments and disbursements by category, 2002-15
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Source: OECD-DAC CRS: aid activity database (2017b), DOI: http:/dx.doi.org/10.1787/data-00061-en, (accessed 07 April 2017).
StatLink Sr=r httpy/dx.doi.org/10.1787/888933525455

Many governments over the past two decades have sought to tap private sector investment and know-how through
public—private partnerships (PPPs) to build and operate infrastructure — a trend that is increasingly evident. Examples
are, for instance, the Programme for Infrastructure Development in Africa or the Master Plan for Connectivity 2025 of
the Association of Southeast Asian Nations. Other approaches are based on transport corridors that are of particular
relevance for landlocked countries. The most ambitious of these approaches is China’s Belt and Road Initiative.

The case stories show that improving trade-related infrastructure helps to reduce transport costs, which in turnincreases
competitiveness and boosts trade flows. These impacts can lead to increased welfare and higher incomes and thereby
reducing poverty. The case stories also underscore the role of the private sector in infrastructure delivery. Donors also
have an important role to play in boosting private sector investment in infrastructure by lending technical support to
governments seeking to attract funds, actively engaging their private sector arms in infrastructure projects, and pro-
viding effectively-designed risk-mitigation mechanisms.
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Aid commitments for projects in Information and Communications Technology (ICT), mostly in the form of technical
assistance for regulatory reform, stood at USD 560 million in 2015. Information and communications technology hard-
ware investments were largely financed by the private sector. The 2017 OECD-WTO monitoring exercise found that ICT
is prioritised in the development strategy of two-thirds of the donors, followed by e-government and e-commerce
(58% and 50% respectively). Nearly all partner countries (90%) anticipate a need for future assistance in this area. Donors
also report that this area is attracting growth in demand.

The African Development Bank promotes connectivity through the Connect Africa Initiative. Public institutions in
developing countries are increasingly getting involved in ICT infrastructure development. For instance, the government
of Pakistan has embraced the digital economy and now offers a wide range of services online. The case of Tonga
offers a good example of the potential of ICT infrastructure to provide small islands and landlocked countries an
opportunity to overcome the high transaction costs they face. ICT applications have been widely used to improve lives
in rural agricultural communities, offering them better networking opportunities and facilitating access to advanced
technologies. Furthermore, ICT enables farmers to enter new markets and gain access to digital services, such as credit
or crop failure insurance, or to consult the latest weather reports. Large multinational companies have also been active
in promoting access to e-commerce for small and medium enterprises. Several of these case stories illustrate the
opportunities digital technologies offer to increase private sector engagement in development.

CHAPTER 12. AID FOR INCLUSIVE TRADE AND POVERTY REDUCTION
World Trade Organization

A growing body of evidence highlights the effectiveness of aid for trade in generating positive trade outcomes.
The focus on capturing trade outcomes (e.g. increases in exports or reductions in trade costs) is now being comple-
mented by an increasing focus on tracing the impacts of aid for trade interventions on poverty reduction, in par-
ticular for women, on whom the burden of poverty falls heaviest. Poor connectivity is strongly associated with poverty.
Regions with higher poverty rates score lower on the World Bank's Logistics Performance Index and the World Economic
Forum'’s Enabling Trade Index. Doing Business indicators, as illustrated in Figure 1.19, demonstrate that the time and cost
to clear customs are higher in regions with lower per capita incomes. A similar association is found between the lack
of digital connectivity and poverty. As illustrated in Figure 1.20, Internet use is lower in regions with lower per capita
incomes. Furthermore, for women and rural populations, limited digital and physical connectivity, together with socio-
cultural and other regulatory factors, intensify the burden of poverty.

Improved physical and digital connectivity are lowering trade costs and reducing poverty. Digital approaches to trade
facilitation can reduce bottlenecks at borders, increase revenues, and facilitate the movement and participation of
small traders and women in cross-border trade. Internet access reduces distance and information asymmetries, helping
entrepreneurs earn income by selling online. Mobile money innovations promote financial inclusion by alleviating
some of the constraints of traditional financial methods, particularly for women.

Both developing countries and donors consider that aid for trade can contribute to 2030 Agenda, in particular
Sustainable Development Goal (SDG) 9 on industry, innovation and infrastructure; SDG 8 on decent work and eco-
nomic growth; and SDG 1 no poverty (Figure 1.21). Furthermore both groups have expressed their interest in collab-
orating with various stakeholders, including with the private sector, to work towards the achievement of the 2030
Sustainable Development Goals.
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Figure 1.19. Time and cost to export and GDP per capita, by region
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Figure 1.20. Poverty rates by region and percentage of Internet users
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Figure 1.21. Aid-for-trade contribution to the SDGs
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ANNEX 1.A1.

Table 1.A1.1. Overview of responses to the OECD-WTO Aid-for-trade monitoring and evaluation

exercise, 2017

Regional economic

Developlng Least devetloped Donors South-.South communities/ Total
countries countries providers .
transport corridors
63 28 38 3 7 m

Table 1.A1.2. Partner country responses

Region
Africa Benin, Botswana, Burkina Faso, Burundi, Cameroon, Central African Republic, Chad, Congpo,
(31 Comoros, Cote d'lvoire, Democratic Republic of the Congo, Gabon, The Gambia, Guinea,

Guinea-Bissau, Lesotho, Madagascar, Malawi, Mali, Mauritius, Namibia, Niger, Rwanda, Senegal,
Sierra Leone, Sudan, Tanzania, Togo, Uganda, Zambia, Zimbabwe

Arab and Middle East Yemen
(1

Asia and Pacific Bangladesh, Indonesia, Lao PDR, Myanmar, Nepal, Pakistan, Papua New Guinea, Philippines,
(12) Samoa, Sri Lanka, Tonga, Viet Nam

Latin America and Antigua and Barbuda, Barbados, Belize, Colombia, Costa Rica, Dominica, Dominican Republic,
the Caribbean (19) El Salvador, Grenada, Guatemala, Honduras, Mexico, Paraguay, Peru, Saint Lucia, Saint Kitts and

Nevis, Saint Vincent and the Grenadines, Suriname, Uruguay

Least developed Bangladesh, Benin, Burkina Faso, Burundi, Central African Republic, Chad, Comoros, Democratic
countries Republic of the Congo, The Gambia, Guinea, Guinea-Bissau, Lao PDR, Lesotho, Madagascar,
(28) Malawi, Mali, Myanmar, Nepal, Niger, Rwanda, Senegal, Sierra Leone, Sudan, Tanzania, Togo,

Uganda, Yemen, Zambia

Table 1.A1.3. Donor agencies

Bilateral Australia, Austria, Belgium, Canada, Czech Republic, Denmark, European Union, Finland, France,

(29) Germany, Iceland, Ireland, Japan, Korea, Kuwait Latvia, Lithuania, Luxembourg, Netherlands,
New Zealand, Norway, Portugal, Slovak Republic, Spain, Sweden, Switzerland, Chinese Taipei,
United Kingdom, United States

Multilateral African Development Bank, European Bank for Reconstruction and Development, Inter-America

9) Development Bank, Islamic Development Bank, International Trade Centre, United Nations
Development Programme, United Nations Economic Commission for Africa, United Nations
Economic Commission for Europe, World Bank Group

Table 1.A1.3. Providers of South-South co-operation response

3 Brazil, Chile, Indonesia

Table 1.A1.4. Regional and transport corridor responses

Africa (4) COMESA, ECOWAS, TradeMark East Africa, Walvis Bay Corridor Group

Latin America and CARICOM, OECS, SIECA
the Caribbean (3)

Source: OECD-WTO aid-for-trade monitoring exercise (2017a), www.oecd.org/aidfortrade/countryprofiles/.
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NOTES

1.

After the 1 February deadline for the monitoring exercise, questionnaires were submitted by Albania, Guyana
and the Asian Development Bank; 15 case stories (11 from public sector and 4 from private sector) were also
received. These questionnaires and case stories have been uploaded to the joint OECD-WTO website, but are
unfortunately not part of the analysis in this report.

Transactions known as OOF are those made by the official sector with countries on the DAC List of ODA
Recipients, but which do not meet the conditions for ODA eligibility, either because they are not primarily aimed
at development or because they have a grant element of less than 25%.



CHAPTER 2
SETTING THE SCENE

Contributed by the World Trade Organization

Abstract: This chapter surveys the responses submitted by developing countries, least developed
countries, bilateral and multilateral donors, regional economic communities and south-south partners to
the 2017 aid-for-trade monitoring and evaluation exercise. The 2017 exercise examines action to address
physical connectivity constraints and reduce trade costs, in particular through national and regional
actions to implement the WTO Trade Facilitation Agreement. It also extends consideration of trade costs
into the area of digital connectivity, network infrastructure and service markets. A picture of concerted
action--by governments, development partners and the private sector-- to promote trade, inclusiveness
and connectivity for sustainable development emerges from this analysis.
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INTRODUCTION

Entry into force of the World Trade Organization (WTO) Trade Facilitation Agreement (TFA) is a landmark, both for the
WTO and for collective action to reduce trade costs. A key message that emerged from the 2015 edition of the Aid-for-
Trade at a Glance publication (OECD-WTO, 2015) was that high trade costs inhibit numerous developing countries from
fully exploiting the market access opportunities created by the multilateral trading system. The TFA gives policymakers
a powerful tool to reduce physical trade costs. The analysis in this 2017 edition of the publication extends consideration
of trade costs into the area of e-commerce.

Reducing physical trade costs

The WTO's 2015 World Trade Report (WTR) estimates that developing countries have the most to gain from swift and full
implementation of the TFA. Full implementation of the TFA could reduce trade costs by an average of 14.3%, and by
more than 16%, for many African countries and LDCs (WTO, 2015).

Trade facilitation ranks high among developing countries’ aid-for-trade priorities (Figure 2.1). Of the 63 developing
country respondents to the 2017 aid-for-trade monitoring exercise, 54 (84%) state that trade facilitation has risen to the
top of the list of their aid-for-trade priorities. Among donor respondents, a similar story emerges: 27 out of 42 submis-
sions (65%) indicated that trade facilitation is a priority in their aid-for-trade programming (Figure 2.2).

Figure 2.1. Developing country aid-for-trade priorities
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Figure 2.2. Donor aid-for-trade priorities
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Furthermore, the partner country questionnaire responses suggest that trade facilitation is being integrated (i.e. main-
streamed) as a priority in national and regional development policy frameworks." Trade facilitation was noted as a pri-
ority in the national development strategies of 85% of the respondents -up from 45% in 2015. Trade facilitation also was
reflected as a priority in regional trade agreements by a growing number of respondents: 55% compared to 32% in 2015.

The 2017 aid-for-trade monitoring exercise further highlights that a majority of developing countries (46 out of the 64
replies from developing countries) have a broad conception of trade facilitation that extends also to transport facili-
tation. The responses to the 2017 aid-for-trade monitoring exercise outline a range of activities being undertaken by
developing countries and LDCs, including with support from development partners, to improve trade connectivity by
addressing trade facilitation issues. These efforts are being undertaken at the national, regional and multilateral level.
It is also clear from the 2017 aid-for-trade monitoring exercise that digital connectivity exerts a growing influence on
trade, as well as on efforts to reduce trade costs. The Asia-Pacific Economic Co-operation (APEC) Connectivity Blueprint
is a case in point (Box 2.1).
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Box 2.1. The APEC Connectivity Blueprint

APEC leaders define connectivity under three distinct pillars: 1) physical connectivity that improves supply chain
performance by connecting and integrating logistics, transport, energy and telecommunications infrastructure; 2)
institutional connectivity that advances regulatory and procedural co-operation among economies; and 3) people-
to-people connectivity that enhances interaction, mobility and joint endeavours. The table below expands on these
elements of connectivity agreed in the 2014 Asia-Pacific Economic Cooperation Leaders’ Declaration.

Physical Expand trade routes and corridors and strengthen regional quality transportation networks.

connectivity Advance cross-border energy networks and interconnections.
Achieve universal and high-speed broadband access.

Develop and improve well-designed, sustainable, and resilient infrastructure by implementing,
at the outset, a multi-year plan on infrastructure development and investment.

Institutional Advance logistics and transport facilitation.

connectivity Enhance regulatory coherence and co-operation and strengthen the implementation of good

regulatory practices.
Advance APEC's agenda on structural reform.

Modernize trade-related as well as customs and border agencies, including by progressing the
development of Single Windows

Promote cross-border financial cooperation.

Expand the application of a safe and trusted ICT and e-commerce environment, especially in
the area of electronic documents exchange including electronic means of authentication and
improved security methods

People-to-people Advance work on cross-border education, science, technology and innovation, and services

connectivity Expand the facilitation of movement of tourists, business people, professionals and workers,

women and youth

Source: APEC (2015).

DIGITAL CONNECTIVITY ADDS A NEW DIMENSION TO THE GLOBAL ECONOMY

Digital networks are leading trade into a new generation of connectivity. Global trade has evolved in numerous physical
dimensions: road, maritime (including inland waterways), rail and air. Successive transport revolutions have extended
the physical distances over which goods, services and ideas can be traded, expanding the volume and value of global
commerce. Global value chains have emerged to organise sourcing, production and sale on the basis of complex webs
of trade, with tasks separated into intermediate stages (OECD-WTO, 2012). The value chains that now characterise the
global economy depend on the reach of integrated transport infrastructure networks to function.? Global value chains
also rely on digital connectivity, and count on digital networks to help co-ordinate production stages and to deliver an
increasing range of tasks within value chains.

Digital networks interlink with transport systems, just as transport networks themselves intertwine, often in a physical
sense. For example, as part of the pilot phase of the World Economic Forum'’s Internet for All program (WEF, 2016a),
fibre optic cables will be laid alongside transport infrastructure on the Northern Transit and Transport Corridor con-
necting Kenya, Uganda, Rwanda, and South Sudan (WEF, 2016a). Transport networks have adopted and increasingly inte-
grate digital technologies into their operations. Digital networks provide the communications backbone on which other
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Box 2.2. The digital connectivity challenges of landlocked countries

Geographical factors put landlocked developing countries (LLDCs) at a disadvantage in the development process, as
they incur substantially higher transport and other trade transaction costs compared to coastal countries. The higher
trading costs for the LLDCs emanate from factors associated with the physical infrastructure of the major transit routes
for their traded goods, such as poor and inadequate roads, and the often long distances from sea ports. The costs
associated with the soft infrastructure behind administrative border-crossing procedures, transit procedures, logistics
and regulatory and legal systems for permitting passage of traded goods across borders also represent challenges.

The International Telecommunications Union (ITU) ICT Development Index (IDI) highlights similar problems in digital
connectivity. When compared to transit in other developed countries, the LLDCs have lower scores on the aggregate
IDI. The LLDCs also have the lowest IDI scores in the sub-index for access, which measures ICT infrastructure
readiness--a basic requirement for using and benefiting from ICTs. The LLDCs have limited access to ICT infrastructure,
including fixed and mobile telephony, Internet and broadband. One important reason for the lower LLDC IDI scores
has to do with infrastructure gaps for broadband services and intraregional connectivity to undersea cables. A big
challenge is the investment required for ICT infrastructure passing through neighbouring and coastal countries to
access international networks that reduce commercial interest in investing in ICT infrastructure due to the high cost.
There is also a need for more strategic approaches to infrastructure sharing; there are many instances of operators
building parallel infrastructure on the same routes, thus making it more expensive for the end users who ultimately
assume the cost of these investments through end user pricing

Source: ITU-UNOHRLLS (2013), “Enhancing ICT development and connectivity for the Landlocked Developing Countries”.

transport systems function. For example, transport and logistics suppliers have been early adopters of tracking systems
and intra-corporate communications mechanisms, to increase efficiency and reduce costs. An order placed at an online
platform hosted in North America may initiate a delivery process that begins with the movement of cargo in Asia, des-
tined for a final consumer residing in Europe and intermediated by logistical systems with global reach. Digital networks
also rely on other backbone infrastructure networks, most notably electricity grids. Digital signals cannot be sent without
electricity. Landlocked developing countries face challenges with physical as well as digital connectivity (Box 2.2).

Digital connectivity is not only about the backbone network for communications. Digital networks
enable a growing array of services to be delivered directly across online platforms. Some services,
such as remote health services or distance education, can now be performed using digital networks.
For example, the growing area of e-health includes services such as health management
information systems, tele-medicine, electronic medical records, clinical decision support and
patient portals. In its 2015 report, the Broadband Commission argues that mobile phones

offer the potential to revolutionise healthcare (ITU-UNESCO, 2015).

Payment systems are another example of how digital networks enable trade. Telenor submitted a case story explaining
how in Pakistan the Easypasia mobile-phone banking service is being used in the Punjab and Sindh provinces to dis-
burse educational stipends to some 750 000 young girls, encouraging their educational participation and achievement
(OECD-WTO aid-for-trade monitoring exercise 2017, Private sector case story 33). Digital payments have brought down the
cost of disbursing the stipends--a cost that in the past sometimes exceeded the amount of the stipend itself.?

Payment systems were the issue most frequently covered by national digital or e-Commerce strategies among the
developing countries that responded to the AfT M&E exercise* Mauritius identified e-payment as a facilitator in its
e-government Strategy 2013-2017. The African Development Bank described how mobile banking and mobile money
services have already had a major impact on the economy of Kenya; they also are starting to make serious inroads in
West Africa, where mobile phones are ubiquitous but bank accounts are scarce (OECD-WTO aid-for-trade monitoring
exercise 2017, Public sector case story 15). USAID explained how a mobile money project run by the Reserve Bank of
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Malawi, the World Bank and the local banking sector had trained nearly 10 000 people in digital and financial literacy,
increasing the number of mobile money transactions in Malawi from 582 000 per quarter in 2013 to more than 16
million in 2016. Mobile wallets have increased from 200 000 in 2012 to more than 2.5 million today in Malawi (OECD-WTO
aid-for-trade monitoring exercise 2017, Public sector case story 147).

The 2017 aid-for-trade monitoring exercise highlights how digital connectivity is infusing an ever broader range of
government policy areas. Only 10 of the 63 developing country respondents to the aid-for-trade self-assessment ques-
tionnaire stated that their government did not provide e-government services. Some 50 governments responded that
their administrations provided e-government forms and application downloads, while 36 respondents highlighted
the use of electronic payments. Bangladesh highlighted its “a2i” (described as a public service innovation labora-
tory), whose primary goal is to ensure easy, affordable and reliable access to quality pubic services. It is also interesting
to note the results reported in another case story regarding the social returns from moving government services
online in Bangladesh. There, using cost-benefit research and analysis, the Copenhagen Consensus and BRAC (@ non-
governmental organisation) reported returns of 663 takas for every taka invested in moving government procurement
online (OECD-WTO aid-for-trade monitoring exercise 2017, Academia and NGOs case story 89).

The use of electronic methods for government procurement enhances transparency, compliance,
and quality and improves the efficiency and effectiveness of public administration, which is a
critical driver of economic development. In 2012, the government of Nepal, Asian Development
Bank, United Kingdom and European Union partnered to fully digitise Nepal's public procurement
system. In December 2015, the government of Nepal approved the rollout of a comprehensive
national e-GP system (OECD-WTO aid-for-trade monitoring exercise 2017 Public sector case story 96).

Transport and ICT networks have facilitated the emergence of global value chains in merchandise goods. Digital net-
works are now encouraging similar fragmentation in services value chains. Approaches for outsourcing business process
are being applied to generate digital input for local and international businesses. A case story from Digital Divide Data
explains how these services can be generated in a socially responsible way. The company encourages its employees to
complete their higher education while at the same time gaining work experience, thus propelling hundreds of families
out of poverty. Since 2001, Digital Divide Data'’s program has increased lifetime earnings for youth in Cambodia, Kenya
and Laos by a projected total of more than USD 300 million. The services Digital Divide Data offers include data analytics
for the soccer industry, including such high profile clubs as Arsenal FC (OECD-WTO aid-for-trade monitoring exercise 2017,
Private sector case story 152).

Services can now be fragmented across national borders, through collaborative processes,
and delivered via digital platforms as never before (OECD-WTO, 2016).

The World Development Report 2016 discusses in detail the contribution of digital technologies: they help businesses
to become more productive, people to find greater job opportunities, and governments deliver better services to all.
By reducing information costs, digital technologies lower the costs of economic and social transactions for firms, indi-
viduals and the public sector (Box 2.3). They promote innovation and boost efficiency as existing activities and services
become cheaper, quicker and more convenient. They also increase inclusion as people gain access to services that
were previously out of reach (World Bank, 2016). The World Economic Forum goes further, suggesting that the world
is entering a “fourth industrial revolution”, as electronics and information technology produce a fusion of technologies
that is blurring the lines among the physical, digital, and biological spheres (WEF, 2016b).

A large body of evidence has now been amassed that affordable and effective broadband
connectivity is a vital enabler of economic growth, social inclusion and environmental protection.
Broadband Commission (ITU-UNESCO, 2015).
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Box 2.3. Overview of key economic efficiency gains from digital connectivity

UNCTAD and OECD (Chapter 3)

Data flows and digitalisation of services, and in particular logistic services, can reduce the costs of physical delivery in
remote areas. Across borders, they can support efficient customs services and the implementation of the WTO Trade
Facilitation Agreement.

WTO (Chapter 4)

B Advances in telecommunications and related services have led to enhanced “tradability” of services, which has
expanded export opportunities. Efficient telecommunications services have made it profitable to outsource, easier
to manage and operate global value chains, and possible to develop e-government initiatives. As a result, telecom
networks reduce trade costs for the exchange of both goods and services.

B Telecommunications and ICT services, combined with innovation, regulatory adaptation, and trade openness in
the financial services sector, have made possible significant advances in payment solutions, particularly payments
over the Internet and mobile services. This has contributed to greater financial inclusion.

ITU (Chapter 5)

B High-speed, affordable broadband connectivity to the Internet holds widely recognised promise for social and
economic development. Technological advances in areas such as the Internet of Things and artificial intelligence,
combined with hyper-connectivity, are leading to an increasing variety of services and applications becoming
available to serve economic, social, and entertainment needs.

World Bank (Chapter 6)

B The use of digital technology can facilitate participation in trade by improving access to information and reducing
rent-seeking behaviour by middlemen or others.

B Use of e-commerce platforms or other technology can help disseminate best practices, for example in the provision
of agricultural extension services, which can contribute to productivity increases.

B Digital technology can facilitate better access to market information and productivity-boosting inputs, help
improve competition in transport and distribution services, and help farmers sell directly to consumers, especially
higher value-added products.

UNCTAD (Chapter 7)

B The application of ICT can reduce transaction costs and enable the remote delivery of more goods and services.

B Access to ICT platforms and devices may enable a seller in a developing country to reach more potential customers
in domestic as well as foreign markets, in a more targeted way, and often at lower cost than through traditional
channels.

B Suppliers that rely more on e-commerce may be able to see reduced delivery costs, especially for electronically-
provided content.
Enhanced Integrated Framework (Chapter 9)

B Mobile phones and their increased affordability have improved networking conditions for LDC traders, with
benefits that include easy exchange of price and product information.

B Traders can finance trades without cash or access to bank accounts, via SMS and mobile phone banking, reducing
transaction costs for producers, traders and consumers alike.

B The advantages resulting from information access also reach policy makers and regulators in the LDCs. Access to
information is critical for planning and implementing trade-enabling policies.
Business for eTrade Development (Chapter 10)

The Internet enables developing country firm to trade more, and to optimise their trade — streamline logistics, gain
foreign market intelligence, pay and transact quickly and securely, access financing and comply with trade rules.
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Discussion of the trade implications of digital connectivity has a long history at WTO (Box 2.4). In September 1998, the
WTO General Council adopted a Work Programme on Electronic Commerce (WT/L/274). For the purposes of the work
programme, “the term ‘electronic commerce” is understood to mean the production, distribution, marketing, sale or
delivery of goods and services by electronic means.” Intentionally broad, the definition employed by the WTO reflects
what has come to be known as the “digital economy”. This definition aims to permit the inclusion of every possible
aspect of trade influenced by ICTs, whether digitally supplied or digitally enabled, and every possibly relevant aspect of
WTO agreements, whether related to goods, services or intellectual property. The terms e-commerce, e-trade, digital
trade and online trade commonly refer to aspects of this broad phenomenon. At times, statistical work or research
has sought to make finer distinctions for analytical purposes; in such cases, specific definitions need to be taken
into account.

The digital economy now permeates countless aspects of the global economy, impacting sectors
as varied as banking, retail, energy, transportation, education, publication, media and health.
Information and communication technologies are transforming the ways social interactions and
personal relationships are conducted, with fixed, mobile and broadcast networks converging,
and devices and objects increasingly connected to form the Internet of Things (OECD, 2015).

Box 2.4. The definition and measurement puzzle

The Universal Postal Union (UPU), the United Nations Conference on Trade and Development (UNCTAD), the OECD and
the WTO established a collaborative project to measure cross-border e-commerce transactions. A complementary
line of work has been pursued by UNCTAD in its partnership work on Measuring ICT for Development. Under its G20
Presidency, Germany has tasked the UN Interagency Task Force on International Trade Statistics to develop proposals
for efficient reporting systems.

The most common reply by developing country respondents to statistical questions on e-commerce (e.g. on the share
of e-commerce in total trade, the percentage of goods exported and imported through this channel and the growth
of e-commerce) was that there was no data or no capacity available to estimate these. Where estimates of growth were
provided, they were not supported by source references. The conclusion that emerges from the responses to the 2017
aid-for-trade monitoring exercise is that many governments recognise the opportunities represented by digital connec-
tivity, but face policy and planning difficulties resulting from a lack of data, notably in relation to digital trade and how
it is permeating their economies.

Comments on data to support digital trade policies

Currently there is limited data on e-commerce transaction and there is also a capacity challenge
in the analysis to capture the data on e-commerce. The Gambia

Currently this type of information has not been collected. Saint Vincent and the Grenadines

There has been no formal survey done on the e-commerce and the numbers related to it.
SriLanka

Customs data does not separate between exports and imports done through traditional way
and those completed by e-commerce. Yemen

Electronic commerce is at a very embryonic stage, however the government is aware of the
importance of e-commerce and is looking to promote it. Burkina Faso

Source: OFCD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/
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TRADE COSTS AND DIGITAL CONNECTIVITY

Digital connectivity promises significant reductions in trade costs for digitally-enabled services, as compared to their
analogue equivalents. The same is true for goods. In part this is due to the fact that digital delivery fees are not related
to distance. The cost of transmitting a data file on a computer network is the same when the file is being transferred
between two computers in the same office as it is between two computers at opposite ends of the globe. In contrast,
physical delivery fees are not only related to size (i.e. the weight and dimensions of the goods being delivered), but to
other physical characteristics as well (e.g. perishability, toxicity, mode of transport and distance).

Trade costs relating to the digital purchase of goods and services can be significantly lower than those accruing to
physical delivery. In addition to transportation costs, a range of behind-the-border, at-the-border and beyond-the-
border factors add further costs to the physical delivery of goods. For digitally-purchased goods that need to be deliv-
ered physically, there are also a series of offline trade costs that can be prohibitive for firms and consumers in developing
countries, reducing their ability to break into e-commerce.

Many services can be transmitted at limited or close to zero cost over digital networks (OECD-WTO aid-for-trade
monitoring exercise 2017, Private sector case story 47). Trade costs in this sense relate to the availability, affordability
and capacity of the digital network connection. The United Nations (UN) 2030 Agenda for Sustainable Development
(A/RES/70/1) Sustainable Development Goal (SDG) 9 includes targets for Internet access and networks--targets that
complement other objectives agreed by the World Summit on the Information Society and Broadband Commission.

High-speed broadband Internet is transforming everything from health care, business

and government services to education, disaster management and the social life of Tongans.
Asian Development Bank (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector
case story 97)

The digital divide can also be considered a market access issue. Without an available, affordable digital connection,
offline people and businesses have no access to the global market of goods, services and know-how available on
the Internet. An available, affordable digital connection, therefore, can be considered the price of market access to
digital trade. Table 2.1 gives an overview of the digital inclusion targets agreed in the context of the 2030 Agenda for
Sustainable Development, the World Summit on the Information Society and the Broadband Commission.

This digital divide limits the production and dissemination of knowledge, exacerbates economic
backwardness and dangerously intensifies the lack of understanding between peoples.
Cuba, Ecuador, Nicaragua (WT/GC/W/635)

More than half of the world’s population is still offline. The majority of this offline population
includes people who live in rural areas and are poor, female and illiterate. The main reasons
for people not using the Internet include inequalities in income and education, the lack

of infrastructure and relevant online content and services, as well as the high relative costs
of access and usage (ITU, 2017).

A large percentage of the world’s population remains offline. Closing this mobile coverage gap
is not a technical challenge. It is primarily an economic challenge. GSM Association
(OECD-WTO aid-for-trade monitoring exercise 2017, Private sector case story 47)

Historically efforts have focused on supply-side constraints; the shift to address demand-side barriers is just now taking
place (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 39). Infrastructure for digital connec-
tivity is a necessary pre-condition, but is not sufficient to ensure connectivity--other factors also need to be in place.
Mobile financial services are a case in point. Such services require a cash-in, cash-out infrastructure, usually accom-
plished through a network of “agents” (e.g. retailers, merchants, post offices), who make it possible to turn cash into
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Table 2.1. Digital inclusion targets®

2030 Agenda for Sustainable Development Broadband Commission for Sustainable Development
SDG 9(c) Goal 2
Inclusiveness: Bridge the digital divide and provide broadband for all
Target Target 2.2.
Significantly increase access to information and A. In the developing world, 50% of individuals should be using
communications technology and strive to provide the Internet by 2020.
universal and affordable access to the Internet B. Inthe least developed countries (LDCs), 20% of individuals should

in least developed countries by 2020. be using the Internet by 2020

Target 2.3.
Indicator: A. The affordability gap between developed and developing countries
Proportion of population covered by a mobile should be reduced by 40% by 2020.
network. B. Broadband services should cost no more than 5% of average

monthly income in developing countries by 2020.

Sources: UNDESA (2016) Sustainable Knowledge Platform, United Nations Department for Economic and Social Affairs https./
sustainabledevelopment.un.org/sdg9 ; Broadband Commission for Sustainable Development, www.broadbandcommission.org/publications/

Pages/default.aspx

electronic value (and vice versa). A host of supporting services, such as credit information and collateral registration,
are also necessary. This ecosystem provides the opportunity to expand trade in many different services, such as deposit-
taking; lending; payment and money transmission; credit reference and analysis; financial intermediation and advice;
insurance; and telecommunications and ICT-related services. Mobile payment services depend on the deployment of
these ecosystems not only within national boundaries, but also across borders (WTO, 2016a). Domestic regulation is the
building block that underpins these ecosystems.

The 2017 aid-for-trade monitoring exercise highlights that digital payment systems are increasingly present at the
national level. Among the 63 developing country respondents to the 2017 aid-for-trade- monitoring and evaluation
exercise, 25 indicated that consumers use mobile phones for domestic remittances and to transfer funds for payment
at the national level. Of these, 22 respondents indicated that the necessary ecosystems exist for international payments
to be made across borders.

Mobile phone operators are able to transfer funds across borders upon satisfying regulatory
arrangements and conditions. Malawi

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.

Other issues affecting the demand for digital connectivity are coming into sharper focus, including issues such as usable
content, language, ICT skills and regulatory issues affecting the market where the service is consumed (e.g. regulations
governing Internet access, domestic regulation of services, intellectual property rules and consumer protection laws).

The 2017 aid-for-trade monitoring exercise surveyed the views of developing country governments as to the issues
enterprises and consumers face in accessing and using Internet services (Figure 2.3). Availability and affordability issues
rank at the top, but are also supplemented by demand-side issues, such as those related to the perceived risk of online
fraud, cybercrime, private data protection and the ability to use credit cards for payments--all factors that can serve to
dampen demand. These issues also point to some of the potential downside risks to digital connectivity.
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Figure 2.3. Top ten issues enterprises and consumers face in accessing and using Internet
services, as cited by developing country governments
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Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.
StatLink Sz http://dx.doi.org/10.1787/888933525569

Comments on Internet connectivity issues

The electronic signature law was recently approved but not yet implemented. El Salvador
No or slow connection. Guinea Bissau

High cost of Internet. Papua New Guinea

Access to information outside of major cities. Peru

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.

Figure 2.4 below highlights the pathways for e-commerce transactions, distinguishing between four main forms of trans-
action and two main modes of delivery. A variety of issues influence the demand for transactions, payment and delivery.
As is the case for mobile payments, many of these issues are strongly related to national regulatory environments.

Figure 2.4. E-commerce access, transaction, payment and delivery pathways

ACCESS TRANSACTION PAYMENT AND DELIVERY

A Business-to-government

Business-to-business Digital
Business-to-consumer Physical

. : Consumer-to-consumer
Mobile Fixed
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Digital delivery of services and the digital purchase of goods significantly reduce trade costs. In contrast, physical
delivery costs emerge strongly as a factor limiting e-commerce participation for micro, small and medium enterprises
(MSMEs; Figure 2.5). Offline costs are primarily related to shipping, with a particular emphasis on the high cost of small
parcel shipments.

Figure 2.5. Top ten export challenges faced by micro, small and medium enterprises
in relation to cross-border e-commerce transactions
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Note: Numbers refer to the number of governments citing these issues as a concern in the self-assessment
questionnaire.

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.
StatLink Sz http://dx.doi.org/10.1787/888933525588

Comments on export challenges

Most companies in electronic commerce and, in the economy in general, use a simplified regime
that does not allow exporting. Colombia

Our SMEs are basically hindered by the accessibility to a global e-commerce platform to sell
their goods. Pakistan

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.

Issuance and acceptance of sanitary and phytosanitary (SPS) certificates ranks high among the problem areas cited by
respondent governments. Electronic SPS certification promises to reduce transactions costs whilst improving compliance
rates, reducing the opportunities for fraud that the current paper-based system offers, and thereby facilitating safe trade.

A case story submitted by the Standards and Trade Development Facility highlights how the introduction of electronic
certificates has offered the opportunity to automate business processes related to SPS issuance and processing require-
ments, including request for certificates, scheduling of inspections (including through the automated use of risk assess-
ment), payment of fees and integration into customs inspection processes. E-cert enables SPS authorities to store and
access data that is important for determining records of compliance, which are the basis for the design of authorised
operator schemes (OECD-WTO aid-for-trade monitoring exercise 2017 Public sector case story 84). A World Bank case story
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in Central America highlights how a regional ICT system is facilitating recognition of sanitary registrations. The project
is expected to reduce the time, cost, and number of documents needed for sanitary registration by 25%, generating
estimated private sector savings of USD 17 million within three years of its completion. The system will also contribute
to regional economic integration and accelerate growth (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector
case story 101).

When online orders of goods result in offline physical flows, a range of trade costs kick in, related to factors that stretch
from distance-related transport costs to customs and other border agency compliance issues (Box 2.5). A dichotomy
arises here. The digital networks on which trade operates depend on analogue regulatory systems (e.g. customs and
other border clearance systems that require hard copies of official certification, versus digital documentation). One key
conclusion of the 2016 World Development Report is that “To get the most out of the digital revolution, countries also
need to work on the ‘analogue’ complements.” (World Bank, 2016). These analogue complements were identified by the
World Bank as including: “strengthening regulations that ensure competition among businesses, by adapting workers’
skills to the demands of the new economy, and by ensuring that institutions are accountable” (World Bank, 2016).
It emerges clearly from the 2017 aid-for-trade monitoring exercise that one of the analogue complements that needs
addressing is the ability of customs and other border agencies to manage the physical clearance of e-commerce trade
(Figure 2.6).

In 2010, Sierra Leone replaced its manual customs clearance system with the Automated System
for Customs Data, leading to a substantial decline in average processing and clearance times.
However, the day-to-day operation of the system remains frequently affected by the unreliability
of Internet connectivity and electricity supply. (WTO, 2017)

Figure 2.6. Challenges the online purchase of goods presents to customs and other
border authorities
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Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.
StatLink Sz http://dx.doi.org/10.1787/888933525607
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Comments on customs issues

With regards to the application of a customs de minimis threshold, this poses a challenge due to
the under-invoicing of merchandise goods. The threshold established in Dominica is 150 Eastern
Caribbean dollars. Dominica

Determining the actual value of the product is problematic. Zambia

Source: OEFCD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/

At the 2015 Global Review of Aid for Trade, Maersk highlighted that the movement of a container of flowers sent from
Kenya to Holland required more than 200 paper documents to be able to reach its destination. Maersk suggested that
digital infrastructure built on the Internet—in a cloud in which all of this information could be accessed and shared—
would make it much simpler. Pursuing cloud-based ICT solutions to border clearance issues, however, supposes the
free flow of data among parties in different legal jurisdictions, which in turn may require action in areas such as data
ownership, data protection and restrictions on data use.

Box 2.5. Cross-border e-commerce problems reported by customs officials in Central Asia

Coping with the volume of flows resulting from increases in the frequency of small parcel shipments.
Customs officials in Uzbekistan and other Central Asian states using paper-based customs systems have been
overwhelmed by large inflows of small shipments. Single window facilities can address this problem. Azerbaijan has
established a national single window; Kazakhstan, the Kyrgyz Republic, Tajikistan and Uzbekistan are developing
theirs; and Afghanistan, Kazakhstan, and Turkmenistan are implementing UNCTAD's Automated System for Customs
Data (ASYCUDA).

Uncertainty about how to estimate risks for small parcels. Increased import volumes also pose risk assessment
problems: how new global rules on anti-terrorism and anti-money laundering should be applied to small parcel
shipments is not always clear.

Confusion about how to assess duties. \When assessing customs duties based on the method of parcel delivery
rather than the nature of the traded good, traditional postal services benefit from preferences enshrined in
decades-old international agreements, while those delivering by express service providers do not.

Source: Asian Development Bank, OFCD-WTO aid-for-trade monitoring exercise (2017), Public sector case story 124,
www.oecd.org/aidfortrade/casestories/casestories-2017/CS-124-Asian-Development-Bank-A-snapshot-of-e-commerce-in-Central-Asia.pdf

It is interesting to note that private sector engagement is helping to find solutions to e-commerce trade cost issues.
The United Parcel Service (UPS) submitted a case story relating how it is working with USAID to empower MSMEs in the
Association of Southeast Asian Nations (ASEAN) region. In 2013, UPS training for MSMEs focused on the technical know-
how they needed to navigate shipping and logistics hurdles and to use e-commerce to reach new markets. After early
successes, UPS saw the potential of the program and expanded it to include collaboration with USAID, as well as the
Untied States-ASEAN Business Council and several of its member companies. The resulting US-ASEAN Business Alliance
for Competitive SMEs has trained more than 4 600 businesses from all ASEAN countries.

A case story from Trini Trolley, an online shopping platform in the Caribbean that has been in operation since 2009, high-
lights how finding solutions to digital trade costs can unlock local commercial value (OECD-WTO aid-for-trade monitoring
exercise 2017, Private sector case story 85). Prior to the existence of Trini Trolley, there was no online shopping facility in the
Caribbean. Orders from international companies had long delivery times and high costs, and customers experienced
difficulties with returns; some international firms even refused to ship to the Caribbean. (This case story is covered in
more depth in Chapter 10,
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Digital trade costs can also arise in regard to standards. Standards ensure, among other things, that products can
“connect” or talk to each other. But when standards are incompatible, or when conformity procedures do not match,
the cost of doing business rises, both domestically and across national borders. A growing number of trade concerns of
this nature are being raised at the WTO Committee on Technical Barriers to Trade (TBT Committee). Measures to address
them involve computers, servers and network components, mobile phones, mobile network standards and informa-
tion security requirements, among others.

For example, in November 2016 concerns were raised about regulations to ensure ICT security, fourth-generation long-
term evolution (4G/LTE) technologies in smartphones, and conformity assessment procedures for electronics and [T
goods® Figure 2.7 highlights trade concerns that have been raised in the TBT Committee.

Figure 2.7. Frequency of ICT-related concerns raised in the WTO TBT Committee
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Source: WTO Secretariat
StatLink =M http://dx.doi.org/10.1787/888933525626

The International Telecommmunication Union (ITU) Standardization Sector adopts recommendations (ITU T-Recs) on how
telecommunication networks should operate. Over 4000 T-Recs are in force on fundamental components of today’s ICTs.
The United Nations Commission on Trade Law (UNCIRAL) has also developed a network of rules relating to e-commerce/
electronic contracts, covering the use and recognition of electronic signatures, the use of electronic communication in
international contracts, and legislative text on the principles of non-discrimination, technology neutrality and functional
equivalence in electronic commerce.

The intellectual property rights (IPR) system facilitates various ways of trading in physical goods and services using
electronic means. The system enables the electronic flow of data and information necessary for e-commerce to func-
tion. In the digital world of the Internet, IPR conventions, such as trademarks to identify market products and services,
copyrights covering the software running websites and apps, and agreements defining usage rights (i.e. licences), allow
traded goods to move digitally; their significance has increased appreciably. IPRs already play a significant role in offline
trade, channelling and framing commercial information and proprietorship.”

Under the territoriality principle, IP rights may differ considerably in their scope between different Members (and may
even be absent altogether)® This patchwork of distinct national international property rights regulations poses chal-
lenges for the protection and enforcement of IPRs on the Internet, a global medium that straddles different jurisdictions.
The extent of intellectual property rights coverage and their enforcement among different members may vary signifi-
cantly; enforcement action by a rights owner can in many cases involve costly multi-jurisdictional litigation and other
procedures before numerous national authorities. As intellectual property has traditionally been regulated, adminis-
tered and enforced on a territorial basis, the “borderless” nature of the Internet can raise trade costs in both registering
and enforcing intellectual property rights in the context of global networks.
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Figure 2.8 provides a checklist of factors essential for connectivity and participation in digital trade networks. Addressing
each of these issues implies costs. The figure offers a useful checklist of digital connectivity issues--both from a cost and
an inclusion perspective.

Figure 2.8. Preconditions for participation
S

)
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}

Connectivity Digital literacy Identity Financial inclusion
W Infrastructure M Basic education W Legal identity M Universal financial access
M Services B Language skills M Branding H Online payments
W Platforms M Digital know-how W Presence W Access to venture capital
M Devices B Positioning M Trade finance constraints

Source: Simon Lacey (Huawei) and Usman Ahmed (Paypal).

TACKLING DIGITAL TRADE COSTS

The ITU has been promoting connectivity since its inception, starting with efforts to support wireless telegraphy (ITU,
2016). More recently, the ITU has been at the forefront of efforts to bridge the digital divide ever since the term was
coined in the 1990s. An important milestone here is the World Summit on the Information Society (WSIS). The 2003
Geneva phase of the WSIS resulted in a Declaration and Action Plan that, among other things, called for the develop-
ment of national e-strategies. The 2005 Tunis Declaration followed up on this by focusing on financial mechanisms to
bridge the digital divide and on Internet governance questions.

Taking into consideration the leading role of governments in partnership with other
stakeholders in implementing the WSIS outcomes, including the Geneva Plan of Action,

at the national level, we encourage those governments that have not yet done so to elaborate,

as appropriate, comprehensive, forward-looking and sustainable national e-strategies, including
ICT strategies and sectoral e-strategies as appropriate, as an integral part of national development
plans and poverty reduction strategies, as soon as possible and before 2010 (WSIS, 2005).

A series of regional summits has complemented the WSIS process under the ITU's Connect the World program.
The aims of these summits is to mobilise human, financial, and technical resources for the implementation of the WSIS
connectivity targets. Five regional summits have been convened to date: the Connect Africa Summit (Rwanda, 2007),
the Connect CIS Summit (Minsk, 2009), the Connect Arab Summit (Doha, 2012), the Connect Americas Summit (Panama,
2012), and the Connect Asia-Pacific Summit (Bangkok, 2013). A case story submitted by the African Development Bank
(AfDB) highlights how a total of USD 55 billion has been pledged for the development of the infrastructure and services
necessary to achieve the targets agreed at the Connect Africa Summit. It also describes the AfDB's activities in support
of international fibre connectivity, national backbone initiatives, policy and regulation, and e-applications (OECD-WTO
aid-for-trade monitoring exercise 2017, Public sector case story 16).

The establishment in 2010 of the Broadband Commission for Digital Development marked a further milestone in global
connectivity efforts® A joint initiative of the ITU and the United Nations Educational, Scientific and Cultural Organization
(UNESCO), the Broadband Commission unites government leaders, top industry executives, thought leaders, policy
pioneers, international agencies and organisations concerned with development around five core targets: making
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broadband universal; making broadband affordable; connecting homes to broadband; getting people online; and
achieving gender equality in access to broadband. A key target of this initiative was that by 2015 all countries would
have a national broadband policy or strategy, or would include broadband in their universal access/service definition.

Comments on progress in national e-strategies
163 national e-strategies had been developed by 2011. (ITU, 2011)
151 national broadband plans had been developed by 2016. (ITU/UNESCO, 2016)

A third milestone in the ITU's efforts to promote connectivity is the ITU Connect 2020 Agenda for Global
Telecommunication/ICT Development (ITU, 2014). The Agenda'’s four goals are:

1. to enable and foster access to and increased use of telecommunications/ICT (growth)
2. to bridge the digital divide and provide broadband for all (inclusiveness)
3. to manage the challenges resulting from telecommunications/ICT development (sustainability)
4. tolead, improve, and adapt to the changing telecommunications/ICT environment (innovation and
partnership).
Affiliated targets include:
B 55% of households worldwide should have access to the Internet by 2020
B 60% of individuals worldwide should be using the Internet by 2020.
B Worldwide telecommunications/ICT should be 40% more affordable by 2020.
B In the LDCs, 15% of households should have access to the Internet by 2020.

A total of 107 national statements on policy commitments were given at the ITU Plenipotentiary Conference, held from
20 October to 7 November 2014, in Busan, Korea (Box 2.6).

Box 2.6. Selected national policy commitments made at the ITU Plenipotentiary Conference in 2014

The Cambodian ICT Master Plan 2020 and the National Master Plan of Science and Technology 2014-2020 were officially
announced in August and in October respectively. Five priority projects have been identified in the Cambodian ICT
Master Plan, such as e-government framework developed since 2004, cybersecurity, e-education, e-commerce and
e-tourism. Cambodia

With regard to the goals and related targets to be achieved by 2020, in the upcoming five years Ethiopia aims to foster
people’s access to ICT. Mobile penetration will reach 100% from the current 30%. Similarly 50% of households’ will
have fast, broad and reliable Internet connectivity. Ethiopia

We are currently deploying optical fibre networks to connect all of the inland provinces, and we hope that over 1600
kilometres of optical fibre cable will be connected through co-operation between our government, the World Bank,
and the European Investment Bank. Mauritania

We are designing regional optical fibre networks, which will link to the national network, and which will allow us
to provide broadband in 21 regions, connecting many districts and several thousand localities reaching 4 million
inhabitants, and we will build many more kilometres before 2027. Peru

Source: ITU (2014), “On the road to implement the Connect 2020 Agenda’, www.itu.int/en/connect2020/Documents/ppl4-connect2020-
commitments.pdf.
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The 2017 aid-for-trade monitoring exercise highlights how national e-strategies and broadband plans are being used to
make digital connectivity available and affordable, and to create the necessary enabling environment for digital trade.
The monitoring exercise responses did not highlight any relationship between income level and the deployment of
such national plans. Of the 33 respondents that cited national e-commerce or digital-related strategies, 15 are LDCs and
16 are middle income countries. Box 2.7 highlights actions reported by the Democratic Republic of Congo, Céte d'lvoire
and Myanmar in the monitoring exercise.

Box 2.7. Overview of selected national actions to support digital connectivity

Democratic Republic of Congo (DRC): In 2002, the government adopted a framework law that sought to separate
regulation, regulatory and operational functions so as to stimulate competitiveness in telecommunications and
postal services. The framework law entrusted regulation to the Post and Telecommunication Regulatory Authority
of Congo. In 2009, the DRC adopted a sectoral policy: the Development of the Telecommunications and ICT Sector
Strategy in the DRC. This document was the reference framework for government action in the period 2010-2015.
These laws are being revised pending the adoption of the new law on e-trade in the DRC. At this stage, e-commerce
in the DRC s still at an embryonic stage.

Cote d'Ivoire: An e-commerce ecosystem is beginning to take shape in Cote d'lvoire. National regulatory reforms
have been adopted to drive and regulate electronic transactions, including laws to protect personal data, protect
consumers, and fight cybercrime. The government has created a Ministry of Posts and Digital Economy, and has
opened an academic institution that focuses on new technologies. E-commerce is gradually taking hold and online
businesses are tapping into burgeoning consumer demand. Nevertheless, the growth of e-commerce is still limited by
issues such as limited logistics and payment services, and high costs for electricity and broadband. The government
recognises these challenges and has launched an ICT development initiative targeting infrastructure, accessibility of
services, development of national expertise and implementation of a technological free-zone.

Myanmar: In 2012, Myanmar began reforming its telecommunications. In 2013, it enacted a new Telecommunications
Act that provided for: the expansion of the telecommunications network and the sector’s development; the
establishment of types of licenses and basic rules on interconnection, competition and dispute resolution; the
creation of an independent regulator (the Myanmar Telecommunications Commission); and the establishment
of the overall government policy on private sector participation in the sector (OECD-WTO aid-for-trade monitoring
exercise 2017, Public sector case story 113). Liberalisation facilitated the entry of two competing mobile operators—
Ooredoo and Telenor—entered the market in 2014. This in turn led to a significant decrease in the cost of a SIM card:
from USD 150 in 2013 to USD 1.50 in 2015. By the end of 2014, GSMA reported that there were 11.7 million mobile
connections, with a year-on-year growth of 25%, making Myanmar one of the fastest growing markets in the world
(OECD-WTO aid-for-trade monitoring exercise 2017, Academia and NGOs case story 05).

Web content is also increasing in the Myanmar language thanks to efforts such as Bindez, a start-up that connects
Myanmar people worldwide with information and content in their own language. This provides a solution to
a challenge that has faced many countries coming online in the past few decades: how to make their countries’
languages talk with computers (OECD-WTO aid-for-trade monitoring exercise 2017, Private sector case story 48).

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.

In 2007, Sri Lanka’s information technology (IT) and business process management (BPM) sectors agreed a ten-year
plan to generate annual export revenues of USD 1 billion and employ more than 80 000 people. These targets have
been surpassed and IT is now Sri Lanka's fifth largest export earning sector. A new vision for 2022 has been developed
with the following targets: growing revenue to USD 5 billion and creating 200 000 jobs. Sri Lanka’s goal is to move up
the value chain, shifting from a focus on cost to one based on value. For this purpose, the IT sector has constructed its
strategy around three targets: 1) building capacity by tripling the number of IT graduates by 2020 (there were only 6 000
graduates in IT and related fields in 2015); 2) innovating by encouraging the creation of 1 000 start-ups and promoting
links between academia and the private sector; and 3) fostering regional development by taking the IT/BPM industry to
the regions, promoting linkages with universities.
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The 2017 aid-for-trade monitoring exercise highlights action being taken by a variety of respondent countries to promote
digital connectivity (Box 2.7). It makes it clear, however, that there is great disparity among respondents in terms of
starting points and progress in implementing these strategies. Looking across its developing country members, the
Asian Development Bank (ADB) notes that:

Some countries have the necessary policies and legislative framework already in place,
but very slow implementation progress; others have formulated their policies but are still
awaiting adoption; some have IT or ICT plans that are not implemented.

(OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 115)

An ADB case story suggests that within the Central Asian Regional Economic Corridor, countries are implementing
facilitating legislation at different speeds, grouping the countries based on their progress. The countries in the first
group—including Azerbaijan, the People’s Republic of China (hereafter China), Kazakhstan, and Pakistan—have com-
plete legal coverage of cybercrime; nearly all have data and privacy protection laws, with China including consumer
protection as well. The countries in the second group have laws in two or fewer of the four major legislative areas. All
countries have at least a draft law on electronic transactions. There is, however, no evidence that any country, aside
from China, has implemented consumer protection legislation. In Turkmenistan and the Kyrgyz Republic, government
officials report that consumer trust remains low, a factor that limits e-commerce growth. By contrast, in Azerbaijan
e-commerce and public trust have grown since 2009 thanks to the passing of legislation on information safety and
related issues. For Tajikistan, the WTO accession process has helped to promote the legal transparency that facilitates
e-commerce (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 124).

Action on e-commerce and digital-related strategies
E-commerce sectoral cyber strategy adopted in 2013 by the Government. Burkina Faso

There is a Draft strategy for e-government which takes into consideration e-commerce. Dominica

Mali has adopted a national policy document and a strategic plan to develop ICTs in 2004.
In 2010, a sector-wide development policy for e-commerce was created. Mali

The draft National ICT Strategic Plan 2016-2020 also creates the conducive environment for
e-commerce to flourish in Mauritius. Mauritius

Senegal strategy entitled “2025 Digital Senegal” is currently being drafted. Senegal

National ICT Strategy expired in 2015. We are currently in the process of developing a new strategy.
Saint Vincent and the Grenadines

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.

The 2017 aid-for-trade monitoring exercise also highlights various regional initiatives to promote digital connectivity
(Box 2.8). Issues covered in Asian regional frameworks include plans to facilitate the establishment of mutual recogni-
tion of digital signatures, intellectual property protection, personal data and consumer protection, alternative dispute
resolution for electronic transactions, ICT training and education, ICT rural community development, and infrastruc-
ture development for postal services within the region.® Some regions have ICT or e-strategies integrated into other
development objectives or plans, for example agriculture and rural development, public health, financial services, and
environment and natural disaster management.
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Box 2.8. Overview of selected regional actions to support digital connectivity

In the Association of Southeast Asian Nations (ASEAN), an e-task force is charged with the development of a
broad and comprehensive action plan for an ASEAN e-space, as well as the development of competencies to
compete in the global information economy through the establishment of an information infrastructure. The task
force will examine the physical, legal, logistical, social, and economic infrastructure needed.

The Asia-Pacific Economic Co-operation (APEC) recently launched a wide-ranging agenda that outlines programs
designed to use advances in IT to boost productivity and stimulate growth, and to extend basic services to the
community. The action agenda includes ways of promoting the right policy environment and build capacity to create
a framework to strengthen markets, e-commerce, knowledge and skills development, and providing affordable and
efficient access to communications and the Internet. APEC supports the development of distance learning and IT
capacities as core competencies for teaching and learning, and for extending health and medical services. (OECD-WTO
aid-for-trade monitoring exercise 2017, Public sector case story 124)

The Economic Community of West African States (ECOWAS) Vision 2020 seeks to harmonise telecommunication
policies in order to benefit from the digital economy. Over 2013-2014 and with the support of UNCTAD, ECOWAS
conducted two online training sessions and three regional workshops that trained 315 policy and law makers on the
legal aspects of e-commerce. Areas identified for further legislative harmonisation included: electronic transactions,
data protection, computer crime, consumer protection, online content and domain names (OECD-WTO aid-for-trade
monitoring exercise 2017, Public sector case story 59).

BRIDGING THE DIGITAL TRADE POLICY DIVIDE

The 2017 aid-for-trade monitoring exercise highlights action by many developing countries and LDCs to promote digital
connectivity. It also points to a possible “digital trade policy divide” (Box 2.9). Of the 63 respondents to the monitoring
exercise, 33 stated that they did not have an e-commerce or other digital-related strategy. Comparison of these answers,
however, with the statistics collected by the ITU on national e-strategies and broadband strategies suggests a dif-
ferent picture. All 63 partner country respondents have either an e-strategy or broadband strategy or both. Why the
divergence in results? One explanatory factor may be terminology. Some respondents may not have considered their
national ICT or broadband strategies to qualify as e-commerce or other digital-related strategies, as phrased in the
questionnaire for the monitoring exercise. Others may have decided not to reference a national strategy that may have
expired or was in the process of being updated.

Box 2.9. Digital enablement to bridge the digital divide

A paradox in the digital divide, as outlined by Huawei (2015), is that while it is narrowing, at the same time it is
deepening. The worldwide development of digital networks, coupled with the increasing affordability of ICTs, has
contributed to bringing more and more people within range of a phone signal (87% of the world population and 55%
for 3G networks). However, 1 billion people remain disconnected from any form of telecommunications; 3 billion lack
access to broadband Internet; and in developing countries, only three out of ten people use the Internet, compared
to eight out of ten in developed countries. The exponential increase in connections, sensors, devices, data, video and
analytics is set to deliver advances in agriculture and health, and to reinforce economies, contribute to protecting
the environment and improve transportation. Further sophistication in technology means that the analogue
complements necessary for the digital economy to operate are now becoming more necessary than ever. Putting
these analogue complements into place can be achieved by supporting users, implementing sound policies and
lowering the costs of access. Huawei refers to these actions “digital enablement solutions”. They argue that they need
to run on market principles: built for scale and industrialisation, and valuing all income levels. The value generated
would benefit all, not solely in financial terms, but in benefits across people and communities.

Source: Huawei (2015), “Connecting the Future, Digital Enablement, Bridging the Digital Gap to Connect People and Society” www.
huawei.com/minisite/digital-enablement/download/Digital+Enablement ENGLISH+online.pdf
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However, another possible explanation for the inconsistency in the responses to the 2017 aid-for-trade monitoring
exercise as compared to the ITU figures on national e-strategies and broadband plans may lie in the extent to which
national co-ordination mechanisms do or do not exist. Twenty-one of the 63 respondents reported having national co-
ordination mechanisms. The aid-for-trade monitoring results did not suggest the systematic participation of national
ministries of trade in these mechanisms; rather, only 10 of the 21 respondents cited the presence of trade ministries in
national co-ordination mechanisms."

The 2017 aid-for-trade monitoring exercise results also lead to the conclusion that the private sector is not systematically
present in co-ordination mechanisms. Pakistan was a notable exception; the government’s self-assessment reply noted
the presence of the private sector in national digital co-ordination mechanisms and indicated that the e-commerce
policy unit within the ministry of commerce consults with relevant agencies, as well as with representatives of leading
private sector e-commerce enterprises. Likewise, Uganda noted that its ICT Sector Working Group included representa-
tion from both the private sector and government.

Box 2.10. Trade policy and the availability—and affordability—of digital connections

“Reduce the cost of mobile phones and ICT devices. Governments must work to reform tax and patent regimes so
that ICT device costs can come down. They will also need to incentivize the private sector to develop high quality,
low-cost smartphones”.... “Getting everyone online requires balanced policies that address demand as well as
supply; regulation as well as competition; fixed-line as well as mobile broadband; public access as well as individual
subscriptions. Government ministers and others must spearhead efforts to convene all actors and develop a clear,
coherent plan for sequencing reforms and stimulating the investments needed to enable reduced costs and wider
access. Donors and aid agencies must come to the party with financial and practical support.” Alliance for Affordable
Internet (OECD-WTO aid-for-trade monitoring exercise 2017, Academia and NGOs case story 2).

“Substantial challenges still exist in the development of technology neutral and convergent licensing regimes,
promotion of competition, establishment of fair interconnection rules and tariffs, management of resources such as
radio frequency spectrum and numbers, design and execution of universal access strategies and the enforcement of
standards. Policy and regulatory intervention that abolish exclusivity on market entry, reduce license fees and simplify
licensing procedures as well as those promoting open, transparent and non-discriminatory access to the networks
are the foundation for improved national and regional broadband networks. Besides, most member countries face
challenges in new policy areas in particular those pertinent to electronic transaction and cyber security.” African
Development Bank (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 16)

Despite the vast opportunities presented by a digital economy, Asia has yet to overcome challenges to fully realise
its potential to harness e-commerce for sustainable development. In addition to the absence of national legislation
to support cross-border e-commerce, developing countries in Asia face barriers related to poor ICT infrastructure,
trade facilitation and logistics, e-payments, and inadequate skills development. National strategies to understand
the underpinnings of e-commerce are also lacking in many countries. Even as Asia’s developing countries further
strengthen their capacity for e-commerce, most of them face institutional issues, such as complicated border
clearance procedures and red tape, and disharmonised customs requirements between states hinder intra-regional
trade. Market related risks—such as fraud, costs of adaptation, and a risk of crowding out—also serve as barriers to
entry. Asian Development Bank (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 124)

The cost of computers and telecommunications remain generally high, because of insufficient liberalisation and
deregulation of markets, and years of chronic underinvestment. Asian Development Bank (OECD-WTO aid-for-trade
monitoring exercise 2017, Public sector case story 116)

As regards affordability, 57% of the world population currently cannot afford the Internet, because the costs of
end-user devices, services, access and ancillary costs (including usage and device taxes) are still too high for many.
Broadband Commission (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 41)
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Aid-for-trade support can help governments establish co-ordination mechanisms. El Salvador noted that support from
USAID helped to ensure co-operation on e-commerce questions with a diverse range of stakeholders, including the
Salvadoran Chamber of Tourism, the Innovation and Quality Directorate, the National Science and Technology Council
and the Ministry of Tourism.

The importance of the trade dimension to digital connectivity questions was highlighted by a case story from
Australia outlining co-operation with the World Intellectual Property Organization to create an enabling environment
for increased domestic innovation, inward investment and technology transfer. Other case stories from the African
Development Bank, the Asian Development Bank and the Alliance for Affordable Internet highlight the influence that
trade ministries can play in ensuring available, affordable digital connections. Box 2.10 brings together some of the
insights from these cases stories.

Australia offers an example of a donor that is supporting efforts to address the affordability and availability of digital
connectivity through telecommunications reform. Australia’s response to the self-assessment questionnaire highlights
how in Indonesia, it has provided specialist advice to enable the country to award radio spectrum for 3G mobile
telephony and Internet services in the most transparent and economic way possible. This resulted in an auction from
which government secured over USD 700 million in revenue and one of the fastest roll-outs of 3G services in the
world. Similarly, in Vanuatu Australia helped to introduce private sector competition and independent regulation,
expanding mobile coverage from 20% of the population in 2007 to 85% in 2009. The prices of handsets dropped from
USD 100 to USD 25 and monthly Internet access rates dropped from USD 200 to USD 60.

AID FOR TRADE CAN PROMOTE DIGITAL CONNECTIVITY

Of the 40 donor respondents to the 2017 aid-for-trade monitoring exercise, 25 noted that e-commerce or digital issues
featured in their in-country dialogues with partner countries and regional partners. Figure 2.9 provides an overview of the
relative importance of specific focus areas for donor support (ICT development, e-government, e-commerce, broadband,
telecommunications and other). Figure 2.10 provides more detailed information on the type of support offered.

Research by the OECD suggests that aid-for-trade support (disbursements) to promote digital connectivity averages
between USD 650 million and USD 700 million annually, with the largest share (34%) financing telecommunication
projects, followed by investment in information and telecommunication technology (21%), policy and management
(179%) and finally research and development (10%).

Figure 2.9. Focus areas of donor support for digital connectivity
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Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.
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Figure 2.10. Types of support offered to promote digital connectivity
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The 2017 monitoring exercise suggests that demand for aid-for-trade support in this area is growing, and expected to
rise further. Among the donor respondents, 11 highlighted significant growth in demand in this area over the past five
years. Of the 40 donor respondents, 31 anticipated growth in future demand both from both partner countries and
regional partners. This conclusion looks well-founded: 57 of the 63 developing and LDC governments responding to
the 2017 aid-for-trade monitoring exercise anticipated a need for future assistance in order to meet their e-commerce
strategic objectives.

Both the European Commission and Germany indicated that they are updating their strategies to address digital
development. Germany noted that a more coherent strategy was being developed to pull together its initiatives in
this area--initiatives that include support to the IT industry in Kosovo in a joint project with Norway (OECD-WTO aid-
for-trade monitoring exercise 2017, Public sector case story 63). The European Commission noted that it had submitted a
proposal for a new European Consensus on Development in November 2016 which included a Digital for Development
statement. The European Bank for Reconstruction and Development (EBRD) has launched the Knowledge Economy
Initiative, working with countries on innovation-related issues such as improving telecommunications regulation and
developing ecosystems that allow venture capital and private equity firms to grow. The EBRD also provides funding to
the private sector, including for projects related to the development or expansion of e-commerce.
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Other donors, most notably Japan and Korea, are already active in promoting digital connectivity and have well-
established programmes in place. In addition to their own bilateral programmes, both Japan and Korea also contribute
to multilateral programmes. Cases in point are the Korean e-Asia and Knowledge Partnership Fund and the Japan
Fund for Information and Communication Technology administered by the Asian Development Bank. Box 2.11 outlines
Japan’s work on ICT infrastructure.

Box 2.11. Achieving quality infrastructure through Japanese ICT

Japan possesses one of the highest levels of Information and Communications Technology (ICT) in the world, as well
as a proven development assistance track record in this field. For instance, Japan has contributed to ICT development
in various regions as a leading international supplier of optical submarine cables. A Biometrics authentication system
has also been adopted by over 70 countries, protecting people’s safety and security. And Japan is supporting
implementation of ICT for disaster management in many countries using its knowledge as a country affected by
natural disasters. Japan is also making active strides in technology transfers aimed at making practical use of ICT. With
the introduction of digital terrestrial broadcasting in Botswana, Japan is striving to develop businesses that make
use of data broadcasting and transfer TV program creation technology. And through its communication satellite
business located in Turkey, Japan has not only produced and delivered satellites but has also provided high-level
technology education programs aimed at autonomous development. Japan’s ICT support is also contributing to
the optimisation and increased lifespan of existing public infrastructure. In the case of Vietnam’s Can Tho Bridge
construction, support has been given to introduce a system for real-time measurement of strain and oscillations.
By detecting abnormalities quickly, serious damage and deformation can be prevented. As a part of Myanmar’s postal
service, Japan has worked to digitise money transfer services. Japan offers multifaceted support precisely because it
possesses such comprehensive capacity for ICT development.

Source: OECD-WTO aid-for-trade monitoring exercise (2017), Public sector case story 75, www.oecd.org/aidfortrade/casestories/
casestories-2017/CS-75-Achieving-Quality-Infrastructure-through-the-ICT-of-Japan.pdf

Korea’s own ICT-based growth is considered by some as a model to follow. In the 1990s, the Korean government
pursued a series of long-term plans. The Korea Information Infrastructure plan launched in 1995 led to the completion
of fibre optic networks across the country. The government also established several master plans: 1) the Informatization
Promotion Act (1995), followed by the First Master Plan for Informatization Promotion (1996); 2) Cyber Korea 21 (1998),
addressing the changing environment caused by the Asian financial crisis; 3) the e-Korea Vision 2006 (2002), updated
by Broadband IT Korea Vision 2007 (2003); and 4) the UKorea Master Plan. All these measures led to the construction
of advanced information infrastructure and growth in the ICT industry. Korea also engaged in a range of training pro-
grammes and de-regulation measures; for example, the government opened up the broadband Interet service
market, removing regulation or controls over licensing and pricing. Having appropriate regulatory measures encour-
aged facility-based competition among service providers. Increased competition put downward pressure on tariffs,
which, in turn, led to an increase in demand for Internet services (OECD-WTO aid-for-trade monitoring exercise 2017, Public
sector case story 124).

Dialogue with regional partners is another important feature of e-commerce development, particularly in the areas
of ICT and broadband development. Australia supports the ASEAN in improving regional connectivity, including the
development of an ASEAN Master Plan for Connectivity, which covers physical connectivity such as international
undersea telecommunications cables and domestic broadband coverage. Australia is also among the donors that
support the World Bank in the Indo-Pacific region for the development of ICT infrastructure, such as international
undersea cable connections, and lends policy and regulatory technical assistance to improve access to ICT infrastructure
assets and services.
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Infrastructure is a big hurdle for many countries, especially those that are poor or with large rural
or remote populations. Many developing markets require massive investment to move up to more
advanced mobile technologies. (WEF-BCG, 2016)

The 2017 aid-for-trade monitoring exercise highlighted the multifaceted engagement of the private sector in e-com-
merce and ICT development more broadly. Case stories submitted by partner countries and donors indicate significant
collaboration between the public and private sectors. Among donors, 54% stated that they worked with the private
sector to support growth in e-commerce in partner countries and regions.

In the past, financing of ICT infrastructure in most developing countries has been based on
public investment. Lately, a significant influx of investment has taken place where private-sector
participation has been encouraged, based on a sound regulatory framework, and where public
policies aimed at bridging the digital divide have been implemented. (World Summit on the
Information Society, 2005)

A prominent example of private sector participation in infrastructure projects to bridge the digital connectivity divide is
in the area of submarine communication cables. These cables carry 90% of the world Internet data; the remaining 10%
is transferred via satellite. As of 2016, some 350 submarine cables stretching over more than 1.2 million kilometres had
been installed.

Three funding structures have emerged for this cable infrastructure: public-private partnerships; consortia of private
sector operators; and privately owned cables. Box 2.12 highlights the important role that development finance has
played in bringing submarine communication cables to regions that might not otherwise enjoy digital connectivity, in
particular through cabling initiatives in the Pacific.

Box 2.12. Cabling the Pacific

Samoa: The ADB approved a USD 25 million grant for a submarine cable project to support a fibre-optic cable
system linking Samoa to Fiji's international submarine cable network. Currently, Samoa is connected to the American
Samoa-Hawaii cable system via the Samoa-American Samoa cable, which is operating at near capacity. The project
will enable broader Internet access to meet Samoa'’s growing demand, providing fast and affordable access. The ADB
grant financing was complemented by funding from the World Bank and Australia. The Samoa Submarine Cable
Company provided USD 8.2 million in equity; the government of Samoa covers taxes and duties of USD 6.7 million.
The total project cost was estimated at USD 574 million. The project aims to enhance low-cost broadband services to
Samoa, strengthen the regulatory and legal environment for ICT, and facilitate e-health investment in Samoa. Part of
the project will involve implementing an e-health patient information system to improve patient care.

Tonga: Under the Pacific Regional Connectivity Program, the Asian Development Bank, the government of Tonga,
Tonga Cable and the World Bank Group joined forces to finance and support an 827-kilometer submarine fibre-optic
cable system linking Tonga to Fiji via the Southern Cross Cable—the main trans-Pacific link between Australia and
the United States. Tonga Cable is the owner and manager of the fibre-optic cable. The project team completed the
job in four years, under budget and one day ahead of schedule. International connectivity costs have already fallen
by more than 60 per cent.

Source: Asian Development Bank, OECD-WTO aid-for-trade monitoring exercise (2017), Public sector case story 8, www.oecd.org/

aidfortrade/casestories/casestories-2017/CS-08-Samoa-Submarine-Cable-Project.pdf and Public sector case story 97, www.oecd.org/
aidfortrade/casestories/casestories-2017/CS-97-AsDB-Tongas-High-Speed-Revolution.pdf
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Development finance is being used in a similarly catalytic fashion in Africa to promote connectivity. The Eastern Africa
Submarine Cable System (EASSy) is a good example. EASSy runs from Mtunzini in South Africa to Port Sudan in Sudan,
with landing points in nine countries and connecting to an additional ten landlocked countries. Inland connectivity
is important as it means that landlocked countries no longer have to rely on satellite Internet access to carry voice
and data services. EASSy is owned and operated by a group of African (92%) and international (8%) shareholders—
all telecommunications operators and service providers. Box 2.13 highlights other regional projects being taken forward
in the context of the Connect Africa Initiative. The issue of connectivity for landlocked countries was also highlighted by
the Asian Development Bank in its submission to the 2017 monitoring exercise. It noted that landlocked countries must
either use satellite access, which can be prohibitively expensive as well as being comparatively slow, or depend upon
neighbouring countries for terrestrial access to submarine cable landing stations.

Box 2.13. Connect Africa Initiative

The Central African Backbone (CAB): The project implements a telecommunications network made up of
onward terrestrial fibre connections linked to an undersea optical fibre cable system in the African Western Coast.
A broadband backbone leverages the fibre optic infrastructure laid along the oil pipeline between Kribi, Cameroon
and Doba, Chad.

The East Africa Broadband Network (EABN): The project implements an integrated East African Broadband ICT
infrastructure network that provides cross-border connectivity between Burundi, Kenya, Rwanda, Tanzania and
Uganda. It links up with global gateways through submarine fibre cable systems.

The South Africa Region Backbone (SATA Backhaul): The project is improving cross-border links that interconnect
the South African Development Community (SADC) member states through optical fibre networks and. It links them
to submarine cable systems, including the EASSy.

The Economic Community of West African States (ECOWAS) Power Pool-based Fibre Network: The project
expands broadband access by leveraging the West Africa Power Pool's (WAPP) communications infrastructure
network. It links the WAPP network to national and regional infrastructure to bridge connectivity gaps in the ECOWAS
region.

Source: African Development Bank, OECD-WTO 2017 aid-for-trade monitoring exercise (2017), Public sector case story 16, www.oecd.org/
aidfortrade/casestories/casestories-2017/CS-16-AfDB-Connect-Africa-Initiative.pdf

The private sector is also directly engaged in providing digital connectivity solutions. Facebook submitted a case story
on the Telecom Infra Project (TIP)--an engineering-focused initiative that is bringing together operators, infrastructure
providers, system integrators, and other technology companies to collaborate on the development of new technolo-
gies and approaches to building and deploying telecom-network infrastructure. For Facebook, TIP is a new investment
that ties into other connectivity efforts already underway through Internet.org (OECD-WTO 2017 aid-for-trade monitoring
exercise 2017, Private sector case story 154). Other examples of private sector action include Google’s Project Loon and
Nokia's FastMile. Huawei identifies four segments to connectivity infrastructure as per Box 2.14.

In addition to infrastructure initiatives, the private sector is directly engaged in a wide variety of actions to promote
digital connectivity--both as part of corporate social responsibility initiatives and as part of regular commercial oper-
ations. Several of these actions seek to promote local adoption and use, such as The Rural Taobao Initiative run by
the Alibaba Group (OECD-WTO 2017 aid-for-trade monitoring exercise 2017, Private sector case story 23). Other initiatives
seek to promote ICT awareness and skills, such as IBM's Digital-Nation Africa. Telenor submitted examples of projects
designed to close the digital gender divide (OECD-WTO 2017 aid-for-trade monitoring exercise 2017, Private sector case
story 45 and 46). Jumia Market explained how it has helped to economically empower tens of thousands of traders
in Africa in the past three years through e-commerce, focusing on success stories of three local traders in Cameroon.
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A case story submitted by Amazon highlighted how a small rural business in Thailand (Lanna Clothes Design) was
empowered to expand internationally through e-commerce (OECD-WTO 2017 aid-for-trade monitoring exercise 2017,
Private sector case story 88). Facebook also highlighted how its Express Wi-Fi, launched in Nigeria in 2016, is providing
affordable and fast Internet services that are reducing the costs of business for information technology entrepre-
neurs in the Alaba International Market in Lagos (OECD-WTO 2017 aid-for-trade monitoring exercise 2017, Private sector
case story 153).

Box 2.14. The four segments of connectivity infrastructure

First mile

The installations and equipment that link
national networks to the world wide Web.

Middle mile

The national backbone infrastructure that comprises

. fixed-line networks (backhaul), fiber-optic cables
Connectivity

i or copper wires, data centers, mobile base stations
infrastructure and other equipment

Last mile

Or"local loop” comprises the final leg of
a telecommunications network that typically terminates
in the home or in a building where end users live or work

Invisible mile

) OB >= @3

Consists mainly of spectrum and other invisible elements

First mile: Regulatory regime governing the acquisition and operation of satellite dishes and the competitive
conditions that apply to international gateways and landing stations will dictate the degree of interest that private
sector actors will have in deploying and managing this critical infrastructure.

Middle mile: The balance struck by the independent regulator between ensuring competition and adequate
financial returns on operating infrastructure is critical. Other policy instruments to increase infrastructure investment
include subsidies, co-financing arrangements and reducing the cost of importing equipment and components
(import tariffs and other trade costs). Governments can also mandate by law the laying of optical fibre at the same
time as other infrastructure (e.g. pipelines and roads).

Last mile: Government intervention to promote inter-modal competition over the same infrastructure is an option,
as are so-called "fibre-to-the-home” projects to replace antiquated copper wiring, notably for building developers to
future-proof their projects.

Invisible mile: How spectrum is governed constitutes the primary lever here, notably ensuring that spectrum pricing
makes its exploitation commercially viable, that spectrum access is provided on competitive terms and that essential
fixed assets are shared among operators, while finally allowing those who purchase spectrum to resell it without too
many restrictions or conditions.

Source: Huawei (2015) “Connecting the Future, Digital Enablement, Bridging the Digital Gap to Connect People and Society”
www.huawei.com/minisite/digital-enablement/download/Digital+Enablement ENGLISH+online.pdf

AID FOR TRADE AT A GLANCE 2017: PROMOTING TRADE, INCLUSIVENESS AND CONNECTIVITY FOR SUSTAINABLE DEVELOPMENT - © OECD, WTO 2017 77


www.huawei.com/minisite/digital-enablement/download/Digital+Enablement_ENGLISH+online.pdf

CHAPTER 2. SETTING THE SCENE

78

CONCLUSIONS

This chapter has surveyed issues influencing digital connectivity, taking as its starting point the information submitted
by developing countries and LDCs, bilateral and multilateral donors, regional organisations, South-South partners and
the private sector in response to the OECD-WTO 2017 aid-for-trade monitoring exercise. A picture of concerted action
to promote digital connectivity by governments, development partners and the private sector emerges from this
information.

The 2017 aid-for-trade monitoring exercise highlights the critical role played by the ITU in efforts to promote digital con-
nectivity. The Connect 2020 agenda (ITU, 2014) and the Broadband Commission have galvanised action from a broad
cross-section of actors to bridge the digital divide. A message that also emerges is that efforts to close the digital divide
are expanding their focus from supply-side issues (e.g. undersea optical fibre cabling) to examining the demand-side
issues that affect digital connectivity (e.g. competition among telecom providers). Here the analysis suggests that minis-
tries of trade, and of trade policy more generally, can play a role in ensuring not just that digital connectivity is available,
but also that it is affordable. An enabling regulatory environment is indispensable to ensure that digital connectivity
promotes economic opportunity.

There is another issue of concern that emerges from the analysis of the responses to the OECD-WTO 2017 monitoring
exercise, which can be termed the “digital trade policy divide”. Trade ministries do not appear to be systematically
engaged in ICT, nor in digital or other e-government national co-ordination mechanisms. If left unaddressed, this lack of
engagement may limit policy action on the demand side. &
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NOTES

1. Inthe 2015 monitoring and evaluation exercise, none of the questions contained in the donor, South-South and
REC/TC questionnaires asked about the mainstreaming of trade facilitation in policy documents.

2. Of particular importance is maritime transport. Around 80% of global trade by volume, and over 70% of global
trade by value, are carried by sea and are handled by ports worldwide (UNCTAD, 2015).

3. Initsinput to the aid-for-trade monitoring exercise, Pakistan stated that 11% of mobile users in Pakistan are using
mobile phones for financial transactions.

4. Paymentissues with business-to-business transactions and business-to-consumer transactions were cited by 23
developing country government respondents.

5. Inaddition, the World Summits on the Information Society (WSIS) held in Geneva in 2003 and Tunis in 2005
resulted in declarations that contain relevant objectives. The Geneva Declaration sets out a series of qualitative
targets and goals on connectivity, as well as lines of action for government and other stakeholders (http:./www.
itu.int/net/wsis/docs/geneva/official/poa.html). The Tunis Declaration (http:/www.itu.int/net/wsis/docs2/tunis/
off/brev1l.html) focuses on financing and Internet governance. Further to these global declarations, the WSIS

process also convened a series of regional summits that resulted in regional targets on digital inclusion.

6. The TBT Committee serves as a WTO forum where members discuss concerns related to standards.
The opportunity to raise these and other concerns in an open, multilateral forum offers WTO members an
effective way of fostering dialogue and understanding, and of finding ways to use multilateral rules to resolve
concerns, thereby helping to reduce potential trade conflicts. This type of cross-border co-operation also
helps to identify capacity-related concerns.

7. By establishing compatible domestic IPR systems, the WTO Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS Agreement) helps build the legal structure in which the use rights to IP-protected
digital products can be traded in the form of IP licences, which in turn shape much of commercial trans-border
information flows. The TRIPS Agreement itself provides no specific rules on how its obligations on protection and
enforcement of territorial IPRs could best be implemented in a space that transcends national boundaries.
However, over more than 20 years since its conclusion, members have developed approaches and solutions to
tackle these questions in their national jurisdictions, which in some areas have settled into common practices
and are sometimes now reflected in bilateral or regional agreements covering IPRs. The non-discrimination
provisions in the TRIPS Agreement ensure that these national or regional solutions regarding IPR protection in
the digital sphere are available to nationals from all WTO member countries.

8. Under the current TRIPS transition period regime, least-developed country members are exempt from applying
the TRIPS Agreement--except for the non-discrimination principles--until 2021. Hence the LDCs do not need to
implement the TRIPS IPR protection standards before that date, while their nationals can already enjoy the TRIPS
standards for their intellectual property rights when other WTO members engage in online or offline commercial
activity in their jurisdictions—-a significant advantage in enabling creative and innovative firms in the LDCs to seek
effective access to global markets through e-commerce platforms.

9. The Broadband Commission for Sustainable Development grew out of the Broadband Commission for Digital
Development, established in 2010 jointly by the ITU and UNESCO.
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10.  E-ASEAN Framework Agreement 2000; South African Development Cooperation (SADC) Declaration on

Information and Telecommunications Technology 2001; SADC Regional Infrastructure Development Master Plan
2012; South Asian Sub-regional Economic Cooperation ICT Masterplan 2006; Pacific Regional ICT Strategic Action
Plan (PRISAP) 2015-2020.

Ministries of trade were cited explicitly as being present in national co-ordination mechanisms in the self-
assessment responses of Botswana, Burkina Faso, Congo, El-Salvador, Pakistan, the Philippines, Rwanda,
Sri Lanka, Saint Lucia and Uruguay.
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DIGITAL CONNECTIVITY AND TRADE
LOGISTICS - GETTING GOODS SHIPPED,
ACROSS THE BORDER AND DELIVERED
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Abstract: Innovations in the digital economy can reduce the costs of engaging in trade and facilitate
the physical delivery of traded goods, making trade potentially more inclusive. This chapter examines
the opportunities and challenges brought about by digital connectivity and digital trade along the
trading chain. It highlights that digital trade for development requires addressing, in addition to digital
connectivity, new and old constraints to market integration and physical connectivity. It underscores the
importance of efficient trade logistics services and emphasises the need to co-ordinate investments within
regions and across hard and soft infrastructure. It then examines progress in cross-border connectivity and
gives an update on the implementation of the WTO Trade Facilitation Agreement. Finally, while many
opportunities to reduce trade costs arise from digitalisation, the paper highlights that the ability to adapt
to the requirements and characteristics of digital trade flows, can influence the ability to realise the full
potential for development.
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INTRODUCTION

Trade has long been a driving force of economic growth. New production systems, integration of global value chains
and trends toward reliance on just-in-time delivery systems mean that more than ever, trade needs to be faster and
more reliable. This calls for increasing the quantity and quality of information exchange.

Digital connectivity and data flows are supported by hard and soft infrastructure, ranging from cables and wires to data
flow regulations, which enable trade transactions in two ways:

First, the digitalisation of many logistics services and regulatory border controls increases the efficiency and the ease
of doing trade. Data flows facilitate information sharing among the various actors and bodies participating in the
trade logistics chain, thereby reducing the co-ordination costs associated with moving goods from production to
consumption.

Second, data flows reduce information asymmetry and lower co-ordination and transaction costs. They make it easier
for businesses or consumers to connect with potential trade partner, strike a deal, and get information about regulations
and standards as well as about consumer preferences. Increased flows of information have tremendously improved
access to knowledge about trade opportunities, reducing the cost of entry into the market, in particular for SMEs.
Moreover, goods and services can increasingly be purchased or delivered through digital platforms, opening-up whole
new areas of opportunity, in particular for some services that were previously non-tradable.

This chapter discusses how digital connectivity and data flows support the physical delivery of traded goods and
services. The opportunities created by digital trade, and in particular the digital delivery of goods and services, are
increasing and the process of engaging in trade increasingly involves data flows. Yet trade in goods is still very much a
physical process, in particular for items produced in developing countries. This means that while digitalisation provides
the opportunity to connect with new trade partners, transforming those opportunities into trade still requires reducing
the cost of physically moving goods across (customs efficiency) and behind (trade logistic services efficiency) borders.

Data flows and digitalisation of services, in particular logistics services and regulatory border controls, and innovations in
the digital economy can reduce the costs of physical delivery, enabling previously remote areas or small producers and
buyers to participate in trade. Across borders, they can support efficient customs services and the implementation of
the WTO Trade Facilitation Agreement. Behind the border they can decrease the cost of moving goods by reducing the
cost of co-ordination among the various support services needed to make trade happen, from transport to insurance.

However, while digital connectivity can provide new opportunities for developing countries to participate in interna-
tional trade, traditional trade costs related to physical connectivity can still represent a significant barrier to the physical
delivery of goods. In addition, digital trade—and in particular e-commerce (encompassing the physical delivery of
goods digitally purchased)—changes how and what is traded (OECD, forthcoming). Customs authorities are faced with
an increasing influx of small parcels and low value shipments, requiring different handling than large and bulk ship-
ments. In addition to the additional workload, this increase in trade in small parcels can raise questions about the impact
and relevance of de minimis thresholds. It can also challenge the capacity of customs authorities to monitor the compli-
ance of traded goods with standards, including, for instance, safety norms for manufactured products, or sanitary and
phytosanitary (SPS) measures for agriculture and food products, as well as intellectual property regulations.

The first section of this chapter discusses the importance of traditional physical connectivity to unlock the opportuni-
ties created by digitalisation and digital trade. It looks at connectivity behind the border, in particular the importance
of efficient maritime and air connectivity, emphasising the importance of co-ordinating investments within regions
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and across hard and soft infrastructure for the reduction of trade costs. It then investigates progress on cross-border
connectivity, giving an update on the implementation of the WTO Trade Facilitation Agreement and emphasising the
challenges for developing countries. The second section focuses more specifically on new opportunities and chal-
lenges from digital connectivity and digital trade. It highlights the opportunities offered by data flows and digitalisa-
tion for more efficient cross-border operations and logistics chains. However, these opportunities can be challenged
by digital connectivity constraints, as well as by lack of capacity on behalf customs authorities and logistics services to
adapt to the new ways of doing trade.

TRADITIONAL CONNECTIVITY MATTERS FOR DIGITAL TRADE

While digitalisation has revolutionised trade in services by making it easier to supply services over a distance—
including across borders—the physical delivery of goods and services still depends on physical connectivity, including
transport networks, intermodal connections, and functioning markets for transport services. This aspect of connec-
tivity entails important bottlenecks, especially in developing countries and the LDCs, with particular challenges for
small island developing states (SIDS) and landlocked developing countries (LLDCs). Many LLDCs are in Africa; for them,
trade flows and costs depend not only on the efficiency of their own customs and other border agencies, but also on
those of neighbouring transit countries. Collier (2008) called this situation the “landlocked with bad neighbours trap”.
The physical movement of goods is often impaired by poor supply and quality of hard infrastructure which, in addi-
tion to difficult regulatory environments and inefficient logistics services, results in a lack of trust in the logistics chain.
The following sections goes back to new data and evidence on trade costs, and focuses on both behind-the-border
and across-the-border issues, highlighting that traditional connectivity challenges still matter, and might actually be
increasingly important in a digital world..

Getting goods shipped and delivered involves many behind-the-border issues

Lead firms in digital trade (in particular digitally enabled purchasers of goods) are well aware of traditional connec-
tivity constraints to their businesses. While digital trade reduces fixed transaction costs (e.g. the cost of searching for
and screening trading partners), the negotiation and implementation of a contract, and its monitoring and execution,
it might not reduce transport costs. Small businesses face difficulties organising and negotiating prices for their trade
logistics. Weight to value still matters and it might be difficult for logistics service providers to supply transport services
for small quantities to remote areas, simply because it is not profitable. Such constraints can be a barrier to the benefits
of inclusion offered by digital trade. That said, innovations allowed by data flows can also reduce the cost of physical
delivery to remote areas.

Global trade involves certain transport-related and other transaction costs that, while unavoidable, are in practice often
higher than necessary due to unnecessarily bureaucratic trade procedures and documentation requirements. Trade
facilitation has tremendously reduced trade costs at the border. However, trade costs relating to the efficiency of trade
logistics services have gained in importance.

The following sections focuses on these behind-the-border issues, highlighting that 1) traditional connectivity challenges
still matter, and might actually be increasingly important in a digital world; and 2) digitalisation and new ways of
organising trade pose both challenges and opportunities for connectivity and market access.
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Transport costs: paying for physical connectivity

International transport costs are a key component of trade costs. Recent research in Asia and the Pacific suggests that
tariffs account for less than10% of bilateral trade costs, while other policy-related trade costs (i.e, of a non-tariff nature)
account for 60-90% of bilateral trade costs. In other words, transport costs, maritime connectivity and procedures have a
stronger bearing on trade costs than customs duties (ESCAP 2015). Policy makers and shippers have an interest in under-
standing the determinants of international transport costs. Being able to explain the differences in the prices traders pay
for the international transport of merchandise can help identify possible areas for intervention. Extensive research has
helped identify the main determinants of freight costs (ECLAC, 2002; Sourdin and Pomfret, 2012; Cullinane et al,, 2012;
Wilmsmeier, 2014).

Figure 3.1. Freight and insurance costs as a percentage of the value of imports, ten-year moving averages
within country groups, 1989-2016
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Note: Averages within the country groups are un-weighted, i.e. each country’s freight ratio is assigned the same weight when calculating the
average. Data is for all modes of transport, representing the cost of international transport and insurance as a percentage of the CIF value (cost,
insurance, freight) of the imported goods.

Source: UNCTAD. StatLink = http:/dx.doi.org/10.1787/888933525683

Based on data on merchandise imports, UNCTAD has estimated expenditures for international transport and insurance
(all modes) by country group (Figure 3.1). On average, these costs amounted to approximately 9.7% of the total value
of imports during the decade 2007-16. Among the main regional groupings, African countries have the highest freight
costs, averaging 12.2% in 2016 compared to 8% for developing countries in the Americas. In addition, many countries
in Africa and Oceania report low scores in Doing Business or the Logistics Performance Index (although those figures are
also influenced by the composition of imports) (World Bank, 2016; 2017). While transport costs are effectively higher in
African and Oceania, they appear to be even more important in proportion to the value of imported goods in the coun-
tries in those regions; on average, these countries tend to import relatively lower-value types of manufactured goods
than developed economies. In other words, the cars, clothes or tools imported into Africa are of lower value per unit, on
average, than those imported into Europe or North America. Therefore, the cost of transport represents a higher share
of the import value.
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Overall, analyses suggest that developing countries, especially in Africa and Oceania and including many SIDS and
LLDCs, pay more for their transport connectivity than developed countries. The main reasons are to be found in these
regions’ trade imbalances, as well as their lower trade volumes and shipping connectivity. There is potential for policy
makers to help remedy this situation through investment, as well as port and trade facilitation reforms, especially in the
regions’ seaports, transit systems and customs administrations.

Broadly speaking, connectivity relies on various dimensions that can be grouped into three categories: geography,
infrastructure and cost-effectiveness (including marginal costs and weight-to-value issues). Many African and Oceanian
developing countries are confronted with transport infrastructure bottlenecks. The largest ships that can be accom-
modated in most of ports in these two regions are far smaller than those that call at ports in other regions. This, along
with the fact that private sector participation through concessions is less frequent in Africa and Oceania, contributes to
higher transport costs. Also many developing economies, in particular in Africa and Oceania, are particularly negatively
affected by their geographical position--far away from most major shipping routes. Because of the distance to large
markets and the relatively small size of domestic markets, it is difficult for logistics services to cover their costs when
supplying these economies.

The SIDS in Oceania, as well as several smaller Africa economies, have relatively small markets. Because of merchandise
trade deficits, ships delivering cargo in Africa and Oceania are likely to arrive fully loaded, but to have spare capacity
when returning to Europe, Japan or China. Freight rates for imports thus tend to be higher than freight rates for exports,
as transporters make the exporters pay for the losses incurred on the return journey. Although comprehensive data
is not available, and available data, as presented in Figure 3.1 only reflects imports, anecdotal evidence suggests that
freight rates for exports are indeed lower than those for imports in most countries in Africa and Oceania. As a result,
shippers may be confronted with oligopolistic markets, where low levels of competition can lead to higher prices. In this
context, it would be a mistake to try to further restrict competition by, for example, introducing national or international
cargo reservation regimes.

There is also a clear case for policy makers and port authorities to strengthen transnational co-operation in order to
promote the development of efficient systems than can help to prevent regions or countries from becoming peripheral
and uncompetitive. While not much can be done about a country’s geographical position, there are some policy
options that can reduce costs, for example by improving port infrastructure and increasing efficiency in the logistics
chain, including through trade and transport facilitation; more efficient port operations; or measures to make a port
more attractive as a port of call. This would entail more port investments, trade and transport service liberalisation, and
economic reforms to strengthen industry output and trade relations.

Some solutions also exist to increase the efficiency of infrastructure investments, in particular at the regional level.
Increasing a country’s connectivity does not require making it a regional gateway with immediate connection to main
shipping routes and large infrastructure. Isolation can be considerably reduced by relying on a hub-and-spoke model at
the regional level—with adequately scaled infrastructure investments for both maritime and land connectivity—and
drawing on relative regional locational comparative advantages. Such systems, nevertheless, require the development
of regional or sub-regional hub ports; they also call for the upgrading of inter-island connectivity and corridors, ensuring
efficient cargo handling and other logistics services to enable the reduction of freight costs from the gateway to the
final destination. Another option to be considered is the promotion of infrastructure networks based on regional/sub-
regional hub ports that can be serviced by larger vessels, corridors and networks of rural feeder roads, with appropriate
inter-modal connectivity and efficient logistics services. In Africa, a number of countries have been able to benefit from
their geographical position by offering trans-shipment services. Egypt, for example, benefits from the traffic passing
through the Suez Canal; and Morocco and Mauritius have both established important hub ports. Many other African
countries, however, are relatively far away from the major East-West shipping routes.
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While regional solutions are promising, they are not without issues. A range of vested interests and other political-
economy considerations, related to both hard and soft infrastructure, can make the implementation of regional models
difficult. These considerations include the appropriation of benefits by a country benefiting from his neighbour’s invest-
ment in hard infrastructure; ; the appropriation of benefits by intermediaries and the need to ensure competition in
logistics services; and finally a range of issues relating more broadly to non-tariff measures (Jouanjean et al, 2016).

The following sections explore relative connectivity constraints for two modes of transport: maritime and air.

Maritime connectivity accounts for the lion’s share of international trade

Containerisation has been one of the most significant innovations in trade logistics, with a greater impact on trade
growth than trade liberalisation (Bernhofen et al,, 2012). Yet some of the benefits of containerisation are lost if trade facili-
tation shortcomings, such as the breaking of seals or reloading of content, interrupts their movement.

Maritime trade is estimated to account for 80% of the volume and 70% of the value of international trade; on average,
these shares are higher for developing countries (UNCTAD 2016b). Manufactured goods are mostly transported in stand-
ardised containers through a global network of regular liner shipping services. This enables small and large importers
and exporters of finished and intermediate “containerisable” goods from relatively remote countries to trade with each
other, even if their individual trade transactions would not economically justify chartering a ship. Thanks to regular con-
tainer shipping services and transhipment operations in hub ports, today basically all coastal countries are connected
to each other (Hoffmann 2012).

Countries or ports that manage to become transhipment centres benefit in two ways. First, they generate additional
income for their own port service providers. Second, their domestic importers and exporters benefit from improved
connectivity, i.e. from more frequent and less costly services from and to overseas markets and providers. It would,
however, not be realistic for every country to become a transhipment hub; the deployment of carriers is volatile, and
there is a risk of overinvestment and overcapacity if all countries try to concentrate cargo in their own ports. The
efficiency of hub-and-spoke systems relies on negotiations and long-term strategies at the regional level, which often
face political economy hurdles. More analysis is necessary to underscore the benefits “spoke” countries perceive from
their neighbours’ investments in infrastructure.

Figure 3.2. Average number of liner shipping companies per country, average vessel
size (TEU) per country, and average size of the largest ship (TEU) per country, 2004-2016
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Note: TEU = twenty-foot equivalent units. Data represents averages per country of vessel deployment in 160 countries.

Source: UNCTAD (2016b) Review of Maritime Transport 2016
StatLink Sz http://dx.doi.org/10.1787/888933525702
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The Liner Shipping Connectivity Index (LSCl) indicates the overall position of a country within global container ship-
ping networks (UNCTAD, 2016b). As of May 2016, the best connected countries in East Asia are China and the Republic
of Korea; Singapore and Malaysia have the highest LSCl in South East Asia; Sri Lanka and India in South Asia; Morocco,
Egypt and South Africa in Africa; and Panama and Colombia in Latin America and the Caribbean.1 All of these countries
are hubs in their regions. While the average LSCl has increased continuously since the index was first generated in 2004,
several countries do not appear to have improved their liner shipping connectivity over the past decade.

Overall, the LSCI underscores the positive impact of containerisation on maritime connectivity. At the same time,
however, there appears to be a consolidation in the industry, with container ship sizes increasing while the number
of companies providing services from and to the average country’s seaports is going down. This decrease in competi-
tion is problematic for port authorities, shippers and intermodal transport providers; it poses particular challenges for
smaller trading economies, which already experience low levels of competition. The number of carriers competing for
the average country’s cargo declined by 349% over 12 years—from an average 21.1 companies in 2004 to 14.6 companies
in 2016. While this last number of companies per country should suffice to guarantee a competitive market, the average
hides a growing number of countries where there are only a few providers offering container services, leading to poten-
tially oligopolistic markets. In 2004, 44 countries had five or fewer providers, compared to 56 in 2016—an increase of
27%. During the same period, the number of countries with only one provider doubled, from five countries in 2004 to
ten countries in 2016. Finally, the industry is also suffering from massive overcapacity.

For countries willing to increase their maritime connectivity, evidence suggests that three main policy areas can help in
improving their LSCl, in particular if they want to position themselves as hubs in their regions:

The first is the size of the market served by the gateway port, the hinterland. Expanding the market for the port’s
services requires facilitating international trade and transit to ease access by neighbouring countries to the port. In
West Africa, for example, the ports of Benin, Céte d'lvoire, Ghana, Nigeria and Togo all compete for cargo from neigh-
bouring landlocked countries. Inland transport is expensive, however, and cumbersome border-crossing procedures,
combined with road blocks, make it difficult to expand the hinterland. Therefore, one way to improve the shipping con-
nectivity of West African countries would be to improve their intermodal inland transport and trade connectivity. The
application of collaborative tools, trade and transit facilitation measures, and the latest technologies can help. Positive
examples include programmes by regional initiatives such as TradeMark East Africa, in the East African Community, and
the Borderless Alliance in Western Africa. However, the existence of too many gateways in the same region reduces the
size of the market served by each, lowering returns on investments.

The second area is the trade logistics market in the gateway country needs to be competitive. Ideally, shippers should
be able to choose among various terminals, as well as trucking and shipping companies. Any restriction on transport
services, such as cargo reservation regimes for trucking, or cabotage restrictions in shipping, leads to lower maritime
connectivity.

Finally, the third area is efficient and modern seaports, with physical infrastructure capable of accommodating ever
larger vessels, the necessary water depth and ship-to-shore container handling cranes. Modern port operations and
customs also help to avoid delays and uncertainties, which in turn improves transport connectivity.
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Air transport has an increasing role in global value chains

Air transport connectivity differs from maritime connectivity in many ways. First, air transport is characterised by point-
to-point transport services as compared to liner shipping, whereby a ship may call at a number of countries and ports
along a route, with cargo being frequently transhipped. A second difference is the combination of cargo and passenger
services, with an important share of air cargo being moved along with passengers. This is rarely the case for sea ship-
ping, mostly because today passengers rarely use vessels for long distance journeys, or if they do it is in very different
circumstances. Finally, distance has a far stronger bearing on air transport costs, with higher fuel per tonne-km ratio. As
a result, air connectivity is more dependent on the distance to market, while for maritime connectivity the geographic
position of the port as well as economies of scale, play a relatively larger role.

However, with the internationalisation of production and the increasing importance of just-in-time models, as well as
the evolution of cargo generated by digital trade, air connectivity is increasingly important for countries’ participation in
global value chains, especially for the transport of high-value intermediate goods.

The air connectivity index (ACI) is a tool developed by the World Bank to measure a country’s integration into the global
air transport network. Shepherd (2016) finds that air connectivity is very positively associated with the total value of trade.
As an indicative order of magnitude, a 1% increase in a country’s ACl is associated with a 6.3% increase in total exports
and imports. Moreover, air connectivity is very positively associated with global value chain participation. A one point
increase in the ACl is associated with a 2.9% increase in global value chain participation. Overall, countries that perform
particularly well on air connectivity tend to perform very well on global value chain connectivity metrics. Industry
makes extensive use of air cargo linkages whenever possible and the sectors that appear to benefit vary considerably in
terms of sophistication and capital intensity, from textiles and clothing to electrical goods and pharmaceuticals.

Once again, regulation matters for the optimisation of air connectivity, which requires a strong supporting framework
(ICAQ, 2017). This includes, among other things, market access (e.g. liberalisation), optimal air navigation services, aircraft,
airport systems, facilitation and security, inter-modality and airline activities.

Whether in maritime or air transport, more investments are necessary for developing counties to increase their
connectivity. Beyond investments in hard infrastructure, more needs to be done to support the efficiency of trade
logistics services, and in particular to ensure that bottlenecks in this area do not act as weak links in the value chain.
For example, maritime connectivity requires efficient hinterland services; spill-overs should be taken into account to
maximise the benefits from infrastructure investments. Avoiding bottlenecks, in particular for land-locked countries,
and maximising returns on investments also requires co-ordination among neighbouring countries, not only on hard
infrastructure but also on the regulatory environment for trade logistics services. Digitalisation can reduce the cost of
such co-ordination and support better linkages between transport modes and countries’ logistics services.

IMPLEMENTING THE TRADE FACILITATION AGREEMENT FOR CROSS-BORDER CONNECTIVITY

Inefficient procedures at the border represent an important source of trade costs along the value chain, increasing
poorly connected countries’ remoteness from neighbouring and international markets. For example, it has been
estimated that in Central and Eastern Africa, on average, crossing a border with maize, rice or sorghum has the same
effect on relative prices as travelling 518 hours between towns in the same country (Brenton et al,, 2013).

Developing countries are no longer simply providers of raw materials; they increasingly participate in global value
chains, importing raw materials and intermediate goods to produce manufactured goods for export. This is evidenced
by the fact that the share of developing countries in the total global volume of seaborne imports is estimated to have
more than tripled since 1970 (UNCTAD, 2016b). Crossing one border is already burdensome; factors such as the inter-
nationalisation of production processes and geography (e.g. the constraints faced by landlocked countries, many of
which are developing economies, in accessing gateways to regional and international markets) increase the number of
times borders are crossed along production chains before the final goods reach consumers.
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Helping goods cross borders efficiently, in particular in a world of internationalised production processes, is broadly
recognised by the trade community as a priority and is now firmly on the global trade agenda with the entry into force
of the WTO Trade Facilitation Agreement (TFA) in February 2017. Trade facilitation measures have the potential to reduce
the time, cost and uncertainty involved in importing and exporting. They improve the day-to-day operations and pro-
cesses of international production networks and, in more exceptional cases, assist in things such as the rapid delivery of
emergency relief goods (Roberts and Mohammed, 2017).

The objective of the TFA is to simplify and harmonise international trade procedures. The agreement contains provi-
sions for expediting the movement, release and clearance of goods, including goods in transit. These provisions have
the potential to benefit countries at all stages of development. It is estimated that a complete implementation of the
trade facilitation measures arising from the WTO Agreement could reduce trade cost by 16.5% for low income countries,
174% for lower middle income countries, 14.6% for upper middle income countries, and 11.8% for OECD countries,
boosting global growth and leading to significant welfare gains (Moisé and Sorescu, 2013). UNCTAD (2016a) demon-
strates a close statistical association not only between diverse trade facilitation measures and trade competitiveness,
but also between trade facilitation implementation and broader development indicators. Case stories collected by
the OECD and WTO for the Aid for Trade Global Review 2017 also provide anecdotal evidence about how the trade
facilitation measures promote quick gains in reducing trade costs.

The TFA covers a range of trade facilitation measures, grouped under 12 articles. Countries self-assess and declare their
capability and readiness to implement each of these measures without assistance (category A notifications). A country-
by-country analysis of the number of notifications on the date of the entry-into-force of the TFA shows a close correla-
tion between the implementation levels of different articles of the Agreement and indicators of trade efficiency. While
a statistical correlation does not in itself prove causality, the data suggest that implementing Article 7 on customs pro-
cedures and Article 10 on formalities has had a stronger bearing on a country’s Doing Business Index indicator for trading
across borders than, for example, Articles 5 on impartiality and 9 on inland customs transit Figure 3.3).

Figure 3.3. Correlation between trade facilitation implementation, Human
Development Index indicators and the Doing Business Index indicator for trading
across borders

Human Development Index
e Doing Business

Article 1:
Publication

Article 12: Customs co-operation Article 2: Consultation

Article 11: Freedom of transit Article 3: Advance rulings

Article 10: Formalities Article 4: Appeals procedures

Article 9: Inland customs transit Article 5: Impartiality

Article 8: Interagency co-operation Article 6: Fees and charges

Article 7:
Customs procedures

Notes: The values on the axes represent the partial correlation coefficient, which varies between -1 and +1
(in this figure all correlations are positive, and only values between 0 and +1 are shown). A value of +1
implies that the two variables move together at 100%, while a correlation coefficient of 0 implies that
the two variables are not correlated.

Source: Author’s calculations, based on individual category A notifications (WTO, 2017), Doing Business
Index indicators for trading across borders and the UNDP Human Development Index in 2014.
StatlLink S http://dx.doi.org/10.1787/888933525721
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The OECD developed trade facilitation indicators (TFls) in 2012 as a tool for monitoring and benchmarking country
performance. These TFls are used to analyse the impact of cross-border procedures on various trade and global value
chain metrics. The TFls are not designed to assess the compliance of countries with specificTFA provisions, but only to
measure effective trade facilitation endeavours, based on worldwide best practice in the areas covered by the WTO
TFA. They offer a snapshot of the state of play on trade facilitation around the world and provide a baseline for moni-
toring future progress. As such, the TFIs can be used by governments as an instrument for targeting initiatives aimed at
reducing trade costs across the border. They also highlight the main advances made by countries, as well as the chal-
lenges they need to address, on their paths to implementing measures in areas covered by the Agreement.

The use of the TFIs has permitted the identification of various trade facilitation measures that are particularly important
for developing country participation in global value chains. This is achieved by comparing specific sets of trade facili-
tation measures against the level and intensity of a country’s integration into global value chains (Moisé and Sorescu,
2015). The OECD found that a small increase (+0.1) in TFl performance? is associated, on average, with an increase in
imports of value added ranging between 1.5% and 3.5%; the increases in exports of value added range between 1%
and 3%. More recently, the OECD explored the impact of border processes using a computable general equilibrium
model (CGE; Box 3.1).

Box 3.1. Pathways of impact of border processes

Border procedures impact operations of the supply chain by reducing stock management (which is particularly important
for perishable goods), speeding up adaptation to consumer preferences and increasing participation in time-sensitive
global value chains. The OECD used its TFls in a CGE model to better understand and identify the pathways of impact of
border processes, and to improve understanding of their potential economy-wide effect.

The results of the modelling exercise underscored the extent to which trade facilitation matters both for exports and
imports. On the supply side, reduced costs result from better stock management and the ability to rapidly adjust to
consumer preferences. Consumers benefit directly from faster delivery of goods, but also indirectly from smooth
intermediate trade flows, which ultimately speed up the delivery of the final goods. Full implementation of the WTO TFA
is estimated to have the potential to increase trade flows by 0.6% and increase GDP by 0.04% to 0.41%, depending on
the country’s level of development. A previous estimation of the impact of the WTO TFA on trade costs underscores that
reductions in trade costs decrease as country’s income levels decrease. The model is able to differentiate effects on trade
in intermediates, used as inputs in the importing country, and trade in final goods. The modelling exercise suggests that
middle income countries (MICs) are the ones experiencing the strongest growth. Trade in intermediates experiences
the strongest growth. Low income countries (LICs) as well as lower middle income countries (LMICs) present a stronger
increase in exports than in imports.

Source: OECD (2017a, forthcoming) Economy-wide impacts of trade facilitation: a metro model simulation

The predictability and speed of the movement of goods across borders is important in shaping companies’ sourcing
decisions. The measures that appear to have the largest influence on imports of value added are, by decreasing order of
magnitude: the availability of advance rulings, the streamlining of border procedures and controls, the proportionality
and transparency of import and export fees and charges, and the automation of the border process. For exports of
value added, the most impactful measures are: the availability of trade-related information, opportunities for dialogue
with the trade community, the proportionality and transparency of import and export fees and charges, the automa-
tion of the border process, and the streamlining of border procedures and controls.

Regional integration also crucially depends on the facilitation of cross-border transit and trade, and on co-operation
between neighbouring countries. The WTO TFA can help regional connectivity without requiring a multitude of
regional trade agreements, often called a spaghetti bowl. Benefitting from preferences provided by those regional
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trade agreements often requires the processing of additional paperwork linked to certificates of origin (UNCTAD 2016a).
Intra-regional connectivity helps tackle geographical constraints by bringing together many small economies and land-
locked countries; intra-regional trade usually grows faster than global trade, and international production networks
are often organised by region. It is not just what a country does that matters for its connectivity, but also what its
neighbours do. There is a strong positive association between improvements in infrastructure and trade facilitation in
neighbouring countries, on the one hand, and greater value chain connectivity at home on the other (Shepherd, 2015).

Aid-for-trade facilitation continues to play a key role in ensuring that partner countries meet their commitments under
the WTO TFA, and that they realise trade and development gains. The OECD-WTO 2017 aid-for-trade monitoring
exercise confirms that efforts are already under way to implement trade facilitation measures in partner countries.
Development partners have provided assistance for initiatives ranging from support for the establishment of national
trade facilitation committees to providing hard and soft infrastructure between borders and along corridors. The case
stories gathered as part of the monitoring exercise also underscore the importance of regional approaches to meas-
ures requiring co-operation among two or more countries, as well as the overall importance of trade facilitation for
landlocked developing countries as a means of linking them to their regions, and to global markets. Overall, the aid-
for-trade monitoring exercise underscores the priority given by countries to trade facilitation (Figure 3.4).

Figure 3.4. Partner country aid-for-trade priorities

Trade facilitation 54

Export diversification

Trade policy analysis, negotiations
and implementation

Transport infrastructure

(airport, roads, rail, port)

I 2

International competitiveness

Regional integration

Services development

Network infrastructure
(power, water, telecommunications)

N
o

Connecting value chains _ 19
Industrialization _ 19
Network and/or transport infrastructure - 10 :
of a cross border nature ]
E-commerce -sf
Other - 8
WTO accession I 2
Adjustement costs I 1
0 10 20 30 40 50 60

NUMBER OF RESPONSES

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.
StatLink Sz http://dx.doi.org/10.1787/888933525740
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The OECD TFIs demonstrate that when the WTO TFA entered into force, implementation of its various substantive
provisions already was well under way among all income groups and across regions (Figures 3.5 and 3.6; OECD, 2017b).
While there are some differences across countries and regions, as well as among different income groups, worldwide
performance on a number of substantive provisions under the TFA is relatively even. Unsurprisingly, implementation of
the best-endeavour provisions is more heterogeneous. Many of these provisions are linked to automation, and more
generallydigitalisation and data flows, for internal and external border agency co-operation as well as information avail-
ability. For these, progress is closely associated with the income level of the country, emphasising the importance of
tackling the digital divide for further trade facilitation.

Figure 3.5. A sample snapshot of TFls in 2017, by income group
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Note: The shaded area depicts measures that go beyond the mandatory provisions of the TFA. The dotted portion of
the grey line highlights the fact that all TFA provisions for external border agency co-operation are “best endeavours'”.

Source: OECD (2017¢), Trade Facilitation Indicators, www.oecd.org/trade/facilitation/indicators.htm (accessed on 01
February 2017).

StatLink S http/dx.doi.org/10.1787/888933525759

Figure 3.6. A sample snapshot of TFls in 2017, by regional grouping
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NEW OPPORTUNITIES AND CHALLENGES ARISE FROM DIGITALISATION AND DIGITAL TRADE

Because of digital technologies and digitalisation of processes and information, data are being generated everywhere,
and at an exponentially increasing rate, by all actors of the economy. For the movement of goods across borders, this
includes government agencies, as well as private actors along the trading chain.

The following section explores new opportunities and challenges arise from digitalisation and digital trade. The two
parts focus on the cross-border dimension. First, it looks at how trade facilitation benefits from the new tools made available
by technological advances. Measures such as customs automation, electronic documents and single windows—
platforms that enable parties involved in trade and transport to fulfil all import-, export- and transit-related regulatory
requirements through a single facility—make all of these steps easier to implement today than when trade facilita-
tion negotiations started at WTO a decade ago. Second, it looks at the challenges created by digital trade for customs
authorities. Finally, the third part underscores the benefits and challenges of digitalisation and data flows on trade
logistics services.

Data flows and digitalisation contribute to trade facilitation

Digitalisation can support the reduction of trade costs at the border by increasing the efficiency of customs and transit
logistics, thereby reducing costs and supporting the implementation of the WTO TFA. Co-ordination and exchange of
data among public and private entities, for instance customs authorities and freight services, can facilitate the imple-
mentation of transit agreements, helping to generate returns on investments in technology. Traders investing in the
latest technologies expect their counterparts in control agencies to use them. Digitalisation of customs manage-
ment also helps to increase transparency and thereby reduce opportunities for corruption while limiting uncertainty
(OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 35).

Case stories from Ghana and Senegal also show how the establishment of electronic single windows has improved their
World Bank Doing Business rankings and logistics performance. Senegal was ranked best reformer in Doing Business 2009
and is now among the top ten worldwide. In the framework of South-South partnerships, Senegal offers its expertise
and technology transfer to other developing countries, including Kenya and Burkina Faso. The Ghana National Single
Window (GNSW) programme enables e-payment of customs duties, reducing the time and costs of import proce-
dures per consignment by 400 hours and USD 50, respectively; Ghana's ranking in the World Bank Trading Across Borders
Report has also substantially increased, from 167th place in 2016 to 154th in 2017. Similar improvements were registered
in the World Bank Logistics Performance Index, where Ghana rose from 100th place in 2014 to 88th in 2016, the largest
improvement since the survey was launched in 2007 (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case
stories 128, 135).

In Rwanda, a customs-centred electronic single window system was implemented at a cost of USD 3.3 million. Its high-
impact results include a decrease in the time needed to clear goods, from 11 days in 2010 to 34 hours in 2014. The cost
of clearance was reduced from 30 000 RWF to 4 000 RWF in just a one-year period (2013-14). Improved inter-agency
co-operation through information sharing was facilitated by the use of UNCTAD's Automated System for Customs Data
(ASYCUDA). This, in turn, streamlined work by reducing the need for multiple verifications of the same consignment
(TMEA 2015).

The importance of data flows and digitalisation for border management is evidenced by its high position on the agenda
of the World Custom Organisation (WCO), which declared “Data Analysis for Effective Border Management” its theme for
2017. The objective is to support initiatives aimed at leveraging the potential of data to help address the concerns and
expectations of traders, transport and logistic operators, and governments, with a particular focus on investigating best
practices in e-commerce. The WCO has underscored the need to improve the digitalisation of processes, the sharing
of information among e-commerce stakeholders, and customs risk management and harmonisation in low-value
shipment processes.

AID FOR TRADE AT A GLANCE 2017: PROMOTING TRADE, INCLUSIVENESS AND CONNECTIVITY FOR SUSTAINABLE DEVELOPMENT - © OECD, WTO 2017 95



CHAPTER 3. DIGITAL CONNECTIVITY AND TRADE LOGISTICS - GETTING GOODS SHIPPED, ACROSS THE BORDER AND DELIVERED

96

Digitalisation of information paves the way for effective identification of risks. It also allows for management of the large
volumes of data that are required by import regulations--for instance SPS regulations; these volumes are increasing with
the increase in trade flows. Efficiency in the management of import regulations can be boosted, for example, through
the adoption of electronic documents documents (see OECD-WTO aid-for-trade monitoring exercise 2017, Public sector
case story 101). Registration of information online and e-certification can speed-up clearance at the border. Border
agency co-operation and the creation of single windows to support efficient and transparent cross-border trade require
the co-ordinated use of information. The digitalisation of information and inter-operability of documents and systems
can help reinforce and lower the cost of border agency co-operation, including the implementation of single windows.
This could involve, for example, sharing inspection and control results among agencies involved in the management of
cross-border trade and supporting the delegation of control, or the co-ordinated and shared use of infrastructure and
equipment at the domestic and cross-border level. While seamless data flows require co-operation among institutions,
digitalisation of information and processes can also decrease costs associated with the implementation of inter-agency
co-operation itself.

Numerous provisions of the WTO TFA are linked to automation and more generally to digitalisation: risk management,
expedited shipments, pre-arrival processing, electronic payment systems and single windows (Figure 3.7). According
to the 2017 TFls, risk management is implemented in an automated environment in 35% of the countries in the sample-
-mainly UMICs; the rest of the countries (largely LMICs and LICs) either do not have such automated environment or
are in the process of implementing them. Information on expedited shipments and associated release procedures
shows that for 65% of the surveyed countries, certain types of goods may benefit from expedited release, depending
on specific qualifying criteria (i.e. either goods entering through air cargo facilities or low-value goods).

Figure 3.7. Automation tools in place, by type of tool and by country grouping
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As regards features such as pre-arrival processing and its application in an automated environment, around half of the
MICs seem to have systems for the electronic payment of duties, taxes, fees and charges, integrated with an automated
declaration/cargo processing system, as well as digital certificates and signatures; implementation of these features
remains much lower in the LICs. The most challenging area, as already highlighted by the 2012 and 2015 TFls, is the set
up and operation of single windows. Most information technology (IT) systems in the LMICs' and UMICs' are ready for
electronic data interchange (EDI) EDI systems, which are essential for reducing the complexity of document submission.
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In most of the LICs, these systems are still in the process of implementation. Information on the progress achieved on
IT and EDI systems, as well as on wide-ranging challenges in the area of border agency co-operation, suggest that the
missing link in the development of single windows is the quality of co-operation and information exchange among the
numerous government agencies, customs departments, and border control posts (OECD, 2017b).

Cross-border co-operation can be facilitated by the creation of infrastructure, including information and communica-
tion technology (ICT) infrastructure, to ensure efficient connectivity among country systems enable information flow,
and allow systems to understand each other. Digitalisation of customs documents and information about shipments,
however, is not without challenges. For example, the adoption of electronic documents involves the recognition of
electronic signatures, standardisation of data exchanges and inter-operability across applications and systems, cyberse-
curity, and legal validity of electronic documents.

The OECD (2016) has identified key management areas of domestic border agency co-operation and critical for
ensuring effective and sustainable cooperation: --communication and information exchange, standardised and effi-
cient communication, and information exchange among the various agencies. A formal agreement among all par-
ticipating agencies can clarify which information will be shared and with whom, and how the information will be
exchanged and traced. An effective early warning system, be it through contact points in individual agencies or
using IT solutions, can greatly enhance information exchange efficiency. The domestic co-ordination of inspections is
increasingly well understood. On the other hand, co-ordinated or shared risk management mechanisms among agen-
cies involved in the management of cross-border trade, as well as interconnected computer systems and the harmo-
nisation of data requirements, are still work in progress for all LICs and UMICs (Figure 3.8). Finally, the 2017 TFls show
that in developing countries, the co-ordination or harmonisation of computer systems, co-operation in risk manage-
ment, and the systematic sharing of control results among neighbouring countries at border crossings to improve risk
analysis are still at a very early phase (OECD, 2017¢).

Figure 3.8. Automation tools for domestic border agency co-operation
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USAID (2012) highlighted the flow of information between customs authorities in the East African Community (EAC) as
one of the most important constraints for border crossing through transit corridors. Electronic customs management
systems, nationally owned and managed, were not able to communicate seamlessly with each other within the EAC.
Moreover, information on goods crossing the border could not be shared with private sector clearing agents in charge
of the documentation. As a consequence, information had to be filled out by the transporter at each border crossing,
and therefore was only available on arrival; this resulted in errors and prevented agents from initiating administrative
processes ahead of a shipment’s arrival. More recently, various regional initiatives have been implemented using soft-
ware solutions that are owned, operated, and maintained by the region’s revenue authorities, enabling advance com-
pletion of customs declarations and saving hours of transit time at border crossings.

The inter-operability of electronic documentation systems is more easily ensured if, from the outset, the use of interna-
tional standards is agreed. For instance, countries can adopt United Nations (UN) data and trade document standards
and tools, such as those developed by the UN Centre for Trade Facilitation and Electronic Business (UN/CEFACT). These
data standards are used extensively throughout the world, facilitating inter-operability and scalability at the national,
regional and global levels. UN/CEFACT's EDI standard is the leading global data interchange standard. The exchange of
data, for instance on risk profiles, reduces both the number of documents required and the physical control of goods
crossing the border?

Finally, transparency, digitalisation of information and automation, and the additional, predictability and simplification
of trade procedures have proven efficient in reducing incentives and opportunities for corruption. Transparency allows
market participants and stakeholders to better understand the conditions and constraints for entering and operating
in a market. Predictability--enabled by the non-discretionary and consistent application of rules--guarantees efficiency
and integrity in border agencies. The simplification and streamlining of border procedures diminishes the discretionary
power of customs and other border officials, fostering integrity. Automation provides support in harmonising the inter-
pretation and implementation of regulations across all border points (OECD, 2015b).

In Ghana, the GNSW reduces unnecessary human interface in trade transactions, allowing most processes to be under-
taken automatically and thereby greatly increasing transparency and reducing the possibility of irregular interventions
and payments. Automation of the application and issuance of certificates of origin by the Kenya National Chamber of
Commerce and Industry has reduced the average time needed to obtain a certificate of origin from 84 to 12 hours.
Also, since traders are no longer required to physically travel to obtain certificates, logistics costs have fallen from USD
75 to USD 17; the reduction in human interaction also has limited the occasions for illicit activities.

New actors and the evolving nature of consignments present challenges for customs authorities
and trade facilitation

While data and information exchange can facilitate the implementation of the TFA, digital trade is also changing tra-
ditional trade patterns and potentially create new challenges. Digitalisation is changing some of the traditional deter-
minants of trade. Conventionally, analysis testing the determinants of trade flows (using gravity equations) emphasises
the importance of distance as well as historical links and common legal systems. While these are still significant deter-
minants, they decrease in importance as variables explaining digital trade flows values (Austin and Olarreaga, 2012).
In particular, the influence of distance decreases drastically with digital trade, while shipping costs and language have a
greater impact on cross-border digital trade than on offline trade.

But also, digital trade is changing the “who” and the "how" of trade. The “who" of trade: Digital trade enables the
entry of new actors into cross border transactions. Reductions in the costs of entry enable smaller businesses, and
even consumers, to participate directly in international trade. While trade was previously a largely business-to-business
(or government) operation, digital trade has enabled the direct involvement of consumers in cross-border transactions

98 AID FOR TRADE AT A GLANCE 2017: PROMOTING TRADE, INCLUSIVENESS AND CONNECTIVITY FOR SUSTAINABLE DEVELOPMENT - © OECD, WTO 2017



CHAPTER 3. DIGITAL CONNECTIVITY AND TRADE LOGISTICS - GETTING GOODS SHIPPED, ACROSS THE BORDER AND DELIVERED

through business to consumer (B2C) and also consumer to consumer (C2C) transactions. Consumers, but also MSMEs,
have limited knowledge and experience in regulations, however, and are not well versed in liability issues; they also
can be confronted by traditional regulatory barriers at the border. An analysis by the World Economic Forum (WEF), in
collaboration with the World Bank and Bain & Company (WEF, 2013) and using data provided by eBay, highlighted
that small businesses seemed to suffer disproportionately from both regulatory and logistical barriers to trade.
Understanding and navigating the regulations, policies and procedures governing the export market, as well as the
trade logistics chain, entails a high entry cost and upfront investment for small firms, independent of volumes traded.
For this reason, merchants selling goods internationally on the eBay platform have a tendency to sell to buyers in
countries whose regulations are easier to navigate than the average. This is why various platforms develop projects
aimed at supporting MSMEs in navigating the regulatory regimes of importing countries as well as international trade
logistics (see OECD-WTO aid-for-trade monitoring exercise 2017, Private sector case story 28).

The “how” of trade: The direct interaction between sellers and buyers on online platforms, bypassing the need for
wholesalers that usually trade in bulk, reduces the size of internationally traded shipments. So while digital trade is not
necessarily changing the nature of what is traded, it is changing the nature of shipments. The composition of trade
flows in relative terms features fewer large or bulk shipments and higher numbers of low-value small shipments.* Small
parcels do not always follow the same pathway as large shipments. Moreover, logistics companies reduce costs by con-
solidating containers, mixing cargos of different types, originating from different sellers, in the same container, resulting
in reduced accuracy in terms of the information about each cargo in the container (UNECE, 2011).

In addition, small parcels are more costly to trade. In its input to the OECD-WTO 2017 aid-for-trade monitoring exercise,
Paraguay highlights that the high cost of small-parcel shipments, as well as warehousing, storage and packaging dif-
ficulties, among the challenges faced by micro, small and medium enterprises (MSMEs) engaging in cross-border
e-commerce transactions. To counter this, some of the large digital platforms are providing services to MSMEs selling
on their platforms, negotiating freight forwarding contracts on their behalf. Using their position as holders of key
information—which allows them to reach scale and reduce logistics costs—online portals such as Amazon and Alibaba
are themselves becoming players in the transport of cross-border trade (Transport Intelligence, 2017). Large market
place platforms and actors of the express delivery industry are also providing training and various services, such as
warehousing services or management of orders, to inform and simplify global operations of small and isolated actors
(see OECD-WTO aid-for-trade monitoring exercise 2017, Private sector case stories 88, 98).

These changes in the nature of consignments, and the proliferation of small packages crossing the border via postal or
express services, challenge the capacity of customs authorities to monitor the enforcement of standards and trade in
counterfeit products using border risk-management strategies.

Customs agencies use informed compliance, risk management and audits to increase the efficiency of cross-border
trade while still fulfilling their monitoring mission, and this despite increasing trade flows.> These strategies exploit
the increasing amount of data available to customs agencies using a range of new algorithm and data analysis tools®
(Jeacocke and Kouwenhoven, 2017). Data analytics has become increasingly important, enabling selective approaches
to and techniques for cargo processing. These techniques allow customs agencies to concentrate their resources on
checking consignments with the highest risk profiles, and therefore potentially representing a higher probability of non-
compliance with domestic standards, or greater health or phytosanitary risks. They also allow compliant exporters to
benefit from more efficient border procedures: unnecessary delays are eliminated and the costs of crossing the border
are reduced. These selectivity systems not only promote increased efficiency by reducing the number of examina-
tions required, but also increase the discovery of non-compliance and thereby increase trust in the quality of imported
goods. Also, the targeting and simplification of procedures offer an opportunity to reduce the discretion of individual
officers and limit opportunities for irregular payments.
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However, risk assessment can be difficult to implement for small shipments, which are often used by traffickers of
counterfeit products to avoid detection and minimise the risk of seizure by customs authorities. It is also difficult to
monitor whether goods comply with standards. For instance, the horticultural industry has expanded globally through
the emergence of e-commerce; using an automated search algorithm to survey e-commerce trade on ten major
online auction sites, such as eBay, shows that biosecurity is not effectively regulated in the online plant trade (Humair
etal, 2015).

This is a particularly important topic for the International Plant Protection Convention (IPPC), which is concerned with
the potential impact of e-commerce on the implementation of phytosanitary measures’ designed to minimise the
risks of contamination with pests and plant diseases when importing plants and plant products into domestic markets
(IPPC, 2012). Previously, regulations were primarily geared to managing bulk shipments or consignments of commod-
ities moving through traditional transportation pathways (overland freight, air freight and ocean freight). With digi-
tally enabled trade, plants and plant products are increasingly traded through other pathways, such as postal services,
express delivery in small packages or mixed consignments. No traditional risk analysis can be implemented for such
packages. They are not separately identifiable from any other parcels, and the plant or plant product traded is often
not accurately described and therefore is by-passed by traditional national plant protection screenings. IPPC analysis of
websites selling insects, or plants and plant products, highlights that very few provide information about the require-
ments for import in different countries, or whether or not these restrict shipment to specific locations.

An example of these challenges is provided by Yemen in its input into the OECD-WTO 2017 monitoring exercise (see
Yemen contribution to OECD-WTO, 2017). In Yemen, application of regulations on exports depends on the size of the
consignment. Digitally enabled trade in goods coming from Yemen usually involves small quantities transported via air
shipment using express carriers, and the transactions are considered non-commercial. As a consequence, for the export
of one kilo of honey or coffee by air from Yemen, all or most requirements are waived.® Large shipments (more than
20 kilos) face requirements such as export certificates, SPS certificates and certificates of origin—which have become
prohibitively expensive. All of this favours trade in small quantities.

Monitoring of small shipments, however, implies additional costs. Without adaptation in how checks are implemented,
digitalisation could increase the burden on customs authorities, potentially challenging their capacity to fulfil their
mission. The ongoing increase in the quantity of small parcels is also challenging the relevance of de minimis thresholds.
In addition to the shifting cost-benefit of collecting duties and taxes, compared to the cost of tracking payment, small
parcels can require increased handling, and therefore can represent an additional burden for already stretched customs
authorities. De minimis thresholds vary considerably among countries and according to the Global Express Association,
in April 2016 some countries did not have any de minimis provision at all (e.g. Bahrain, Costa Rica, El Salvador, Guatemala
and Saint Lucia). This means that their customs inspect and collect duties, if applicable, on all arriving packages. In other
countries, thresholds are as low as USD 0.33 (the Philippines) or as high as USD 1 000 (Azerbaijan, but only for 50 kg non-
commercial shipments; for all postal shipments below the threshold it is USD 200 per 20kg ). In the European Union (EU),
duties are not collected for products below a USD 170 threshold and in the US the threshold is USD 800 (Global express
association, 2016).

Further work is needed to explore the role of de minimis provisions in the context of digital trade, and in particular how
they shape the decisions of both firms and consumers. Preliminary analysis seems to highlight that increasing the de
minimis threshold might not change consumer behaviour, as other parameters matter more to consumers—in par-
ticular the quality of the product and the reputation of the trading partner (Hintsa et al,, 2014). Raising the de minimis
threshold would allow customs administrations to reallocate resources to higher priorities, such as security or illicit
trade risks, unless innovative customs processes were to allow for the application of risk management approaches to
packages under the threshold. Increased digital connectivity therefore requires not only investment in new types of
infrastructure; it also requires thinking about new systems, better adapted to new ways of trading.
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INFORMATION FLOWS ENABLE THE TRADE LOGISTICS CHAIN

Data flows and digitalisation are not only necessary for trade partners to purchase and order goods or services online;
they also underpin co-ordination of international production networks as well as trade logistics. Information is a key
resource for trade and global value chains, creating trust, reducing transaction costs and enabling better management
of stocks and production processes. Time-related uncertainty, which requires traders to hold inventories or to build
redundancies into supply chains, has a cost. Anson et al. (2017) find that time and uncertainty are particularly impor-
tant for the movement of intermediate goods, in other words for international production networks as developed in
global value chains. It is, therefore, important for developing countries wishing to bolster their economic development
to address issues of time and uncertainty. Being able to access real-time information about the location of a shipment
is crucial to the organisation of global value chains. Moreover, the availability of information about products traded, for
instance through traceability, increases trust in the quality of the goods exchanged.

Co-ordination is increasing among buyers and sellers in international production networks. However, the physical
movement of goods also implies co-ordination among a large range of actors with diverse responsibilities along the
trade logistics value chain, requiring different levels of knowledge about the characteristics of the transported goods.
The concept of trade logistics was traditionally organised around a division of responsibilities; and with no one actor in
the chain, in particular the consignor, taking full responsibility for dispatching the goods, the financial interests of both
buyer and seller were protected and the liability of the carrier minimised. Containerisation in the twentieth century
revolutionised trade by dramatically reducing transport costs, but it also considerably increased the complexity of co-
ordination. In search of efficiency and cost reduction, the trade logistics chain has increasingly outsourced activities and
adopted strategies of consolidated cargos, as well as multi-modal transport chains. In addition, carriers are now trans-
porting goods in sealed containers and rely on the shipper’s declaration for the identification of goods.

The idea that electronic information and co-ordination is critical for international trade is not new. Electronic data inter-
change (EDI) was already starting to be implemented at the beginning of the 1990s (Cuyvers and Janssens, 1992) when it
was presented as a key trade facilitation tool (Schware and Kimberley, 1995). EDI is an umbrella term for various methods
of automatic electronic transfer of orders, order confirmation and bills. These supply-management tools are based on a
co-operative inter-organisational information system, providing electronic exchange of information among trade part-
ners along the entire supply chain, from the original supplier through multiple production and logistics operations to
the final consumer. Information about business transactions, such as orders, invoices and feedback about products, is
sent directly, computer-to-computer, on private Internet networks. These fully automated systems enable the manage-
ment of the movement of raw materials, stock and finished goods, organising the flow of information from one end
of the supply chain to the other. Various EDI systems exist and most of them are compatible. While EDI systems were
rapidly identified as means of speeding up the important functions of international trade, such as securing customs
approval for shipments, implementation initially lagged behind in developing countries; it is now increasing.

Despite the increasing amount of information available, however, there is still a general lack of transparency along the
trade logistics chain, with large discrepancies in access to information about the movement of goods between the
country of origin and the final destination (UNECE, 2011). In a trading world, in which knowledge about product origin
has economic value for logistics management as well as for consumers, being able to pass on information together
with the traded goods throughout the trading chain can create a competitive advantage. However, information is
often passed from one agent to another and can be lost along the way. For example, in order to reduce costs, freight
forwarders consolidate shipments to take advantage of all the space available in containers, often called “less than full
containers”, by mixing consignments from different origins. According to the United Nations Economic Commission for
Europe (UNECE, 2011), in doing so, they often provide only summary data to the shippers; the more detailed information
about the consignment is lost. More generally, data gaps, asymmetry of information about logistics services and their
prices, as well as the use of paper documents make the evaluation of costs uncertain and complicate the evaluation
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of profit margins for firms. This is evidenced by the heterogeneous costs paid by firms at similar border crossings and
gateways. Jouanjean et al. (2016) found that clearing costs in the same country could vary markedly at different border
crossings, and also according to the type of exporter using the same crossing.

Itis not only information about the nature of the transported cargo that matters. Real-time information about the loca-
tion and status of the shipment is equally important for all actors along the trading chain, and in particular for transit
systems and mandatory transit support services, such as insurance. Yet customs authorities and logistics services alike
face numerous inter-operability issues that constrain the flow of such information among actors in the chain. Reliable
information systems can considerably reduce the costs of transit, not only through expedited border crossing and
better management of reporting regarding the movement of transit vehicles, but also by potentially reducing the risks
of fraud and thereby reducing insurance costs.

While containerisation has reduced trade costs, it also has resulted in an increase in the loss of container goods due
to theft, piracy, accidents and damage (Miler R.K,, 2015). This is a problem not only for the seller and buyer, but also
for customs authorities; in order to allow for a clear attribution of customs duties, customs authorities need to know
whether cargo has left the country through which it is transiting. Importers expect reductions in transit risks to result
in a decrease in additional costs and insurance premiums, thereby increasing the overall competitiveness of the trade
logistics chain.

Various transit management systems allow customs officers to record the passage of cargo at borders (UNECE, 2013),
providing revenue authorities with information on the last border crossed by a specific cargo as well as the current
country location. Such integrated systems help eliminate off-loading of undeclared goods and the need for physical
escort and monitoring of sensitive cargo, such as batteries, fuel and cigarettes. The OECD/WTO case story 79 mentions
how Ugandan cargo owners would frequently lose their goods in transit unless they employed physical police escort
at a cost of USD 250 per day. In Rwanda, physical escorts are estimated to increase transit time from one day to three to
four days, resulting in an estimated increase in transport costs of about USD 400-500 (The New Times, 2017).

Countries in the Eastern African Community (EAC) have been using electronic cargo tracking systems for real-time
tracking of shipments for several years (OECD-WTO aid-for-trade monitoring exercise 2017, Public sector case story 79).
However, each country implemented its own tracking system and the resulting multiple stand-alone tracking systems
and platforms along the corridors in the region made it necessary for trucks or containers to be equipped with systems
for all countries crossed or served. Recently, the revenue authorities of Kenya, Rwanda, and Uganda joined in commis-
sioning the Regional Electronic Cargo Tracking System (RECTS), which will consolidate the three countries’ systems and
enable them to jointly track cargo from port to destination (TMEA, 2017).

Stricter traceability requirements have not only increased the need to track the location of a cargo; they also make it
necessary to maintain a data thread along the value chain. Data flows accompany the production and exchange of
goods and services every step of the way. Re-creating information lost along the chain, such as the name and address
of the producer or information about handling, is costly and time consuming, if not impossible. Complete data threads
increase transparency in the value chain and can enable market access for particularly sensitive sectors, for instance agri-
culture and food chains and, in particular, livestock, dairy and meat trading.

Nonetheless, digitalisation is not only a way to increase transparency in the trade logistics chain. The reduction in trans-
action costs enabled by digitalisation can support the participation of smaller actors in the market. Many analyses have
documented, for example the detrimental effect low competition and cartels have on logistics in Africa, in particular
for trucks. However, low population density, vast geographical spread, and limited investment and productivity mean
that reaching producers effectively is extremely costly. The supply of logistics services in low-production areas is char-
acterised by high levels of risk and low returns, and trade logistics service providers might find it difficult to cover their
marginal costs. The resulting limited supply of services to producers, and the high costs of reaching local markets, weigh
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heavily on profits and therefore on decision to participate—or not—in the market (Teravaninthorn and Raballand, 2008;
Engel and Jouanjean, 2015; Jouanjean et al, 2016). The increased use of mobile phones across East Africa presents new
opportunities to overcome these issues through the development of trading platforms that can help to better organise
the logistics underpinning market access and reduce the associated price.

Digital technologies and related innovations can be a first step toward the integration of smallholders or pastoralists into
modern value chains. The process of modernising agriculture and food value chains entails increasing organisation and
co-ordination among stakeholders, as well as a degree of institutionalisation (Box 3.2). In particular, it requires the stand-
ardisation of the quality and safety--and often traceability--of products to allow for the reduction of transaction costs
along the value chain, as well as to meet consumer demands. From the producer side, access to information, as well as
enforcement mechanisms and infrastructure, are equally important to guarantee the quality and safety required in the
modern food chain. From the buying side, traders need to have access to information about production processes and
this information needs to follow the product all the way to consumers in case of traceability requirements.

Box 3.2. Data exchange in agriculture and food chains

Thereisagrowing need for downstream actors in the agriculture and food chain to have better access to data, in particular
with the increasing demand for traceability and transparency throughout the chain. Traceability and transparency, as
well as the management of stocks of perishable goods, require increasingly large amounts of data. Sharing this data
seamlessly and managing it in a cost effective way can only be achieved digitally. As a consequence, food processors
are increasingly asking farmers to collect data to improve their planning and logistics, support tracing and tracking, and
substantiate sustainability claims at the retail level.

At the same time, data flows accompany the production and exchange of goods and services every step of the way.
A circular “digital thread” connects processes from design to end use, drawing on data from users and delivering
instructions for the production process, which itself is increasingly digitally co-ordinated. Agriculture is no exception to
digitalisation; it increasingly relies on the use of ICT-based services, for instance for prescriptive farming and predictive
maintenance, and is therefore both using and producing data that can help to address challenges along the food chain.
A manufacturer of milking robots, for example, monitors operational data from products sold to farmers and uses the
data to give farmers advice.

Data-sharing is confronted by barriers, however, such as the lack of uniformly accepted standards and, in particular, inter-
operability issues. Such challenges are particularly acute in agriculture, a sector characterised by a large number of small
players. A large dairy co-operative, for example, would have to be able to exchange data with 10 000 farmers.

But the problem of inter-operability is even more complex when thinking about the multitude of actors that could
use the data for various purposes, thereby increasing efficiency. For instance, the accountant of a co-operative requires
access to its electronic invoices, but also data from the cows milked by the robot need to be accessible to the veterinarian
and for the herd book. All these actors would need to have access to the system to be able to read and transfer data.
One key issue would be whether the system is proprietorially developed, for example, by the global players in the food
chain, or if it relies on open systems.

The important challenge of standardised and mainstream data exchange needs to be addressed in order to benefit from
big data analytics, as well as other data-driven business opportunities.

Source: OECD (2015a), The role of new data sources in greening growth: The case of drones.
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The development of digital platforms to bring together pastoralists and traders in East Africa is a promising way of ena-
bling isolated pastoralists to connect to the market and increase their livelihood opportunities, reaping the benefits of
unexploited trade opportunities in the region (Box 3.3). These platforms reduce the high transaction costs generated
by chains of middlemen in the process of livestock trading. Digitalisation can potentially transform the whole livestock
and meat value chain by increasing the amount of information available throughout the chain, from livestock inputs
and production to transport, processing, and distribution, enabling traceability.

Virtual marketplaces also allow pastoralist to register information about their cattle on digital platforms and to localise
them using connected chips. Through such systems they are able to provide information on cattle prices, vaccines
and various certifications to traders across the border. Using these platforms, pastoralists and buyers can not only be
informed about current supply and demand; they can also settle trading agreements. This can spare them travelling-
-often long distances--with their cattle to the market, without the certainty that this will result in a transaction or knowl-
edge of the conditions of the transaction. It allows pastoralists to make an informed choice about selling their cattle in
advance, based on information about market prices and without having to incur transport costs to the market. It also
allows traders to better organise and co-ordinate their activities. In addition, traders can get better and transferable
health and safety information about the livestock, which they can then feed into traceability processes. Moreover, these
platforms usually propose additional services, including payment solutions, such as mobile-money payments, escrow
to facilitate payments, and cut-out-cash transactions. They also often assist in the arrangement of transportation fol-
lowing a purchase.

Overall, various exchange systems can facilitate trade by increasing co-ordination among public and private trade
operators, thereby boosting the efficiency of trade logistics and, finally, of market access. However, these systems still
face issues of inter-operability, as well as constraints to the free flow of data.

Box 3.3. The potential of digitalisation for livestock and meat trading in Africa

The example of livestock and meat trading in Africa demonstrates how digital transformation can address various types
of market failures (Carabine et al. 2015, Engel and Jouanjean, 2014). Livestock trading (cattle, camels, sheep and goats) is
an important source of livelihoods in the Horn of Africa and has great trade potential in the region thanks to increasing
demand. While livestock exports are a key element of the livelihood systems of pastoral and agro-pastoral populations
in the region, they have long been undervalued by national governments, despite estimates showing that livestock
trade from regional pastoral production systems reached USD 1 billion in 2010 (Akilu et al. 2013, Catley et al. 2013). The
true extent of the trade is also likely to be underestimated due to the high level of informality in the sector. In Kenya, for
example, informal livestock economic activity may contribute as much as 150% more to GDP than government estimates
suggest (Behnke and Muthami, 2011). Furthermore, the value chains involved in these sectors involve a large number of
people and are important sources of regional employment. Exports from the region, mostly to the Middle East through
Djibouti, are organised around a regional cross-border trade network arranged through a series of clan-based corridors
linking interior rangelands to the ports. USAID (2010) estimated that cross-border livestock trade supported--either directly
or indirectly--about 17 million people in the region, covering a wide range of actors including livestock producers, traders,
trekkers, fodder traders, brokers and intermediaries. However, because of the extensiveness of pastoralism in the region,
coupled with the poor supply of infrastructure, pastoralists experience difficulties in accessing markets and information;
when they do, the high access costs mean that they only obtain small margins in return.
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CONCLUSIONS
The linkages between digital and physical connectivity are twofold:

First digital connectivity provides new opportunities for providers of physical connectivity in the form of innovative
technologies for customs management and cargo tracking, automation and the electronic transmission of information
among customs authorities and transport providers.

Second, it means that the way physical connectivity is operated--shipping networks, cross border operations, inter-
modal connections--has to adapt to the new requirements of global trade and global value chains. These include just-
in-time deliveries and traders’ demands for speed, reliability and transparency, as well as those brought about by digital
trade and the changing way goods are delivered.

Digital trade for development requires, in addition to digital connectivity, addressing new and old constraints to market
integration and physical connectivity. Digitalisation and data flows provide an opportunity to reduce the investments
needed to address some traditional connectivity bottlenecks, both at the border and behind the border, and in par-
ticular to decrease transaction and co-ordination costs. They offer an opportunity to lower the costs of participating in
trade, facilitating the inclusion of smaller and marginal buyers and sellers.

In terms of trade facilitation, digitalisation can decrease the transaction costs associated with co-ordination and create
positive spill-overs for both public and private actors. The advantages include increased transparency, decreased risk
management costs for customs authorities, improved efficiency of customs operations and greater reliability for the
private sector, coupled with decreases in the opportunities for corruption, among others. However, digitalisation of
processes is still lagging behind in many developing countries. The main reason for this is the lack of ICT infrastruc-
ture. Co-ordination in and among countries also remains a problem, even where such infrastructure exists. Therefore,
a further push by the donor community for the creation of the ICT infrastructure that can unlock those spill-overs is
welcome. Various case studies and experiences demonstrate the benefits of regional systems for smoothing transit pro-
cesses. They provide real-life examples of the positive spill-overs resulting from increased data sharing.

However, while it presents opportunities, digital trade is also creating new challenges for customs authorities.
New actors, and in particular the capacity of consumers to make cross-border purchases of goods sent in small parcels
and using different trade pathways than traditional business-to business-trade, force policy makers and customs author-
ities to rethink traditional enforcement tools. In particular, digital trade questions existing risk management strategies
based on traditional pathways of cross-border trade, as well as the relevance and the level of de minimis thresholds for
customs duty.

There are other requirements and needs that must be addressed to improve physical connectivity in today’s trading
environment. Traditional connectivity constraints involve not only hard infrastructure, but also the provision of efficient
trade logistics--in particular the transport services that move goods from production sites to where they are consumed.
It is important to avoid weak links or bottlenecks in the trade logistics chain. For instance, good maritime connectivity
requires more than efficient port infrastructure and competitive shipping lines. It also calls for reliable hinterland ser-
vices, as well as competent customs and transit operations for land-locked countries. Such complementarities are par-
ticularly important to make the most of spill-overs and benefits from infrastructure investments. Maximising returns on
investments requires co-ordination among neighbouring countries, both on hard infrastructure and on the regulatory
environment for trade logistics services.

Digitalisation can reduce the cost of co-ordination, support better co-ordination among logistics modes and among
countries’ logistics services, and increase co-ordination among public and private trade operators. This in turn can
increase the efficiency of trade logistics and therefore improve market access for smaller buyers and sellers, for whom
the costs of participation in trade were previously too high. However, issues such inter-operability, as well as constraints
to free flows of data, can limit the gains available from digitalisation.
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NOTES

1. Forthe LSCl of all coastal countries from 2004 to 2016, see_http:/stats.unctad.org/maritime.

2. TFlvalues range between 0 and 2, where 2 denotes the best performance possible for a given indicator.
3. Anexample is the co-operation between Switzerland and the EU (OECD, 2016)

4. Low-value shipments does not refer to shipments with low value-to-weight ratio. They are, rather, shipments of
small quantities, even small parcels, which often tend to have a higher value-to weight-ratio than bulk shipments.

5. Forexample, the US Customs and Border Protection (CBP) sends informed compliance letters to notify importers
that an audit or enforcement action may follow.

6. Forinstance, cognitive computing for customs agencies.
7. Setand monitored by national plant protection organisations.

8. Note, however, that commercial flights to Yemen have ceased to operate regularly since March 2015 due to
ongoing conflict.
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CHAPTER 4

SERVICES TRADE POLICIES AND
THEIR CONTRIBUTION TO CONNECTIVITY
AND DEVELOPMENT

Contributed by the World Trade Organization

Abstract: This chapter examines how trade in services contributes to connectivity. It discusses the role of
policies in services trade, looking at how these promote integration into the international trading system.
The chapter details the economic relevance of services for national economies, as well as in international
trade and investment. It identifies key channels through which trade in services contributes to physical and
digital connectivity, examining relevant service sectors. The chapter discusses policies that affect trade in
services and reviews recent research that underscores the impact of such policies on sectoral performance,
economic welfare and development. Finally, it highlights the positive contribution that aid for trade can
make in support of services policies.
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INTRODUCTION

Services are central to everyday life. Service suppliers support education and health, bring goods from producers to indi-
viduals and enterprises that consume them, transport people and merchandise, ensure the functioning of the financial
system, help meet energy demands and achieve environmental policies, provide information and entertainment, offer
services for tourists, and form the backbone of countries’ digital infrastructure.

Services occupy a growing and central place in both domestic economies and international economic relations.
They now account for the bulk of global foreign direct investment and world trade. Service sectors also play a multi-
faceted and significant role in connecting countries to the international trading system, and matter greatly to economic
development and the achievement of the Sustainable Development Goals (SDGs).

Services notably affect connectivity by:
W providing basic infrastructure to support trade in goods
B facilitating supply chains and entering trade as value added embodied in goods
B providing the backbone that enables e-commerce and online supply

B enhancing export diversification through cross-border electronic supply.

This chapter examines the contribution of services trade to connectivity. It discusses the role of policies in this
sector—including foreign direct investment policies and international commitments—in promoting digital and other
connectivity, in the context of aid for trade. The first section sets the scene by highlighting the economic relevance of
services in national economies, as well as in international trade and investment. The chapter then identifies some key
channels through which trade in services promotes connectivity, highlighting relevant service sectors. The following
section underscores, in light of recent research, the role services trade policies play in promoting connectivity. It
examines current levels of trade openness in services, discusses the role of international commitments, and reviews
the impact of policies on sector performance, economic welfare and development. The final section looks at the
possible contributions of aid for trade in supporting services policies that will promote connectivity. The chapter
concludes that restrictive policies in services trade increase economic remoteness. An enabling policy environment,
on the other hand, enhances connectivity and fosters economic growth and performance. Improving investment
policies in services sectors, for example, can help attract the foreign direct investment (FDI) required to develop ICT
infrastructure, helping bridge the digital divide and meet the SDGs. Aid for trade can make a significant contribution
by providing support for quality services policies at both the sector-specific and cross-sector levels.

TRADE IN SERVICES IS INCREASINGLY IMPORTANT IN THE GLOBAL ECONOMY

Service sectors and trade in services occupy an important and growing place in both national economies and inter-
national trade. Services generate more than two-thirds of global gross domestic product (GDP), employ the highest
proportion of workers in the large majority of countries, and generate most new jobs. The contribution of services to
national economies has been increasing over time for countries at all levels of development. Figure 4.1 shows services
value added to GDP for low income and middle income countries. Even for the lowest income countries, services indus-
tries are central and have consistently been gaining in importance over time. The share of services in GDP is even greater
in high income countries, where it reaches over 70% on average. In short, for countries at all levels of development, ser-
vices are now even more important than in the past.

The importance of services in world trade has long been considered much more limited than the sector’s contribu-
tion to domestic economies. This perception is changing, however, as understanding of the role of services in global
trade improves. The important role that trade in services plays in economic growth and development is increasingly
evidenced by its contribution to export diversification, the role of services as inputs to the production of goods, and the
importance of service sectors as a destination for foreign direct investment.
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Figure 4.1. Services value added as a percentage of GDP
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Advances in information and communications technology, exemplified by the global expansion of the Internet, are
transforming the tradability of services. It is increasingly easy to export services across borders, either as a final product
oras an intermediate product for the production of another service or a good. Trade in services has also been spurred by
trade and investment liberalisation, which has allowed the fragmentation of production across borders. This is reflected
in the growing relative importance of services. Measured on a balance-of-payments (BOP) basis, trade in services now
accounts for 23% of total trade in goods and services, compared to 18% in 1995.

The magnitude of trade in services is more accurately reflected when taking into account services that are exported
indirectly, namely services that are embodied in exports of goods. When trade is measured in terms of value added
rather than gross (or BOP) terms, services account for 49% of world trade, compared to 18% for the primary sector and
33% for manufacturing (Figure 4.2). Trade in value added (TiVA) statistics show how services drive manufacturing com-
petitiveness and employment, and are key to the export of manufactured products. Even in countries where services
account for a small proportion of total exports in gross terms, services often account for a significantly larger share of
total exports in value added terms. For example, services currently account for 19% of Argentina’s total exports in BOP
terms, but the proportion jumps to 43% in value added terms (WTO, 2011).

Figure 4.2. Structure of world trade
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https:/stats.oecd.org/Index.aspx?DataSetCode=TIVA_2016_C1 (accessed on 01 May 2017).
StatlLink Si=m http://dx.doi.org/10.1787/888933525854
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The importance of trade in services is further underscored when taking into account the principal means of supplying
services, which is through a commercial presence abroad (GATS mode 3; Box 4.1). Indeed, BOP data focuses on
transactions between residents and non-residents, and does not capture services that are supplied within the country
through business establishments owned or controlled by foreigners. This category (mode 3) accounts for about 55%
of world trade in services, compared to 30% for cross-border supply (mode 1), 10% for consumption abroad (mode 2),
and 5% for movement of persons (mode 4; Maurer et al,, 2016). And while mode 3, which involves FDI, is, overall, the
main mode of supply for services trade, services are also the predominant destination of FDI. Services now account for
almost two-thirds of global FDI stock (UNCTAD, 2016), as compared to 25% in 1970 and less than 50% in 1990.

Box 4.1. Trade in services and modes of supply

In an effort to cover the various means through which services are provided internationally, the General Agreement on
Trade in Services (GATS) defines trade in services by reference to four modes of supply. These can be summarised as follows:

Mode 1 (cross-border supply), analogous to trade in goods, occurs when a service is delivered from the territory of one
World Trade Organization (WTO) member to the territory of another member. Examples of mode 1 include international
transport and supply of services over digital networks, where the service supplier is not present in the territory of the
member where the service is consumed.

Mode 2 (consumption abroad) involves the supply of a service in the territory of one member to the service consumer of
another member. An example of supply through this mode is tourism.

Mode 3 (commercial presence) is the supply of a service by a service supplier of one member through the establishment
of a commercial presence (subsidiary, branch or other forms of business establishment) in the territory of another member.
Mode 3 can be relevant for all sectors, e.g. the establishment and operation abroad of foreign insurance companies, hotels,
supermarkets.

Mode 4 (movement of natural persons) concerns the supply of services through the temporary presence of a natural
person of one member in the territory of another member. This mode of supply can involve the temporary movement
of, for example, independent professionals (e.g. lawyers or accountants), or intra-corporate transferees whereby certain
personnel are transferred from their parent company to a subsidiary in the territory of another member.

Given their weight in domestic economies, as well as their multi-faceted significance for trade, services have a
fundamental impact on achieving the 2030 Sustainable Development Goals. This is not only in relation to economic
performance in general, but also to their role in specific areas such as energy, water, environment, health or education.
This view is largely shared by developing country governments. As illustrated in Figure 4.3, 95% of respondents to the
OECD-WTO 2017 aid-for-trade monitoring exercise considered that trade in services could make a contribution to the
achievement of the Sustainable Development Goals (SDGS), in particular with respect to “quality education” (80% of
respondents), “industry, innovation and infrastructure” (78%), “good health and well-being” (75%), and “decent work
and economic growth” (73%). In addition, 92% of developing country governments said that developing capacity in
services and trade contributes to women'’s economic empowerment.
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Figure 4.3. Partner country views on the relevance of trade in services for achieving
the Sustainable Development Goals
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SERVICES MAKE A MULTIFACETED CONTRIBUTION TO PROMOTING CONNECTIVITY

A number of developing countries, in particular the LDCs, continue to face difficulties in connecting to the global
economy through trade and see their opportunities to benefit from their potential reduced as a result. Promoting con-
nectivity, including by reducing trade costs, has been identified as a priority in the context of aid for trade (WTO, 2016a).
Services play a fundamental and growing role in promoting connectivity in the global economy.

This section highlights four important — and sometimes overlapping — channels through which services, in particular
trade in services, exercise a determinant impact on connecting countries to the international trading system:

1. providing the basic infrastructure to support trade in goods
2. facilitating supply chains and being used as inputs into the production and export of goods
3. providing the backbone that enables e-commerce and the online supply of services

4. enhancing export diversification through cross-border electronic supply of services.

Services provide essential infrastructure for trade in goods

Services promote connectivity by providing the basic infrastructure on which trade in goods relies. To put it bluntly,
without services, goods cannot be traded. The more expensive or inefficient the underlying services, the harder it is to
trade goods.

A diversity of services is needed to bring final goods from their production site to consumers across borders. These
include, most obviously, services such as maritime transport (e.g. freight, port services), road transport, air transport
(e.g. freight, airports), logistics services (e.g. freight forwarders, customs brokers, storage, warehousing), express delivery
services, and distribution services (wholesale and retail).

While hard infrastructure, such as roads or port facilities, has been a traditional focus of aid for trade, it is also crucial to
consider the quality and cost of the services that make use of such infrastructure. The quality of government measures,
especially the extent to which they facilitate competition, influences the efficiency of service markets. At the same time,
this enabling environment, or soft infrastructure, is strongly influenced by measures that limit trade in services, such
as foreign ownership restrictions or limits on cross-border supply (e.g. quotas or limits to cabotage in road transport).
By restraining competition, these measures raise costs and limit the quality of the services provided which in turn limits
connectivity and negatively affects trade. Respondents to the OECD-WTO 2017 aid-for-trade monitoring exercise clearly
recognised these inter-relations: 90.5% of developing country governments said that their national development strate-
gies linked trade-related infrastructure to the development of related service sectors (OECD-WTO, 2017).

An example from Rwandaiillustrates the impact of an adequate services enabling. In Rwanda, reform of trucking arrange-
ments to allow greater ease of market entry resulted in prices declining by more than 30% in nominal terms and was
associated with an expansion of the domestic trucking fleet. This contrasts with the situation in other countries in the
region, where restrictive entry regulations, quotas, and other measures have reduced competition, raising the costs of
road transport services and thereby penalising farmers by making it difficult for them to get their produce to domestic
and foreign markets (Teravaninthorn and Raballand, 2009). This example also suggests that the benefits of reduced
border or customs barriers, for example through the Trade Facilitation Agreement (TFA), may not be fully realised if
other obstacles to the flow of goods, further upstream, are not also tackled. Failure to introduce competition in transport
services also may erode the benefits of investments in transport infrastructure (Cadot et al,, 2014; Borchert et al,, 2017).
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In the aid-for-trade monitoring questionnaire, developing country governments signalled that a number of service
sectors would support the implementation of the TFA and help them to realise the associated economic benefits.
These included road, air, maritime and rail transport, computer, financial, and distribution services (OECD-WTO, 2017).

The efficiency of service markets is also critical to the participation of small and medium enterprises (SME). Indeed,
the cost of logistics has a larger incidence on such companies because of their lower volume, which means that these
represent a larger proportion of their total costs (WTO, 2016¢)" Responses to the OECD-WTO 2017 aid-for-trade moni-
toring exercise confirm that high costs of service markets can hinder exports for micro, small and medium enterprises
involved in e-commerce. The two challenges most cited by developing country governments in this regard were
“high shipping costs” and “high costs of small parcel shipments”, ahead of other potential challenges such as sanitary
and phytosanitary (SPS) issues, conformity assessments, or online fraud (OECD-WTO, 2017).

Services facilitate supply chains and provide key inputs to goods exports

Global value chains play a preponderant role in connecting countries through trade. Around half of world trade now
takes place through global value chains. As for developing economies, 48% of their exports, in value added terms,
involve global value chains (OECD-WTO, 2016).2

Services, as well as trade in services, are key enablers of global production networks. The feasibility of international
production networks, as well as their recent growth, has been made possible by, among other things, significant tech-
nological advances that have increased the ease of delivering services across borders. A wide range of services act as
enablers of global value chains, for example, computer, research and development, advertising, telecormmunications,
financial and professional services.

In addition to permitting the co-ordination of international production networks, services also provide increasingly sig-
nificant inputs into the production of goods. Accordingly, services are increasingly traded through trade in goods, and
account for a growing share of the value added of many goods produced. Research suggests that the share contributed
by services to value added in goods exports from low income countries grew from 16% in 1992 to 22% in 2012 (Balchin
et al, 2016). Overall, value added from services accounts for about one-third of manufacturing exports of developed
economies, and more than one-quarter (26%) of those of developing economies (WTO, 2014). For some low income
countries, for example Ethiopia and Myanmar, the value of services embodied in goods exports is greater than the value
of the services they export directly (Balchin et al,, 2016).

In value added terms, developing countries are important service exporters. Efficient services are essential to enable
them to export goods and connect to international markets. The cost and quality of the underlying services affect the
performance of the economy as a whole. Without adequate and affordable services, developing manufacturing is a
formidable task. Inadequate enabling environments for trade in services, which create barriers to trade and to competi-
tion, limit the range, quality and affordability of services, holding back connectivity and competitiveness in the export
of goods.

Developing country governments appear to value the role services, as intermediate inputs, can play in improving the
performance of other sectors and boosting manufactured exports. As many as 79% of respondents to the OECD-WTO
2017 aid-for-trade monitoring exercise said that their national development strategy links growth of services capacity
and trade to growth in industrial capacity and manufactured exports; only 11% said that their development strategy
does not make such a link (Figure 4.4.). The sectors identified as most important in this regard were transport, computer,
research and development, financial, and professional services.
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Figure 4.4. The value of services in exports, as recognised in national
development strategies

Question: Does your national development strategy (or other national economic policy
documents) link growth in services capacity and trade to growth in industrial capacity
and manufacturing exports?

NO
YES 9.5%
79.4% Partner country
responses
UNSURE
11.1%

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/.
StatLink Sw=r http:/dx.doi.org/10.1787/888933525892

Imported services also add value added to exported goods. Figure 4.5 shows that a significant share of the value
added from services embedded in manufactured products is from foreign services: almost 20% for Viet Nam, 24% for
Singapore, 20% for Thailand and 18% for China.3

Figure 4.5. Services value added in exports of manufactured products, 2011
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Source: OECD-WTO TiVA database (2016), https://stats.oecd.org/Index.aspx?DataSetCode=TIVA 2016 CI, (accessed 01 May 2016)
StatlLink S http./dx.doi.org/10.1787/888933525911
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Services provide the infrastructure that enables e-commerce and online supply

Services in sectors such as telecommunications and computers, in particular, but also financial and distribution services,
are key enablers of electronic supply of services and in e-commerce more generally.

Telecommunication services, including Internet, mobile telephony, and data transmission services, provide the basic
infrastructure and transmission capacity that allow a range of services to be provided over digital networks, and also
allow goods to be offered and purchased through these networks.* Technological developments, such as growth in
broadband networks—including mobile broadband—have improved the quality and capacity of these services and
brought costs down, making it easier to connect producers, sellers and consumers across borders.

Infrastructure services such as telecommunications promote connectivity in four principal ways: First, advancements
in telecommunications and related services enhance the tradability of services, in turn expanding export opportu-
nities, especially for developing countries. These technologies reduce the need for establishing a commercial presence
abroad or for travel by persons to supply services to foreign markets. Efficient telecommunication services have made
it profitable for outsourcing to take place, for global value chains to be managed and operated, and for e-government
initiatives to be developed. As a result, telecom networks reduce trade costs for the exchange of both goods and ser-
vices (Fink et al,, 2005; Tang, 2006).

Second, telecommmunication services underpin data flows across borders, which have skyrocketed in recent years.
Indeed, use of cross-border bandwidth grew by 45 times between 2005 and 2014, and is projected to grow by another
9 times in the coming five years (McKinsey Global Institute, 2016). Nowadays, broadband access to the Internet and
other data networks offers the higher speeds that are required to exploit newer technologies, such as cloud computing,
and to use or offer services that require the transfer of large quantities of data (WTO, 2016¢). These data flows often
relate to some aspect of the supply of goods and services (if not to the service itself), or to the coordination of activi-
ties between a foreign-invested enterprise and its parent abroad. Cross-border data flows, boosted by basic and value
added telecom services, such as data processing and storage via cloud capacity, allow companies not only to sell their
goods and services, but also to coordinate their logistics and the activities of their subsidiaries and partner offices across
the globe. These flows may involve customer information for product development and support, human resources
data, financial and merchant data, or product-specific technical data (Tuthill, 2016: 357).

Third, telecommunication services, and more specifically the Internet, constitute the backbone for key pillars of
e-commerce such as online retail and wholesale trade (e.g, Amazon, AliBaba). Indeed, without increased capacity
and speed, and the lower communication costs brought about by improvements in telecom and computer services,
the sale of goods online as it stands today, including inventory management, would not be possible.

Fourth, information and communication technology (ICT) services, combined with innovation, regulatory adaptation,
and trade openness in the financial services sector, have made possible significant advances in payment solutions,
particularly payments using Internet and mobile services. This has contributed to greater financial inclusion by allowing
unbanked segments of the population to access and make use of a range of financial services.

Various types of services and service suppliers, operating through diverse business models, are needed in order to bring
financial services to low-income populations. Trade in services has an important role to play in this regard, as illustrated
by the examples of South Africa and Rwanda in Box 4.2. Although policy-makers and regulators may not consider finan-
cial inclusion initiatives to be trade related, when foreign service suppliers are involved in any of the modes of supply,
financial inclusion-related regulations also become trade policies (WTO, 2016b: 14).

In light of the above, ICT services, in particular broadband platforms, can have a transformational impact on economic
development and serve as catalysts for attaining the SDGs. They can offer consumers improved and sometimes new
access to a wide array of basic and other services. They can also enable companies to develop new products and find
innovative ways of reaching their consumers, connecting with other companies and managing their internal opera-
tions (e.g. cloud computing and data storage) without having to invest in servers or other costly equipment and staff.
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Box 4.2. Mobile payments in Rwanda and South Africa

Developments in the mobile payment business demonstrate the potential for trade in services. In South Africa, for
example, three very different types of service suppliers (MobiCash, a cashless financial platform; Boloro, a mobile
payment network; and Big Save Group, one of the largest wholesalers operating in South African townships), launched
ajoint mobile payments ecosystemin 2016. The objective was to roll out MobiCash and Boloro services across Big Save's
thousands of “scaza” shop members, accelerating their financial inclusion and extending financial interoperability to
formerly unbanked businesses and communities. MobiCash uses multi-factor identity authentication mechanisms,
such as fingerprints and voice biometric technology, to authorise transfer of funds. Boloro offers consumers the ability
to securely pay for goods and services using any kind of mobile phone and any source of funds.

Both Mobicash and Boloro are foreign-owned. MobiCash, headquartered in Hong Kong, allows unbanked customers
easy access to banking and payment services. It currently offers its mobile banking platform in 13 African countries:
Botswana, Burundi, Cameroon, Democratic Republic of the Congo, Ghana, Kenya, Malawi, Rwanda, South Africa,
Tanzania, Uganda, Zambia and Zimbabwe. Boloro South Africa is a subsidiary of Boloro Global Limited, which is
headquartered in New York. Boloro also operates in South Asia, the Middle East and Africa, and will soon launch
operations in Latin America, the Caribbean and East Asia.

In Rwanda, in May 2016, KCB Bank and GoSwiff, a global provider of payment acceptance solutions, launched a
mobile point-of-sale (MPOS) service for Rwandan merchants. Their objective was to drive financial inclusion and
digital payments in the country. The new mobile payment service, a first of its kind in Rwanda, will make it possible
for businesses of any size to accept digital payments, including insurance premiums and public disbursements, with
the simple use of a mobile application and an mPOS terminal.

Both KCB Bank and GoSwiff are foreign-owned. KCB Bank Group, established in Kenya in 1896, is East Africa’s largest
commercial bank. It has subsidiaries in Burundi, Rwanda, South Sudan, Tanzania and Uganda. Today KCB Bank Group
has the largest branch network in the region, with over 250 branches, 962 ATMs and 11,000 agents offering banking
services on a 24/7 basis. Incorporated in 2010, GoSwiff is headquartered in Singapore and currently has operations in
25 countries around the world.

Services trade policies can make an important contribution to online and mobile banking — and thereby to financial
inclusion — in at least three ways:
1. by ensuring that a full range of institutional options and business models are available to a large
range of suppliers
2. by encouraging adequate regulatory frameworks and facilitating competition and innovation
in the financial services market, thereby supporting the introduction of new financial products
and technologies, as well as new distribution channels
3. by supporting the development of financial infrastructure, for example by eliminating restrictions t
hat prevent nonbanks from accessing the national payment system, or by allowing the entry
and operation of digital payment platforms.

Source: Adapted from WTO (2016b), “Financial Inclusion and the GATS—RBarriers to Financial Inclusion and Trade in Services".

Indeed, the Internet is now one of the most important business platforms for companies, domestically and inter-
nationally. The Internet promotes efficiency because it makes transactions quicker, cheaper, and more convenient to
carry out (World Bank, 2016a; OECD-WTO, 2015). McKinsey Global Institute found that selling through digital channels
can lead to productivity gains of 6-15% (WTO, 2016¢).

The potential benefits of the ICT revolution are arguably greater for SMEs. Online markets offer the opportunity to better
integrate their enterprises—and the developing countries where they operate—into global trade by making it easier
to connect to distant consumers. Online trade possibilities not only reduce costs; they give SMEs a global presence that
was, in the past, only feasible for large multinational enterprises.
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As noted in the WTO's 2016 World Trade Report (2016¢), to fully reap the benefits of online trade, ICT infrastructure must
be in place, the quality of services offered must be adequate and prices must be affordable, especially for SMEs. Policies
in services trade play an important role, in particular in terms of enabling—or not—foreign investment to expand the
supply of services, and of allowing contestability to maintain competitive pressure on prices and quality of services.

The responses of developing country governments in the OECD-WTO 2017 aid-for-trade monitoring exercise confirm
that the quality and cost of broadband networks are critical to online activities (Figure 4.6). Among the main obstacles
faced, by both enterprises and consumers, in accessing and using Internet services, cost of broadband subscriptions and
slow Internet connection speeds were the top issues cited (62% and 58% of respondents, respectively).

Figure 4.6. What are the main issues that enterprises and consumers in your countries
face in accessing and using Internet services?

Cost of broadband subscription
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Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles
StatLink S=P http:/dx.doi.org/10.1787/888933525930
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Trade in services enhances export diversification through online supply

A fourth channel through which services promote connectivity, and in particular digital connectivity, comprises ser-
vices whose cross-border trade (mode 1) is enabled by advances in communications technology, making them easier
to supply from a distance. Electronic supply of services also can occur within borders, including through foreign com-
mercial presence. Services supplied online include intermediate services for the production of goods or other services
(as noted above), but also final export products for direct consumption. Services provided online span almost all sectors:
professional, business, audio-visual, education, distribution, financial or even health services.

As noted already, the strong growth of trade in services is largely a result of the Internet revolution. Studies have found
that greater Internet penetration and usage are associated with higher levels of trade in services, both in terms of
exports and imports (Choi, 2010; Freund and Weinhold, 2002).

Technological advances and increased tradability have led to significant change in the composition of trade in services,
as shown in Figure 4.7. The relative importance of travel and tourism in BOP statistics has diminished considerably, while
other commercial services now account for 56% of global trade in services and include some of the most dynamic
components of world trade today.

Figure 4.7. Exports of commercial services by main category and by sub-sector
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Figure 4.8 shows that some service sectors falling under the “other commercial services” category are among those
that have experienced the most vigorous growth in recent decades, with trade in computer services exhibiting an
average annual growth of 18% (in BOP terms) since 1995, financial services 11%, and other business services 9.6%.
Not surprisingly, these are all services that can be supplied electronically and that have benefited significantly from
the increased efficiency of digital networks. The cross-border supply of these services offers potential for new export
opportunities and for export diversification.

Figure 4.8 Growth of global exports of commercial services by sub-sector, 1995-2014
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Source: Computed on the basis of WTO Statistics Database, http://statwto.org/StatisticalProgram/
WSDBStatProgramHome.aspx?Language=E.

StatLink = http://dx.doi.org/10.1787/888933525968

Developing countries are taking greater advantage of direct export opportunities offered by the digital revolution. Their
share of global trade in services has risen from 29% in 2005 to 38% in 2015.° In the OECD-WTO 2017 aid-for-trade moni-
toring exercise, a majority of developing country governments said that computer, financial, and tourism services were
the fastest growing export sectors in their countries (OECD-WTO, 2017).

India offers a prominent example of a developing country that has built up export capacity in sectors such as computer
services and business process outsourcing (BPO). With about 20% of the total global exports of computer services, India
is, together with Ireland, the global leader in this field; it also accounts for 60% of the global market for offshoring of
information technology (IT) services (OECD-WTO, 2015).

In a number of developing countries, services export opportunities related to offshoring and digitalisation have been
facilitated by government policies and engagement with the private sector. The success of the Philippines in BPO was
underpinned by the abolition of foreign ownership limitations, the creation of information technology parks, and the
promotion of affordable access to liberalised telecommunications (Balchin et al, 2016). Cases in Jordan and Senegal
(Box 4.3) illustrate how suppliers of a variety of ICT-enabled services, benefitting from reliable and competitively priced
telecom infrastructure as well as promotion efforts by the government, have expanded across their respective regions.

Increased possibilities to supply services cross-border through digital networks also provide better access to essential
services, thereby helping to meet the SDGs focused on health, education and energy. They are also central to the efforts
of tourism operators to expand their consumer base and service offerings (Dihel and Goswami, 2016).
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Box 4.3.ICT services in Jordan and Senegal

In Jordan, start-up companies have used ICT developments to expand their trade in services. Jordan has produced
a number of local ICT service companies that have expanded trade with other countries in the Gulf through
a combination of modes of supply. As trade has grown, some of the companies have moved segments of their
operations to locations such as Dubai. For example, MarkaVIP, an online retailer, has grown far beyond its roots in
Jordan. Its delivery network extends to six Gulf countries as well as Lebanon, and it plans to begin offering products in
Egypt. MarkaVIP's head office is now in Dubai, where most of its customers are located. However, harnessing Jordan’s
reserves of educated people, MarkaVIP has kept most of its back office, as well as its call centre and finance employees,
in Amman, supplying these services remotely. Other successful Jordanian-founded companies include Jamalon, an
online bookseller that is expanding substantially in the Gulf. Arabia Weather, the region’s largest online private weather
company, was founded in Amman and has established itself in Dubai as it expands its presence in the region. Aramex,
alogistics group, is another example of a company that started up in Amman, rapidly expanding to take advantage of
the growing trade opportunities offered by the region’s larger markets, while continuing to supply back office services
from Jordan. Jordan has also carved out a niche in ICT innovation for cross-border online outsourcing, for example
through the translation and cultural adaptation of English-language media and web content. Jordan’s government
has promoted the ICT sector as a source of jobs, considering its main resources to be its people. One of the means of
support is Oasis500, a government-promoted business accelerator to help start-ups grow through mentorship and
funding. Government support was also lent for the development of the Jordan Gaming Lab, a training facility for
aspiring software designers that was set up in 2011. It has helped Jordan become one of the region’s leading suppliers
of original gaming content. Jordan has a telecoms infrastructure that surpasses most other countries in the region in
terms of bandwidth, infrastructure, consistency, and price, constituting a clear asset for ICT companies and making
online trade more feasible.

Senegal is another developing country that has recently experienced strong growth in services exports, driven in
large part by the export of ICT services. Senegal’s most important export services (on a BOP basis) are in the area
of “other commercial services” (49.5%), followed by travel (36.5%) and transport (12.8%). ICT services are the main
component (51.6%) of the “other commercial services” category. Policies targeting the domestic environment have
played a key role in facilitating the success of service suppliers in ICT and BPO. Key steps include the liberalisation
of the sale of computer terminals in 1997, the lowering of tariffs on computer imports, and a series of policies to
create a more competitive and efficient telecommunication sector. These policy choices include privatisation of the
incumbent telecom operator, pre-commitments on telecommunication services, adoption of the Reference Paper
on Regulatory Principles in the extended GATS negotiations on telecommunications, and the establishment of an
independent telecom regulator. All of this helped provide ICT and BPO service operators with access to relatively
low-priced and robust infrastructure that has allowed them to expand. These efforts have been complemented by
reforms in other areas, such as the inclusion of incentives in the investment code and the adaptation of the labour
code to take into account the work schedules of call-centres.

Exports of Senegalese BPO and ICT services are mostly in mode 1, although some suppliers have also established
a commercial presence abroad, mostly in other West African countries. Experts also travel regionally to work
for subsidiaries and to provide consulting services directly (mode 4). For example, Call Me—created in 2002 as a
subsidiary of Chaka Group, the Senegalese computer engineering firm—is 100% owned by Senegalese interests.
Call Me provides BPO services, including voice services and outsourced appointment-taking for visa applications.
It also provides advisory services (quality management, team training, and performance in customer teams). Call
Me has numerous customers in Senegal and abroad (France, Belgium, Switzerland). In Africa, Call Me has opened
subsidiaries in Mali (2003), Céte d'lvoire (2004), Guinea and Mauritania (2005), and Cameroon (2008). Currently, the
domestic Senegalese market accounts for approximately 25% of Call Me’s turnover, while 60% is generated from
other African markets and 15% from non-African foreign markets.

Sources: Jordan case adapted from John Reed (Financial Times, 22 December 2015), “Jordan seeks to reinvigorate its IT". Senegal case
adapted from Doumbouya et al. (2015), “Business Process Outsourcing and Information Technology Services: A Case Study of Senegal”.
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POLICIES IN SERVICES TRADE HAVE AN IMPACT ON CONNECTIVITY

The previous section highlighted four channels through which trade in services can play a fundamental role in con-
necting countries to the trading system and the global economy. However, the policies governments apply in relation to
services trade have an impact on connectivity, either enhancing or limiting it (Box 4.4). An enabling policy environment—
promoting competition, openness to trade and investment, and with adequate regulatory frameworks—can enhance
connectivity, lower trade costs, and foster growth and economic performance.

This section focuses on the role of policies in services trade. It first presents the state of costs and of restrictions in services
trade, before discussing the role of international commitments. It then reviews how policies in services trade affect
diverse facets of connectivity and, more generally, impact economic performance.

Box 4.4. Services trade barriers

Barriers to trade in services are not barriers at the border. They are, rather, embedded in legal and regulatory
frameworks and most typically involve government measures that discriminate between foreign and domestic
services or suppliers (GATS Article XVII: National Treatment). Services trade barriers may also take the form of non-
discriminatory measures that, for example, limit or restrict the total number of service suppliers or operations; the
value of transactions; or the type of legal entity through which a supplier may provide a service (GATS Article XVI:
Market Access). Taken together, market access and national treatment measures largely determine the extent to which
there is international contestability and competition in a country’s service market.

Across modes of supply, services trade barriers may include, for example, monopolies, discretionary foreign
investment screenings, foreign equity limits, caps on the number of licences, restrictions on the temporary movement
of natural persons supplying services, and discriminatory subsidies or licensing requirements. Services trade policies
also include measures closely related to the supply of services by foreign suppliers, whether across borders, through
establishment, or by means of natural persons moving to supply services.

Barriers to trade in services raise costs

Economic isolation is not solely the result of geography and low levels of development. Policies in services trade can
have a fundamental economic impact, engendering significant costs, and limiting connectivity and related economic
benefits. Furthermore, because services constitute inputs to merchandise trade, they are an important determinant of
trade costs for goods. Yet restrictions to investment and cross-border trade in services remain high and widespread.

The costs of cross-border trade in services are much higher on average than those of trade in goods. By one recent esti-
mate, trade costs were 277% ad valorem for final services and 194% for intermediate services (Miroudot and Shepherd,
2016: p. 73).° Overall, services trade costs have only decreased slightly over the past 10-15 years, in contrast with trade
costs for goods, which have come down significantly.

While such measures encompass all types of trade costs (e.g. distance, consumer preferences, regulatory divergence)
and do not represent measures of protection, barriers to trade in services contribute significantly to estimated services
trade costs.” The OECD and the World Bank have developed services trade restrictiveness indices (STRI) that capture—
by country, mode of supply, and service sector—the extent to which government policies restrict services trade.
These datasets show high overall levels of services barriers, although variations across sectors, regions and levels of
development are important.®

Sectors such as professional and transport services, for example, tend to be more restricted than telecom, computer or
distribution services. Figure 4.9 shows the levels of restrictiveness for a sample of sectors and highlights STRI scores for
developing and developed economies. It reveals that developing economies have, on average, higher levels of restric-
tiveness in all sectors covered. The gap between developed and developing economies is particularly important in tel-
ecommunication and financial services, two backbone infrastructure service sectors.
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STRI scores also show the extent to which service sectors that are particularly important for connectivity are subject to
varying levels of trade restrictions around the world. Sectors fundamental to the movement of goods within and across
borders, such as transport services, face significant restrictions in a number of countries. Similarly, despite the role of
telecommunication services as an enabler for the electronic supply of services and for e-commerce more generally,
services trade in mode 3 is limited in a number of countries by restrictions on the establishment and operation of
foreign suppliers.

Figure 4.9. STRI scores for developing and developed economies, by sector
STRI SCORE
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Source: Computed on the basis of the World Bank’s Services Trade Restriction Database, http:/iresearch.worldbank.org/servicetrade/home.htm
(accessed 01 May 2017).
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While STRIs do not yet track the evolution of restrictiveness levels over time, evidence suggests that there have been
slight reductions in these levels. Indeed, a recent study shows that over the past decade, most trade policy changes
in the service sectors have been trade-facilitating rather than trade-restrictive, for both developing and developed
countries, and that most of these policy changes concerned mode 3. However, the number of trade restrictive
measures, and their relative importance, appears to have increased in the aftermath of the 2008-09 financial crisis
(Roy, 2016).

Uncertainty around lack of binding commitments may raise costs further

The uncertainty associated with the fact that a significant range of policies in services trade are not bound to the WTO
may result in certain additional costs. Research has shown that the predictability of market access conditions under-
pinned by the WTO system of disciplines has commercial value in itself (WTO, 2014). In the case of goods, trade policy
uncertainty—measured as the gap between bound and applied tariffs (also known as tariff “water”)—is a significant
trade impediment (Osnago et al,, 2015)°

In the case of trade in services, even when barriers are low, there is often no certainty that these may not rise in the
future as a result of pressures for protection. The perceived benefits of increased bindings on services in regional trade
agreements likely explains, in good part, the proliferation of such accords over the past 15 years.


http://iresearch.worldbank.org/servicetrade/home.htm
http://dx.doi.org/10.1787/888933525987

CHAPTER 4. SERVICES TRADE POLICIES AND THEIR CONTRIBUTION TO CONNECTIVITY AND DEVELOPMENT

Figure 4.10. Percentage of schedules with commitments for mode 1 and mode 3
in selected sectors
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Source: Computed on the basis of WTO Statistics Database, http://stat.wto.org/StatisticalProgram/
WSDBStatProgramHome.aspx?Language=E
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WTO members have not so far managed to secure levels of binding obligation under the GATS agreement that are close
to existing levels of openness (the equivalent of applied tariffs in the case of goods), although there are some excep-
tions (e.g. commitments of many acceding members). The majority of members have no specific commitments in the
majority of service sectors. Further, where market access commitments are undertaken, these may contain water.
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Figure 4.10 shows the proportion of WTO members’ schedules that have commitments for modes 1 and 3 in the service
sectors that were highlighted above as being important for digital and other connectivity. For a number of services that
underpin trade in goods, such as transport-related subsectors and retailing services, the proportion of schedules with
commitments is rather low. In comparison, the proportion of schedules that contain commitments on cross-border
supply and commercial presence for digital infrastructure services such as voice telephony, computer services, and
database retrieval is higher, although more than two-thirds of the schedules provide no guarantees of treatment what-
soever in these areas. The Figure further highlights that fewer commitments are undertaken under mode 1 than mode
3, even for services where digital networks provide opportunities for cross-border electronic supply, such as accounting,
engineering, research and development, advertising and audiovisual or educational services.

The regulatory principles in the Reference Paper on basic telecommunication services have been inscribed in the
schedules of a number of members as “additional commitments”'® This Reference Paper aims to address the difficulty
of effectively realising commitments on liberalisation in a sector that is characterised by dominant operators, even
following the introduction of competition. The regulatory principles embodied in the Reference Paper concern anti-
competitive cross-subsidisation, terms of interconnection, misuse of information, licensing criteria, transparency and
other matters relevant to the prevention of abuse by dominant operators with respect to basic telecommunications.
The proportion of members’ schedules that include additional commitments in relation to the Reference Paper stands
at 58%. Of the 61 WTO members that have not inscribed the Reference Paper in their schedules, over half (31) are
African governments.

The absence of commitments does not mean necessarily that supply by foreign suppliers through commercial presence
or cross-border trade is prohibited, or that principles like those embodied in the Reference Paper are not applied.
However, it signals that the openness or the regulatory practices that are in place are not secured by the WTO, and that
they could be reversed at any time.

The limited sectoral scope of commitments under the GATS also means that other binding disciplines of the agree-
ment that may have particular relevance for digital connectivity do not apply. For example, the guarantees of access
provided by the GATS Annex on Basic Telecommunications apply only to the sectors where members have under-
taken commitments. The Annex contains disciplines aimed at ensuring, among other things, that service suppliers
have non-discriminatory and reasonable access to basic telecommunication networks for supplying their services,
whether educational, professional or computer services. The obligations cover all forms of access and use necessary to
supply such services, as well as the movement of information within and across borders. This last aspect is obviously
of great relevance for preventing undue restrictions on movement of data.

The openness of services trade policy has an impact on connectivity

The growing availability of data on services regimes and trade flows has enabled research on the openness of services
trade policies, which have been found to limit connectivity in various ways.

Services trade policies affect productivity and performance

Research has found that service sectors with lower trade costs—which are themselves associated in part with lower
services barriers—tend to be more productive and to have higher growth in productivity than those with higher trade
costs (Miroudot et al., 2012). Across developed countries, services policies, in particular restrictions to FDI in services, have
been found to explain differences in total factor productivity (TFP), which in turn largely mirror differences in produc-
tivity growth, as well as aggregate growth (Van der Marel, 2012).
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Not surprisingly, there is also a negative correlation between entry barriers and regulatory restrictiveness in services,
on the one hand, and investments in digital technologies and ICT on the other (World Bank, 2016a). This suggests that
barriers to entry and competition in service sectors reduce the incentive of suppliers to invest in digital technologies
(e.g. use of cloud facilities by transport companies, supply of online services by professional services firms, or use of the
Internet by retailers).

Barriers to trade in services also may shield domestic suppliers from competition, leading to higher prices and reduced
incentives to invest, innovate, or otherwise improve service quality. Indeed, services trade restrictions, measured by the
STRI, are negatively associated with performance in a number of important service sectors, as measured by compa-
rable indicators across a broad range of countries. For example, countries that are more trade restrictive in commercial
banking have less-developed credit markets (Nordds and Rouzet, 2016).

Restrictive policies in services trade limit physical connectivity

With respect to transport and physical connectivity, higher levels of services trade restrictiveness in logistics, mari-
time and road transport are associated with greater delays in the domestic legs of transport (Nordas and Rouzet, 2016;
Figure 4.11).

Focusing more specifically on the transport of containerised cargo on liner vessels, a study finds that government
restrictions in the shipping sector, especially in relation to foreign investment, significantly increase maritime transport
costs (Bertho et al, 2016). Because most global trade in merchandise takes place through this mode of transport, these
restrictions considerably reduce seaborne trade flows."

As noted earlier, policy restrictions in the road transport sector increase the price of trucking services, and thereby
increase trade costs, especially for landlocked countries. In Africa, for example, evidence suggests that the high price
of transport is largely the result of government policies regulating the sector (Raballand and Macchi, 2009). Studies
suggest that when government restrictions to competition are in place, investments in infrastructure produce lower
returns in terms of reducing transport prices and trade costs.

Figure 4.11. STRI in relation to export and import times (averages 2014)

NUMBER OF DAYS

EXPORTS IMPORTS EXPORTS IMPORTS EXPORTS  IMPORTS EXPORTS IMPORTS
Martime Logistics cargo handling Logistics storage Road
I High sTRE I Medium STRI Low STRI

Source: Nordas and Rouzet (2016), “The Impact of Services Trade Restrictiveness on Trade Flows'".
StatLink Sz http://dx.doi.org/10.1787/888933526025
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Services trade restrictions negatively affect foreign investment

Recent research also evidences the negative impact of services trade restrictions on foreign investment inflows into
service sectors. Countries with lower restrictiveness are significantly more likely to attract foreign investment in services
than countries with more trade-restrictive regulatory frameworks (OECD, forthcoming (b)). Furthermore, restrictions not
only limit new investments, but also are associated with lower sales for foreign affiliates already established in the host
country. Aside from affecting foreign suppliers, regulatory restrictions also discourage small domestic firms and newer
firms from competing in a market, with implications for innovation and job creation. This dissuading effect can limit
investments in new technologies and network infrastructure, and restrain expansion in productive capacity, as well as
curbing competition and availability of high-quality, low-costs services. This, in turn, has implications for connectivity
because of its impact on the infrastructure services relied on for trade in goods, global value chains and digital services.

Restrictions in services trade limit trade in goods

Services trade policies also have implications in terms of connecting to the international trading system for goods.
Achieving a reduction in trade costs for goods largely hinges on improving the performance of the services used by the
goods-producing enterprises, reducing their costs and increasing their diversity and quality (Hoekman and Shepherd,
2017). A body of country-specific studies has firmly established that openness in services trade positively affects the
productivity of manufacturing industries (Arnold et al,, 2011; Arnold et al,, 2015; Arnold et al,, 2008; Duggan et al. 2013).

Recent research has also emphasised the role of FDI policies for the service sectors. Using data for over 100 developing
countries, Hoekman and Shepherd (2017) find that openness in services trade is a significant determinant of perfor-
mance in manufactured exports, with inward FDI being the main channel through which services policies negatively
affect exports. This is consistent with earlier research suggesting that investment openness is an important determinant
of countries’ participation in global value chains—even more important than tariff barriers (OECD-WTO, 2015; Kowalski
et al. 2015).2

Restrictions limit cross-border trade in services

Restrictiveness in services trade is found to raise costs for foreign exporters, thereby limiting cross-border trade in ser-
vices—including services supplied over digital networks.!® Yet these restrictions are also found to limit the services
exports of the country imposing the measures (Nordas and Rouzet, 2016). This may be because restrictions, by lim-
iting competition, negatively affect the performance of domestic suppliers, reducing incentives to improve efficiency
through innovation, adoption of new technologies and investment. This in turn affects the capacity of domestic sup-
pliers to compete in international markets. Also, because services companies, like producers of manufactured goods,
use inputs from other service sectors, raising the cost of imported inputs can make them less competitive and limit their
export potential (Nordas and Rouzet, 2016).4

Services policies for the telecommunication sector can help bridge the digital divide

Policies in services trade also play a key role in the development of the backbone infrastructure that enables digital
trade, with resulting impacts on the economy as a whole.

Over the past 25 years, regulation in the telecommunication sector has undergone fundamental transformations.
A large majority of countries has moved from monopolies to regulatory environments that encourage effective com-
petition, with reduced barriers to entry and often privatised state-owned incumbents (ITU, 2016b). Many studies have
found that these changes have been associated with enhanced affordability, as well as higher quality and greater diver-
sity of telecommunication services (Lestage et al,, 2013).
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As noted in Chapter 5, countries that have introduced quality regulation—including, in particular, regulation allowing
competition—have had greater success than other countries in stirring up market growth and developing their digital
economy. Positive regulatory settings are necessary to drive ICT investment, use and uptake. Bridging the digital divide,
therefore, hinges largely on government policies.”” As reported by the UN Broadband Commission (2013), a study of 165
countries shows that between 2001 and 2012, mobile broadband penetration levels were 26.5% higher in countries
with competitive markets (UN, 2013; ITU, 2014).6

Open trade and investment policies in the telecommunication sector, supported by adequate regulatory frameworks,
can thus be seen as key building blocks for the development of quality infrastructure to help reduce the digital divide
and take advantage of digital opportunities. Policies affecting foreign commercial presence may prove to be a par-
ticularly determinant factor. Studies have shown that markets characterised by more intense competition have seen
greater price decreases and improved services; others have linked telecommunications liberalisation to higher GDP
growth rates (Mattoo et al. 2006; Eschenbach and Hoekman 2006), as well as higher productivity of firms in other
sectors (Arnold et al,, 2008; Balchin et al,, 2016).

Finally, the quality of digital infrastructure, including telecom infrastructure, as well as the availability and use of
ICT services are perceived by governments as key determinants of a country’s participation in global value chains
(OECD et al,, 2014). In surveys of SMEs, unreliable and/or low-band Internet access was ranked as the leading perceived
constraint to entering, establishing or moving up ICT value chains (WTO, 2016b).

AID FOR TRADE AND POLICIES IN SERVICES TRADE

Services are essential channels for connectivity. Yet services trade policies, depending on the direction they take, can
either severely limit or greatly enhance the service sector’s contribution to economic growth, development, and inte-
gration into the world trading system. Services trade barriers, together with inadequate regulatory frameworks that
limit competition and investment, thereby raising costs—including trade costs—are key impediments to connecting
through services.

This suggests that aid for trade can play an important role in supporting the governments of developing countries in
their efforts to enhance connectivity by adapting their policies to provide an enabling environment for service markets.
This can promote the emergence of service providers, improve the quality and cost of services for other users, and
encourage innovation and investment.

Table 4.1 shows that service sectors receive a significant part of aid-for-trade flows. Transport and storage account for a
sizable share of total flows (28.54% in 2015), as does energy (29.83% in 2015). However, for these two categories a signifi-
cant share of disbursements relate to hard infrastructure (physical installations such as roads or airports) rather than soft
infrastructure (government policies and service markets). Indeed, classification of aid-for-trade data does not provide
sufficiently disaggregated information to fully capture the extent to which development assistance currently con-
tributes to the regulation of service markets or, even less, to services trade policy. Other services categories, such as
communications, business and other services, or tourism, account for a relatively small—and diminishing—share of
total flows.”
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Table 4.1. Percentage of total aid for trade disbursements by sector, 2002-15

2002-05 2006-08 2009-11 2012-14 2015
Transport and storage 2746 30.56 30.51 29.36 28.54
Communications 2.56 1.58 1.58 1.66 1.05
Energy 21.89 2148 23.51 2792 29.83
Banking and financial services 7.24 8.05 8.08 10.15 10.15
Business and other services 576 6.33 4.67 3.34 344
Agriculture, forestry, fishing, mining, 3149 28.06 28.02 2496 2493
manufacturing
Trade policy and regulations 319 3.28 319 2.38 190
Tourism 042 0.66 044 023 0.16

Source: OECD-DAC CRS: aid activity database (2017b), DOI: http://dx.doi.org/10.1787/data-00061-en, (accessed 07 April 2017).

In view of the important contribution of services trade policy to connectivity, there are two areas where aid for trade
could make a difference:

1. helping to improve foreign investment policy for services

2. providing assistance in the design, assessment, and implementation of trade-related service sector
reforms, and associated regulatory frameworks.

Foreign investment policy, while applicable to all economic sectors, is particularly relevant for services. This is true for
two reasons: 1) most global FDI goes into service sectors; 2) the barriers to FDI in services are for the most part supply
barriers through mode 3 (commercial presence). In some countries, FDI policy is still restrictive. Improving the policy
environment for FDI in services can help attract the foreign and private investment needed to fill infrastructure gaps
and investment shortfalls, contributing to achieving the SDGs in these countries. Indeed, UNCTAD has stressed that
public finances alone will not suffice to meet SDG-implied demands for financing and has stressed that the contribu-
tion of the private sector is therefore indispensable for many developing countries (UNCTAD, 2014). FDI is especially
important for the LDCs.

Indeed, funding for the development and upgrade of public infrastructure for sectors such as transport (ports, roads,
railways, airports) and energy (electricity and natural gas transmission and distribution) will, to a good extent, come from
the private sector. As shown in Figure 4.12, this is particularly true for the ICT sector, where private investment in public
infrastructure, including land-based and submarine cables, dwarfs official development assistance: the former totalled
USD 702 billion between 2004 and 2015, a hundred times more than official development assistance for communica-
tions (USD 6.8 billion) over the same period.® Private participation in ICT infrastructure projects during this period largely
took the form of greenfield investments (73%).

These data clearly underscore the preponderant role of private investment—typically foreign investment—in devel-
oping digital infrastructure and, thereby, in helping bridge the digital divide. They also point to the importance of the
enabling environment framed by government policy, a key determinant of FDI.


http://dx.doi.org/10.1787/data-00061-en
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Figure 4.12. Official development assistance and private participation in infrastructure, by sector, 2004-15
USD MILLIONS
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Note: PPI = private participation in infrastructure. The PPl data from the World Bank Private Participation in Infrastructure database records con-
tractual arrangements for public infrastructure projects in low and middle income countries that have reached financial closure, in which private
parties assume operating risks. Projects recorded in the database do not have to be entirely privately owned, financed or operated; some have
public participation as well. Accordingly, the value of investment projects in the database is the total investment value, and not solely the amount
invested by the private sector.

Source: Data on private participation in infrastructure from the World Bank PPI Database (2016b), https://ppi.worldbank.org/data,
(accessed 01 May 2017); ODA statistics from the OFCD-DAC CRS: aid activity database (2017b), DOI: http://dx.doi.org/10.1787/data-00061-en,
(accessed 07 April 2017). StatLink sa=m http:/dx.doi.org/10.1787/888933526044

Despite the overall benefits, however, upgrading of FDI policies is not always easy to carry out, especially for smaller
countries with stretched capacities. In developing country governments where there is an interest, assistance in this
regard could, for example, help to:

B assess the costs/benefits of the existing policies

B assess the extent to which the existing policies depart from international best practice and how this
impacts on attracting investments

B devise and set up less restrictive ways to achieve national policy objectives in relation to foreign
investment

B simplify procedures and enhance transparency
B update foreign investment laws and regulations, and implement the new policies

B assess, monitor and measure the effects of new policies in terms of attracting and retaining
investment, as well as their effects on employment, the development of service sectors, and their
contribution to connectivity.

Technical assistance of this kind—involving officials, politicians, and other stakeholders—can also help to inform the
decision-making process. A recent project in Myanmar provides an example of development assistance along those
lines (Box 4.5).
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Box 4.5. The Myanmar investment policy project

Myanmar shares borders with China, India, Bangladesh, Thailand and Lao PDR—countries representing almost 40%
of the world's population and many of the world’s fastest growing economies. Myanmar itself has substantial natural
resources and vast stretches of underutilised land.

Although investors showed keen interest in opportunities in Myanmar, the economy was underperforming because
of excessive and outmoded regulations. Despite a pro-market reform program, in 2014 FDI in Myanmar was declining.
To boost the economy, attracting investment in a wide range of sectors with employment generation potential was
essential. Yet growth and diversification were hampered by unclear, discretionary, and onerous entry and screening
procedures that burdened would-be investors. The government requested assistance from the World Bank Group
to address the inadequacies in the legal and regulatory environment that impeded investment. The goal was to
assist Myanmar in attracting sustainable private sector investment by generating savings through streamlined
administrative procedures.

In the fall of 2016, Myanmar’s national legislature passed an investment reform law, culminating a three-year World
Bank Group effort to accelerate economic reform and increase investment and trade. The new law is expected to
streamline tax laws, regulatory processes, and investment approval requirements so as to generate substantial new
foreign and domestic investment.

Source: OECD-WTO aid-for-trade monitoring exercise (2017), Public sector case story 100, http.//www.oecd.org/aidfortrade/casestories/
public-sector-2017htm

In the OECD-WTO 2017 aid-for-trade monitoring exercise, developing country governments underscored that improve-
ments in the investment climate figured highly among their priorities. Indeed, 98% of the respondents indicated that
their national development strategies included actions to improve the investment climate. For 93% of respondents,
such actions included updates to their investment policies and regulations; 68% indicated that over the past five years
they had taken concrete steps to facilitate the entry and operations of foreign investors).

Another area where development assistance can make a difference is in improving services-specific policies. As with
foreign investment regimes, this assistance might involve helping interested countries to achieve policies in favour
of connectivity services, whether on a sectoral basis (e.g. telecommunication or financial services) or with regard to
specific modes of supply (e.g. modes 1 and 4). This may, for example, involve introducing competition in previously
monopolised segments of the telecommunication market, relaxing limits on the supply of certain professional services
in modes 1 or 4, or allowing new financial services products and transactions to be undertaken between non-resident
financial institutions and resident consumers. While decisions on whether or not to undertake reforms obviously rest
with the government, when the intention is to look at enhancing connectivity and upgrading policies in services trade,
this type of assistance can be quite valuable. Indeed, the adequate sequencing of reforms can be an important factor
and, because they often take place on a sector-by-sector basis, technical considerations—and therefore expertise—can
be paramount. As for cross-sectoral FDI policies, support can also help in assessing the cost of existing policies, scoping
the impact of policy change (including on the pursuit of social or other government policy objectives), and updating
relevant regulations and ensuring their effective implementation.

Assistance might also cover adapting and reinforcing regulatory regimes in service sectors subject to trade-related
reforms. There is broad recognition that increasing international contestability in service markets often requires adapting
domestic regulatory frameworks. For example, allowing new transactions in cross-border financial services may require
new supervisory functions as well as adaptation of prudential measures. Introducing competition in telecommunica-
tion services typically involves modifications in domestic policies in areas such as cross-subsidisation and anti-compet-
itive practices, interconnection, universal service obligations, or the set-up and functions of an independent regulator.
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Technical assistance to facilitate the improvement and adaptation of regulatory frameworks for countries that have
undertaken or decide to undertake reforms also would help ensure that the benefits of liberalisation are not undercut
by inadequate regulatory frameworks.

Beyond the adaptation of regulatory frameworks to accompany liberalisation, development assistance could also target
requlatory deficiencies that limit trade in services. This might include ensuring that domestic regulations are not dis-
criminatory or unnecessarily burdensome, that they are transparent, or that they do not restrict trade (e.g. licensing and
qualification procedures and requirements for companies or natural persons), it can also include ensuring that regula-
tions promote effective competition in the market (adequate competition policy frameworks), and that they enable and
foster the development of e-commerce.

Finally, assistance of this sort may include help in establishing a legal framework governing electronic transactions, and
in ensuring its effective implementation and enforcement. It could involve, more specifically, devising the necessary
regulatory framework to support online payment solutions, or updating relevant regulatory frameworks in the light of
best practice in areas such as electronic signatures and authentication, fraud protection for consumers, protection of
personal information, cybersecurity, or measures to limit unsolicited commercial electronic messages.

CONCLUSIONS

Services play a pivotal role in connecting countries to the global economy, including by enhancing trade in goods.
They are an important contributor to economic growth, employment, financial inclusion and more generally to the
Sustainable Development Goals. However, if policies in services trade are not sufficiently facilitating, they can hinder
both physical and digital connectivity, making the achievement of development objectives more difficult.

Aid for trade can help by providing support for developing country governments that want to improve connec-
tivity by reforming their policy environment for service markets. This support may focus, for example, on reducing
trade costs by facilitating competition and contestability in the service sectors, or by increasing the transparency of
requlatory frameworks.

Enabling environments can serve as a catalyst for attracting additional investment in infrastructure. They can also help
to improve the performance of the service sectors in developing countries, thereby increasing their capacity to meet a
diversity of societal needs and to take advantage of opportunities to export goods and services. B
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NOTES

1. Inasurvey of firms, transportation and shipping costs were cited by SMEs as a leading impediment to engaging
in global trade in manufacturing. SMEs in the US ranked this as the second most important impediment, while
other firms did not include this among their top 5 impediments.

2. Estimations on the basis of data for 2011.

3. This does not take into account services provided within the territory through a foreign suppliers’ commercial
presence (mode 3).

4. Telecommunications are broadly defined in the GATS Annex on Telecommunications as “the transmission and
reception of signals by any electronic means”.

5. The LDC share of world trade in services remains very low in BOP terms, accounting for 1% of exports and 2% of
imports in 2015. However, for a number of LDCs, services account for a high proportion of their total exports due
to the relative importance of tourism: travel accounts for 10% of their total exports of goods and services, and for
53% of LDC total exports of commercial services (2015).

6. Miroudot and Shepherd estimated the trade costs for 2011 using the World Input-Output Database for 40
economies. See also Miroudot et al (2013) and Miroudot and Shepherd (2015). The approach used in these studies
does not calculate trade costs relative to a benchmark country, but rather is based on the country’s trade in
services in relation to domestic consumption of services. Such estimates focus on cross-border trade and do not
attempt to assess trade costs for mode 3 (commercial presence) or mode 4 (movement of natural persons).

7. Inarecent study, Jafari and Tarr (2017) calculate ad valorem equivalents of services trade barriers on the basis of
the World Bank’s STRI. In another study, the OECD (forthcoming (a)) has done similar work on the basis of STRI.

8. See OECD (2017a) for OECD STRI and Borchert et al. (2012) for the World Bank’s STRI.

9. This study, which covers 149 countries, shows that the elimination of tariff water increases the probability of
exporting by 12%; a 1% decrease in water increases export volumes by 1%. The study also finds that, on average,
trade policy uncertainty is equivalent to a level of tariffs between 1.7% and 8.7%.

10.  The Reference Paper has been inscribed in schedules of commitments as “additional commitments”. Additional
commitments allow members to undertake legally binding commitments with respect to government measures
other than those relevant for “market access and national treatment”.

11. Restrictions are found to increase shipping costs by 26% to 68% and to reduce trade flows by 48% to 77%.

12.  Hoekman and Shepherd (2017) find that a 10% increase in services trade restrictiveness is associated with a
5% decrease in bilateral trade in manufactured products. In terms of sectors, trade/investment restrictions on
transport services and retailing services have the largest impact on the export performance of merchandise
goods.

13.  Cross-border trade in services here refers to transactions between residents and non-residents, and essentially
serves as a proxy for modes 1,2 and (in part) mode 4.

14.  The negative impact of high STRI scores on exports may be due, at least in part, to the fact that services trade
barriers are not always discriminatory, but rather include behind-the-border measures that impose costs on
domestic suppliers as well.
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15. As observed in Chapter 5, significant gaps persist between developing and developed economies with respect
to Internet access and, even more so, broadband access. In developed economies in 2016, fixed and mobile
broadband subscriptions covered, on average, 30.1% and 90.3% of the population, respectively; in developing
economies, these penetration rates stood at 8.2% and 40.9% (ITU, 2016a). The cost of mobile broadband is also
much higher in a number of developing countries.

16.  Higher STRI scores in telecommunication services are associated with lower penetration rates for fixed, mobile
and broadband Internet (Nordas and Rouzet, 2016). See also Borchert et al. (2017).

17. Total flows, in constant dollars, have more than doubled over the period reviewed.

18.  ODA for communication/ICT does not typically involve infrastructure upgrade.
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CHAPTERS

SPANNING THE INTERNET DIVIDE
TO DRIVE DEVELOPMENT

Contributed by the International Telecommunication Union

Abstract: Information and Communication Technologies (ICTs) are key building blocks of the digital
economy, to facilitate trade and drive e-commerce. Strong growth in ICT infrastructure, connectivity,
access and use promise great development opportunities but the full potential of the Internet remains
untapped, as over half the world's population remains offline. Unless policy-makers address infrastructure,
affordability but also broader socio-economic challenges outside the ICT ecosystem, the Internet is liable
to reinforce existing inequalities, instead of addressing them. This chapter analyses progress but also the
gaps that exist in developing countries—and in particular the least developed countries—in terms of
infrastructure, connectivity and quality of service, particularly for mobile and fixed-broadband Internet.
It addresses some key connectivity bottlenecks and points to recommendations to overcome these.
The chapter looks at fixed- and mobile- broadband prices, and the affordability of services in developed
and developing regions. In addition to addressing supply-side barriers, it examines demand-side barriers
outside the ICT ecosystem, including broader socio-economic inequalities, digital and analogue skills, and
the availability of relevant local content.
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INTRODUCTION'

An increasingly ubiquitous, open, fast and content-rich Internet has changed the way many people live, communi-
cate and do business. Internet uptake has been found to bring great benefits for people, governments, organizations
and the private sector. It has opened up new communication channels, provided access to information and services,
increased productivity and fostered innovation, and it facilitates trade in goods and services. Information and communi-
cations connectivity and use are key building blocks of the digital economy, and indispensable drivers of e-commerce.

The importance of infrastructure and connectivity is recognized by Sustainable Development Goal (SDG) 9, on industry,
innovation and infrastructure. It issues a call to “significantly increase access to information and communications tech-
nology and strive to provide universal and affordable access to the Internet in least developed countries by 2020" (SDG
Target 9¢, UN 2016).2

This chapter analyses the gaps that exist in developing countries—and in particular the least developed countries
(LDCs)—in terms of infrastructure, connectivity and quality of service, particularly for mobile and fixed-broadband
Internet® It addresses some key connectivity bottlenecks and points to recommendations to overcome these. The
chapter looks at fixed- and mobile- broadband prices, and the affordability of services in developed and developing
regions. In addition to addressing supply-side barriers, it examines demand-side barriers outside the ICT ecosystem,
including broader socio-economic inequalities, digital and analogue skills, and the availability of relevant local content.

Global trends show rapid growth—as well as gaps—in the use of information and
communications technology

The rapid growth in access to and use of information and communications technology (ICT) throughout the world is
illustrated by Figure 5.1. The steep rise in mobile-cellular subscriptions worldwide, which began early in this century,
is tailing off as the global penetration rate approaches 100 subscriptions per 100 inhabitants. At the same time, there
has been a gradual decline in the penetration rate for fixed-telephone subscriptions, owing to the tendency for new
users to prefer mobile over fixed lines.

Figure 5.1. Global changes in levels of ICT uptake, 2006-16

NUMBER OF SUBSCRIPTIONS PER 100 INHABITANTS/HOUSEHOLDS
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Note: The figures for 2016 are ITU estimates.

Source: ITU (2016b), Measuring the Information Society Report 2016.
StatlLink S http://dx.doi.org/10.1787/888933526063
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The benefits of the Internet are still unavailable to over half the world’s population

Nonetheless, many people still do not—or do not fully—benefit from the rapid expansion of the digital economy and
the opportunities it offers. Global figures mask substantial differences in connectivity and access levels, which vary
greatly between and within countries, especially in terms of high-speed broadband access and Internet use.

Globally, 3.9 billion people, constituting more than half the world’s total population, are still offline. The majority of these
people live in the world’s most vulnerable countries. In many developing countries—in particular the LDCs, the land-
locked developing countries (LLDCs) and small island developing states (SIDS)—development challenges also hamper
the spread of ICTs. These challenges include limited and costly access to national and international connectivity in small
and isolated communities, difficulties in the rollout of terrestrial communication infrastructure across large land areas,
and lack or limited direct access to the sea.

Figure 5.2 compares the 2016 figures for key ICT penetration indicators in the International Telecommunication Union’s
(ITU) six geographic regions. Figure 54 compares the figures for developed countries, developing countries and least
developed countries. These comparisons highlight that developing countries, and in particular the LDCs, lag behind
developed countries in terms of fixed-broadband penetration, household access to ICTs and Internet uptake (Box 5.1).
While mobile-cellular penetration has reached over 70% in the world's LDCs, mobile-broadband penetration stands at
just below 209%, compared to close to 50% globally and 90% in the world's developed countries.

Figure 5.2. ICT penetration levels by geographic region, 2016
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Source: ITU (2016b), Measuring the Information Society Report 2016.
StatLink = http://dx.doi.org/10.1787/888933526082
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Box 5.1. The least developed countries and the ICT Development Index

The 2016 ICT Development Index (IDI), published by the ITU, is a composite index that combines 11 indicators for ICT
access, use and skills into one benchmarking measure to highlight progress for 175 economies. Comparison of the rankings
suggests that LDCs are not catching up fast enough in terms of ICT development. All of the bottom 27-ranked countries
are LDCs. The highest ranking LDC is Bhutan, in 117th place. This is of particular concern given the potential role of ICTs in
facilitating sustainable development.

Figure 5.3 compares the IDI performance of LDCs with that of developed countries, developing countries and the global
average in the period 2015-16. The overall performance of LDCs during this period follows the trend of the previous period
(2010-15), remaining below that of the higher- and middle-income developing countries. The LDCs record an average
improvement in their IDI value: 0.16 points between 2015 and 2016, as compared to 0.22 points for all developing countries
(including the LDCs) and 0.24 points for developing countries other than LDCs.

Figure 5.3. IDI values for the LDCs compared with all developing countries and global values
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Figure 5.4. ICT penetration levels by level of development, 2016
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Source: ITU (2016b), Measuring the Information Society Report 2016.
StatLink Sz http//dxdoi.org/10.1787/888933526120

There is evidence that for many people in the developing countries, and especially the LDCs, ICTs remain unaffordable
and thus out of reach. The relatively high cost of ICT services, in particular broadband services, compared to low
income levels remains a major barrier to wider ICT access and use.

Making broadband affordable is a development target

In 2010, the Broadband Commission for Digital Development, an initiative led by ITU and UNESCO to increase aware-
ness of the importance of broadband for achieving international development goals, identified four specific ICT targets:
broadband strategies, affordability, connectivity and use. Target 2 is about making broadband affordable: “By 2015, entry-
level broadband services should be made affordable (less than 5% of average monthly income) in developing countries
through adequate regulation and market forces” (Broadband Commission for Sustainable Development, 2015). By the
end of 2015, this target had been achieved in all developed and 83 developing countries, but only in 5 LDCs (Figure 5.5).

Figure 5.5. Number of countries that achieved the Broadband Commission target
to make broadband affordable, 2015

NUMBER OF COUNTRIES
100 e

80 -
60 -
40 .. e

20 ... N

0-2% 2-5% 5-8% 8-10% 10-20% 20-30% >30%
2015 BROADBAND PRICES AS A % OF GNI PER CAPITA

I Developed countries Developing countries I LDCs
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A comparison of fixed- and mobile-broadband prices for 185 economies worldwide highlights the fact that mobile-
broadband services tend to be cheaper, with more countries achieving the affordability target in terms of mobile-
than fixed-broadband prices. The available data also show that the global average price of a basic fixed-broadband
plan (56.3 PPPUSD) is twice as high as the average price of a comparable mobile-broadband plan (26.7 PPPUSD). In the
LDCs, the average monthly fixed-broadband price is more than three times higher than the average monthly mobile-
broadband price (Figure 5.6).

Figure 5.6. Fixed- and mobile-broadband prices, 2015
2015 BROADBAND PRICES IN PPPUSD
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Source: ITU (2016a), Facts and Figures 2016.
StatLink Sw=m http:/dx.doi.org/10.1787/888933526158

ICT INFRASTRUCTURE, CONNECTIVITY AND QUALITY OF SERVICE VARY GREATLY

High-speed affordable broadband connectivity to the Internet holds widely recognized promise for social and
economic development. Technological advances in areas such as the Internet of Things and artificial intelligence,
combined with hyper-connectivity, are leading to an increasing variety of services and applications that can serve
economic, social, and entertainment needs. Advances in mobile networks have made connectivity, including to high-
speed broadband communication networks, potentially ubiquitous.

Local access networks highlight the importance of mobile broadband in addressing
the digital divide

Mobile-cellular services have spread much faster than anticipated, allowing people living in previously unconnected
areas to join the global information society. As of 2016, second generation (2G) mobile telephony is quasi ubiqui-
tous, with 95% of the world’s population and 85% of people living in the LDCs covered by a mobile-cellular signal.
Mobile-cellular penetration rates have reached 99.7% globally and 72.6% in the LDCs. It should be noted, however, that
this does not signify that almost everyone owns or uses a mobile phone; available data suggest that mobile-cellular
penetration usually far exceeds mobile-phone use or ownership. It does testify, nonetheless, to the growth in mobile
services, and the potential they have to address the digital divide.

This is true especially as mobile-networks evolve and deliver not only basic voice services, but also data and high-speed
access to the Internet. Third-generation (3G) mobile coverage, which delivers higher speed access to the Internet as
well as ICT services and applications to drive smartphone use and uptake, stood at 72% globally in 2016 (Figure 5.7).
Yet in rural areas, only 29% of the population was covered, highlighting the limited access to mobile broadband that
continues to characterise many rural and remote parts of the world. In the meantime, the next generation of mobile
networks—LTE (long term evolution, also referred to as 4G)—is spreading rapidly, bringing even higher speeds and
improving the mobile-broadband experience. By the end of 2016, ITU estimates that almost half the world's population
lived within reach of an LTE network.
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Figure 5.7. Global population covered by at least a 2G, 3G, and LTE network

Covered Covered Covered
95% 72% 48%

LTE
Not covered Not covered Not covered
5% 28% 52%
Population covered Population covered Population covered
by 2G services, by 3G services, by LTE services,
World, 2015 World, 2015 World, 2015
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Source: Based on ITU (2015b), Facts and Figures 2015 and Facts and Figures 2016.
StatLink Sz http://dx.doi.org/10.1787/888933526177

Mobile-broadband coverage has also spread rapidly in the LDCs. Almost all LDCs have launched 3G mobile-broadband
services. Over 50% of the population in the LDCs were covered by a mobile-broadband network. LTE services have
been launched in about 15 LDCs and while coverage remains limited, these services are growing rapidly, in particular
in urban areas (Figure 5.8).

Figure 5.8. Mobile network coverage and evolving technologies in the LDCs
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Source: ITU (2016a), Facts and Figures 2016.
StatLink Sz http:/dx.doi.org/10.1787/888933526196

Mobile population coverage is a very useful indicator of ICT development and access, as it is relatively easy to measure
(by data provided from mobile operators). It is also convenient as it allows countries to set and track targets. Yet it is
important to compare coverage to actual ICT use. As of 2016, for example, more than 50% of the population in the LDCs
was covered in terms of mobile-broadband signal, and thus at least in theory had access to the Internet at high speed.
Yet only 15% of the people in the LDCs were actually using the Internet. Penetration rates also vary considerably from
country to country. For example, countries such as Tuvalu and Bhutan have around 40% Internet penetration rates, but
rates in a number of the African LDCs are much lower—below 5% (Figure 5.9).
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This paradox of connectivity versus use suggests that connectivity remains only one of the barriers to Internet use; it is
important to take into account the affordability of services, but also socio-economic factors, as will be discussed later
in this chapter.

Figure 5.9. Internet users per 100 inhabitants in the LDCs, 2015
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Advances in mobile-broadband networks, including greater coverage and a growing number of services and applications,

have driven mobile-broadband penetration rates. Indeed, mobile broadband remains one of the fastest growing market

segments. ITU estimates that

by 2016, penetration reached close to 50% globally. Looking at specific country groups,

mobile-broadband penetration is 90.3% in developed countries, 40.9% in developing countries and 19.4% in the LDCs.
These figures highlight discrepancies, but they also show the that developing countries, and in particular the LDCs, have

made progress in terms of mobile- compared to fixed-broadband penetration (Figure 5.10). Fixed-broadband penetration

in local-access networks remains limited in nearly all developing regions and particularly in the LDCs; at the end of 2016 it

had not reached 1%, compared to close to 12% globally and over 30% in the developed countries.

Figure 5.10. Mobile- and fixed-broadband penetration, 2016
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The marked divide between developed and developing economies in terms of fixed-broadband penetration is
further compounded by the difference in speeds that subscriptions deliver. In early 2016, three out of four fixed-
broadband subscriptions in the developed countries had advertised speeds of 10 mbit/s and above; two out of four
in the developing countries reached these speeds. In the LDCs, overall fixed-broadband penetration remains very low:
only 7% of fixed-broadband subscriptions are advertised at speeds above 10 mbit/s (Figure 5.11). This highlights the
limits of fixed-broadband in connecting people and businesses in the LDCs.

Figure 5.11. Fixed-broadband penetration by speed, 2015
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Country-level data, highlighted in Figure 5.12, further point to the major differences that exist in terms of the speed
and quality of services that fixed-broadband subscriptions deliver in many developing countries. Although only limited
country data are available for the LDCs, they suggest that fixed-broadband services remain negligible in low-income
developing economies.

While the role of mobile-broadband is complementary to fixed-broadband in the more developed markets, it is increas-
ingly predominant in many low-income developing economies, particularly the LDCs. This raises the question of
whether mobile-broadband can replace fixed-broadband connectivity in terms of local access networks. This question
is of particular interest to businesses, which often require relatively larger bandwidth, higher speed and greater quality
of service to deliver online services (Box 5.2).

What is clear, however, is that fixed technologies will continue to play a vital role in providing backhaul networks to
transfer data from both mobile and fixed networks. The increasing offload of mobile data traffic onto fixed networks
highlights the growing integration of fixed and wireless networks: Cisco estimates that in 2015, 51% of total global
mobile data traffic was offloaded onto fixed networks through Wi-Fi or femtocell (Cisco, 2016).
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Box 5.2. Comparing fixed- to mobile-broadband networks

As highlighted in this chapter, developing countries, and in particular the LDCs, rely almost exclusively on mobile-
broadband networks to deliver high-speed Internet access to end users, including many businesses. The question of
how mobile-broadband networks compare to fixed-broadband networks is an important one, especially as mobile-
broadband technologies evolve. Operators are already talking about the launch of IMT-2020 (5G), the next generation
of mobile networks, which promises “lightning speed and ultra-reliable communications for broadband” (ITU, 2017a).

Today, 3G and LTE (or higher) mobile-broadband networks have reached unprecedented levels of population coverage
and promise theoretical speeds comparable to that of the copper and coaxial cables used by DSL and cable operators.
Nonetheless, their speed—or latency (the amount of time it takes for a data packet to traverse a network, which affects
the quality of a connection)—is inferior to that of fibre broadband networks. This means that fixed-broadband access
networks continue to provide a more reliable and often cheaper option for streaming videos, gaming and downloading
large files. Furthermore, mobile-broadband services often are linked to usage caps, while fixed-broadband offers are
frequently “unlimited”.

IMT-2020 networks will address some of these issues and; they promise to reduce latency. Nonetheless, because spectrum,
which refers to the radio frequencies allocated to the mobile operators and others for communication over airwaves, is a
limited resource—used not only by mobile operators but also, for example, for broadcasting and satellite services—the
effective capacity that mobile networks can deliver is also limited. The number of users on the same mobile network
will continue to impact speeds, as well as the quality of service. Operators are looking into ways of optimizing services,
including by increasing the amount of spectrum and by using complementary network technologies to offload data.

These differences between fixed- and mobile-broadband networks highlight two issues that need to be taken into
account, especially in developing countries, where many users only have access to mobile networks:

First, it is important for regulators to create the right regulatory environment and the incentives that will allow operators
tolaunch the latest generation of high-speed mobile-broadband networks, including by making the necessary spectrum
available. AlImost all LDCs have launched 3G services, yet LTE services have been introduced in only about 15 LDCs.

Second, it is important to take advantage of technological advances and innovations that allow adaptation of and
improvements in the existing networks. Small cells (low-powered cellular radio access nodes), for example, can increase
capacity (and speed) in densely populated areas. Satellite networks can also be used to expand services to rural and
remote areas.

At the same time, developing countries need to continue to invest in fixed-broadband infrastructure, both in terms of
national backbone and of international connectivity. Mobile-broadband users can only benefit from high-speed services
if the necessary backbone infrastructure is in place. By reducing the distance between end-users and the backbone
infrastructure, mobile-broadband networks can be optimized. This will significantly increase the speed and the quality
of mobile-broadband services, and allow the delivery of more data-intensive services and applications, including in rural
and remote areas.

Finally, in areas where the speed and quality of Internet access remains limited, content providers must adapt services
and applications, not only to the needs of end users, but also to the type of network.
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Figure 5.12. Fixed-broadband subscriptions by speed in selected countries, 2015
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National and international backbone infrastructure is critical to broadband access and use

National backbone infrastructure and international Internet connectivity are critical building blocks to drive broadband
demand, access, and use. Growth in broadband subscriptions is accompanied by continuous growth in national back-
bone capacities and international Internet bandwidth. Indeed, without growth in deployment of backbone infrastruc-
ture, service providers are unable to expand their markets to previously underserved regions, and to deliver high-speed

and high quality services to customers.
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Data collected by ITU on the deployment of ICT transmission capacity shows that by the end of 2016, more than
10.1 billion km of fibre and microwave backbone transmission networks from 378 operators was available worldwide
(Figure 5.13). While this data does not cover all operators or countries, it highlights the important expansion of and
investments in international backbone infrastructure.

Figure 5.13. ICT backbone transmission networks
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Note: This map includes fibre and microwave backbone transmission networks as reported by 378 operators
worldwide. The map, which continues to be updated, does not cover all operators or countries.

Source: ITU Interactive Transmission Maps, http://itu.int/go/Maps (accessed 10 April 2017)
StatLink S http:/dx.doi.org/10.1787/888933526291

At the same time, major differences exist among regions and countries. As highlighted in Figure 5.14, the route metres
of fibre and microwave backbone networks per capita remain below one in the Arab States and Africa; they are highest
in Europe. Tracking the population that lives within a range of up to 10, 25 and 50km of an operational fibre transmission
network also gives a measure of access. Populations living more than 50km away from a network are considered to be
out of reach. In 2016, about 20% of Africa’s population lived within a range of 10km; 36.3% lived out of reach.

Figure 5.14. Route metres of fibre and microwave backbone per capita by region, 2016
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The amount of international Internet bandwidth available in a country or region provides important insights into the
quality and speed of networks and is another key indicator of the readiness of countries to become information soci-
eties. International Internet bandwidth is a key building block for delivering data-intensive applications and services
through high-speed networks. While national fibre transmission networks are essential infrastructure for access to high-
speed networks, information on bandwidth is also required to gauge the actual quality and speed available.

Over the past decade, total international Internet bandwidth has climbed sharply, from around 35 000 gbit/s in 2008 to
100 000 gbit/s in 2012 and 185 000 gbit/s in 2015. This strong growth reflects the significant investment that has been
made in backbone infrastructure—in particular in important submarine cable projects—in all parts of the world. The
growth in international bandwidth has been strong in all regions. The developing country share of total international
bandwidth increased from around 11% in 2005 to almost 40% in 2015. Europe leads by far, accounting for more than
40% of total international Internet bandwidth in 2015; in the same year, Africa’s share was less than 3% (Figure 5.15).

Figure 5.15. Share of total international Internet bandwidth, by region
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The impact of available international bandwidth on Internet use differs widely across regions and countries. Bandwidth
per inhabitant has increased significantly over the past decade, yet there are huge differences between developed and
developing regions: there is more than seven times as much international bandwidth per inhabitant (93 kbit/s versus
13 kbit/s) available in the former than in the latter (Figure 5.16). International Internet bandwidth per inhabitant remains
particularly low in the LDCs, suggesting that the lack of international connectivity remains a major bottleneck in the
Internet infrastructure of these countries.

Looking at regional differences, Europe stands out with around 160 000 bit/s per inhabitant in 2013, compared to the
global average of 52 000 bit/s per inhabitant; it is followed by the Americas, with 54 000 bit/s per inhabitant.

Europe’s leadership in international Internet bandwidth is explained by the advanced level of broadband adoption
and use in the region. Also, Europe’s composition—made up of countries that are relatively small in geographic size
and depend on international connections to reach the global Internet—is an important factor. The Internet backbone
network in the European region is interlinked by several Internet exchange points (IXPs), physical locations that connect
national networks, allowing Internet traffic to be exchanged and giving them access to the global Internet. IXPs are an
important part of the Internet ecosystem and can help increase the quality of service and make it more affordable.
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Figure 5.16. International Internet bandwidth per inhabitant, by region, 2015
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Some of the world’s largest IXPs are located in Europe and have an international reach, for instance the German
Commercial Internet Exchange, the Amsterdam Internet Exchange and the London Internet Exchange.* Many coun-
tries, however, do not have any IXPs, which limits the quality of their Internet services and adds to connectivity fees, thus
increasing the price to consumers. Indeed, Figure 5.13 shows that only 16 of the 48 LDCs—one-third—had IXPs in 2016.
This suggests that there is clear room for progress.

Box 5.3. Generations of ICT regulation

The ITU's Telecommunication Development Bureau annually collects self-reported data on the regulatory environment of
186 member countries. Data for 2007 through 2015 are coded giving each country and each year a score (between 0 and
100), which is associated with a generation of regulation. Five generations of regulation have been identified. This begins
with the command-and-control approach of the first generation, eventually reaching the fifth generation characterised by
harmonized collaboration across sectors (Figure 4.2).

The ICT Regulatory Tracker traces the transition of countries from generation one through to four (G1 to G4; Figure 5.17).
The indicators correspond closely to the guiding principles outlined in the ITU Best Practice Guidelines of the Global
Symposiums for Regulators (GSR), adopted annually by the global community of ICT regulators (ITU, 2016¢). The Best
Practice Guidelines are at the core of modern ICT regulation. They represent the collective wisdom of the current bodies in
charge of ICT regulation.

Figure 5.17. Generations of regulation
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Box 5.4. Winning formulas for fixed and mobile-broadband markets

It is widely recognized that good regulation is key for the development of vibrant digital economies. Based on evidence
produced using the ICT Regulatory Tracker, the choice of regulatory interventions appears to be equally important in
promoting market growth.

There are many areas that require regulatory oversight and the focus on these might be significant differences in their focus
across countries, analysis based on the ICT Regulatory Tracker demonstrates that a handful of key regulations can unlock the
potential of an ICT market and turn it into a mass market in a short period of time.

ITU produced an evidence-based “recipe for success” comprising six policy and regulatory measures, which has helped 58
countries achieve 75% mobile-broadband penetration. Further, their markets have skyrocketed: penetration is 70% higher
than the world average in 2015, and is significantly outpacing most other countries (Figure 5.18, left). Although there are
multiple factors at work, for these countries regulation has made a significant difference.

With regards to fixed-broadband services, adopting a similar recipe for success—comprising five measures—40 countries
have achieved a considerably higher level of fixed-broadband service adoption (Figure 5.18, right). The average fixed-
broadband penetration of countries deploying the five measures was 26% in 2015, 15% higher than the global average of
11%. Although it is difficult to statistically establish direct causality, this nevertheless implies that regulation can facilitate
market growth.

Figure 5.18. Winning formulas: regulatory recipes for successful ICT adoption
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Winning formulas can address the broadband divide through improved regulation

As the ICT market undergoes profound change, the role of ICT regulation becomes increasingly important for addressing
the many challenges to connectivity. The biggest among these the creation of open markets where regulation en-
courages the growth of networks, the provision of services and the diffusion of content and applications in an affordable,
competitive and safe way. This is especially important for the LDCs.

Expectations for ICT regulation have grown over the past decade. In a world in which more than half the world's popu-
lation is not using the Internet, regulators have to reinvent the rules of the game to extend adoption and use of ICTs,
align them with wider social and economic goals and set about to connect the unconnected. There are a number of
important steps that governments, and in particular the LDCs, can take to address the broadband divide and to over-
come infrastructure bottlenecks, in particular by creating an enabling regulatory environment.

Globally, more and more countries are working on fine-tuning their regulatory frameworks. They are moving towards
the fourth and fifth generation of ICT regulation, which entails integrated and collaborative regulation to define the plat-
forms and mechanisms for working with other sectors (see Box 5.3). On a very positive note, a third of LDCs have reached
the third generation of ICT regulation, among them Burkina Faso, Malawi and Tanzania. One country—Uganda—has
even attained the fourth generation, joining the club of some of the most advanced countries in terms of ICT regulation.
However, two-thirds of all LDCs are still in either the first or the second generation of regulation and need to urgently
carry out basic reforms, including for privatization, liberalization and intra-platform competition.

Among other important reforms many LDCs need to undertake is the removal of barriers to foreign ownership and invest-
ment. When private investment is not sufficient, solutions such as direct government investment and public-private part-
nerships can be explored. Universal service funds and obligations can also help to bring services to areas that provide
limited business opportunities, providing tax incentives for investments. ITU, through its ICT Regulatory Tracker, helps
countries identify the winning formulas and regulatory steps that can drive ICT investment, use and uptake (Box 5.4).

Within reasonable limitations, therefore, quantitative evidence suggests that best-practice regulation does matter.
It also shows that for broadband markets to thrive, both the design and the effective enforcement of regulatory frame-
works are essential. Good regulation has impact. Regulators need to ensure that market opportunities outweigh chal-
lenges, while protecting consumer interests.

Box 5.5. The impact of taxation on broadband services deployment and adoption

With regards to broadband services, which are a critical platform to deliver information and ensure economic growth,
taxation tends to reduce the level of capital investment for the development of infrastructure, which is fundamental for
the provision of services everywhere.

On the other hand, it is important to note that broadband penetration faces an affordability barrier in terms of service
adoption, especially by consumers in developing countries, where the price of services is relatively higher. In general,
it is considered that a broadband consumption tax increases the cost of ownership, thereby reducing the adoption of
this services by the population. In reverse lower subscription prices generated by tax reduction, imply higher demand.

Considering the impact of digital technologies on the economy, by increasing the efficiency of production processes, facili-
tating the circulation of goods and creating new businesses, the taxation of digital goods and services should be approached
with care, preventing any erosion of their spill-over contribution to GDP growth. It has been shown that excessive taxing of
digital goods and services could limit adoption, restricting the positive contribution to GDP. Thus, the tax collected is out-
weighed by tax foregone on “lost” GDP. In this sense, in developing fiscal policies, Governments need to consider the trade-
offs between revenue generation and the potential negative impact of the development of the digital sector.

Source: ITU, GSR15 Discussion Paper Taxation in the digital economy, http./www.itu.int/en/ITU-D/Conferences/GSR/Pages/GSR2015/
GSRI15-discussion-paper.aspx
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The LDCs can build on these winning formulas to come up with their own balanced mix of regulatory incentives and
obligations, deliver on regulatory goals and open the way to investment, innovation and market growth. As LDC markets
become more complex and their interplay with regulation more open, ICT regulators will need to stay pro-active, to
demonstrate leadership, skill-up and reach out to new actors. While no single regulatory model is perfect, the guiding
imperative is to integrate ICT regulation with other sectors in order to leverage on synergies and create efficiencies--
thus speeding up the success in bridging the broadband divide.

Increasing numbers of ICT regulators around the world are teaming up with regulators from other sectors to address
multi-sector issues. Such collaborative regulation brings all parties to the table to share sector-specific expertise as well
as the responsibility for decision-making. Transparent and practical co-operation, coupled with communication across
sectors and key players—including regulators, policy-makers and other stakeholders—are essential to ensure that
regulation responds to market realities, stakeholder needs and consumer demand. Equipped with this collaborative,
problem-solving attitude, regulators in the LDCs can better harness and maintain the growth of ICT markets while
making progress towards broader development goals, such as the Sustainable Development Goals.

PRICES ARE HOLDING BACK ACCESS TO THE GLOBAL INFORMATION SOCIETY

The relatively high cost of ICT services remains one of the main barriers to ICT uptake, excluding many people from
the global information society. Monitoring of prices for services, as well as the costs of end-user devices, is critical for
developing policies that will make ICT services affordable to all.

Fixed-broadband prices have dropped, but remain unaffordable in the poorest countries

The price of fixed-broadband services globally has dropped substantially, making these much more affordable. The
price of a basic fixed-broadband connection, as measured by the ITU fixed-broadband sub-basket, fell from around USD
80in 2008, to USD 25 in 2015. Relative to average GNI per capita, this represents a drop from over 90% to 14%. In devel-
oping countries, prices fell from around USD 200 to USD 26, impacting the global figures considerably.

Although the USD price of broadband services is approaching similar levels across developed and developing regions,
these services nonetheless remain unaffordable for large parts of the population of the LDCs. In terms of PPP-adjusted
prices, the PPPUSD cost is almost twice as high in the LDCs as it is in the developing countries as a whole?

Recent trends in fixed-broadband prices confirm that these services remain unaffordable
in the LDCs

Figure 5.19 reveals some interesting trends in broadband service prices. In 2014, for instance, average fixed-broadband
prices became less affordable. Yet this price hike resulted mainly from increases in a small number of countries and
stagnating or zero price drops in many others.® In 2015, there was a renewed and significant drop in the price of fixed-
broadband services. A price comparison in terms of USD and PPP-adjusted prices and as a percentage of GNI per capita
highlights the following trends:

B Percentage of GNI per capita (Figure 5.19, top). At end 2015, fixed-broadband was more affordable
than at end 2014, in both developed and developing regions. At 1.2% of GNI per capita, these services
were very affordable in developed countries, yet they were still relatively expensive in developing
countries, where the monthly subscription to an entry-level service corresponded to close to 20%
of GNI per capita.
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Figure 5.19. Fixed-broadband sub-basket, as a percentage of GNI per capita, in PPPUSD and in USD,
2008-15
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Globally, the average price of an entry-level fixed-broadband subscription as a percentage of GNI per
capita fell from close to 21% in 2014 to 14% in 2015. Prices dropped by one-third in the LDCs and other
developing countries, while in developed countries they decreased at a lower rate. However, by end
2015 an entry-level fixed-broadband subscription still represented close to 61% of GNI per capita in the
LDCs, making it unaffordable for a large portion of the population.

B Purchasing power parity (Figure 5.19, middle). Although PPP-adjusted prices in the LDCs dropped
from a high of PPPUSD 130 in 2014 to PPPUSD 100 in 2015, broadband services still remained on
average more expensive than in 2013. The average for the LDCs was significantly influenced by very
high prices in two countries, Rwanda and Uganda. When these two countries are excluded from the
other LDCs included in the price comparison, the average for 2015 was PPPUSD 60; there was also a
slight but sustained decrease between 2013 and 2015 (8% and 4%, respectively). At the global level,
PPP-adjusted prices fell by about 10% from 2014 to 2015, the same percentage decrease as in the
developing countries as a whole.

W USD prices (Figure 5.19, bottom). Between 2014 and 2015, USD prices for fixed-broadband services
decreased in developed and developing regions, and most strongly in the LDCs, thus reducing
differences in the absolute USD price. By 2015, the average price of a fixed-broadband service stood
at USD 23 and USD 26 in developed and developing regions, respectively, compared to USD 38 in the
LDCs. Differences in USD terms compared to PPPUSD and GNI per capita prices are relatively small and
would be even smaller in the case of the LDCs if the two outliers were not included in the average.

Entry-level broadband services are becoming faster, but not everywhere

So as to be able to make comparisons among countries, since 2008 ITU has collected data on entry-level fixed-broad-
band services, defined as an Internet connection of a minimum of 256 kbit/s with at least 1 GB of data included. While
this benchmark has remained unchanged to date, a comparison of the speeds of entry-level fixed-broadband packages
on offer today highlights the fact that minimum speeds have risen considerably over the past eight years. Providers offer
higher speeds to meet the needs of Internet users, who access services and applications that require these speeds—
and also result in increased data traffic.

While in 2008 only about 30% of all countries offered entry-level speeds above 1 mbit/s, by 2015 close to 80% offered
entry-level speeds of 1 mbit/s or above. Indeed, by 2015 not a single developed country offered a connection with
speeds below 1 mbit/s; the majority of plans advertised speeds of above 10 mbit/s. This indicates that while the price of
connections has decreased, speeds have, on average, increased—although not equally for all subscribers (Figure 5.20).

Yet speeds have not increased equally in all countries and regions of the world. Developing countries are only gradu-
ally upgrading broadband infrastructure to deliver higher speeds. In 2012, over 50% of all countries were still offering
services at speeds below 1 mbit/s; 10 mbit/s remained the exception for entry-level fixed-broadband packages. In 2015,
more than 50% of countries continued to offer speeds of 2 mbit/s or less, and in the LDCs the large majority of entry-
level plans offered speeds below 1 mbit/s.
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Figure 5.20. Most common entry-level fixed-broadband speeds, globally and
by level of development
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Some of the poorest countries continue to have the highest fixed-broadband prices

The highest entry-level fixed-broadband prices are found in developing countries, and in particular in the LDCs. By the
end of 2015, a fixed-broadband plan with a minimum of 1 GB of data per month cost more than USD 80 per month
in ten developing countries (Table 5.1). Eight of those countries were LDCs, in which the total household consumption
expenditure per capita ranged from USD 18 to USD 58 per month.” This highlights how unaffordable fixed broadband is
in these countries, especially considering international comparisons. The highest entry-level fixed-broadband prices in
the developed world are recorded in Ireland, at USD 50 per month, which is significantly lower than in all the countries
listed in Table 5.1, even though income in Ireland is much higher. Also, the entry-level plan in Ireland has a speed of 100
mbit/s, whereas in most LDCs the entry-level speed is 256 kbit/s?

Table 5.1. Countries with the highest fixed-broadband prices in 2015

Economy Fixed-broadband Mobile-broadband Total household Development
prices (computer-based) prices expenditure** status
(USD/month) (USD/month) (USD per capita/month)
Chad 501 17 58 LDC
Central African Republic 489 N/A 32 LDC
Uganda 300 11 4 LDC
Solomon Islands 275 73 LDC
Kiribati 188 56 LDC
Cuba 180 N/A 308* non-LDC
Equatorial Guinea 101 N/A 272 LDC
Rwanda 97 8 39 LDC
Burundi 83 N/A 18 LDC
Republic of the Congo 82 17 107 non-LDC

Notes:

“N/A" = service is not available.

*.." = information is not available.

*=2014 data.

** = Total Household expenditure calculated by dividing the indicator “household final consumption expenditure (current USD)" by the
population of the country.

Source: ITU (2016b), Measuring the Information Society Report 2016. Data on household final consumption expenditure from the World Bank.

Entry-level fixed-broadband plans cost less than USD 15 per month, nonetheless, in a number of LDCs, including
Bangladesh, Bhutan, Ethiopia, Cambodia, Mauritania, Malawi, Lesotho, South Sudan and Sudan. Yet fixed-broadband
uptake is also very low in these countries, with the exception of Bangladesh and Bhutan.?

The much higher prices in other LDCs must have specific supply-side causes which, if addressed, could significantly con-
tribute to making fixed broadband more affordable in these countries. For example, in LDCs with very high fixed-broad-
band prices, operators often market fixed-broadband services as a premium or business service. For instance, Foris
Telecom in Uganda and Airtel in the Republic of the Congo advertise fixed Internet for business customers, whereas
households are only offered mobile-broadband services. In some cases, even when not specifically stated, some
typical business broadband-service features are added by default to entry-level fixed-broadband plans; for example,
a minimum guaranteed speed (Orange WiMAX offer in the Central African Republic) or low contention ratios (CBINET
ADSL offer in Burundi).® Whereas normally operators would offer these extra features for a higher price, proposing basic
plans to residential customers, in several LDCs they are added to basic fixed-broadband plans, making these unafford-
able for residential customers.
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Another element that may explain the high prices in some countries is the technology used in the fixed-broadband
network. ADSL services rely on traditional fixed-line (copper wire) network, but this infrastructure has limited reach in
most LDCs. As a result, ADSL plans are offered only by the incumbent operator (i.e. the operator having access to the
legacy fixed-line infrastructure) and at very high prices (ITU, 2013). Fixed wireless technologies, such as fixed WiMAX, are
often a more affordable alternative for extending the reach of the fixed-broadband network in countries with limited
basic fixed-line infrastructure and reduced or sparse demand. Significant investment is needed in the LDCs to extend
the basic wired-line infrastructure. Making the appropriate technological choice in each situation could help streamline
limited investment flows allocated to fixed services.

Other infrastructure elements may have an impact on the underlying costs of fixed-broadband provision in the LDCs.
These include limited and expensive international connectivity and backhaul connections, as well as deficiencies in the
power grid. Yet these factors are—to a large extent—common in the broadband infrastructure chain, and therefore
also affect mobile-broadband prices. Nonetheless, an analysis of mobile-broadband prices in countries with very high
fixed-broadband prices reveals that mobile-broadband is much cheaper. This suggests that the infrastructure elements
common to fixed and mobile broadband are not the main determinant of very high fixed-broadband prices. Instead,
the regulatory challenges facing the fixed-broadband market, and the resulting limited competition in some LDCs (ITU,
2013), may better explain some of the differences in fixed and mobile-broadband prices.

Another distinct element in the LDCs that may have an impact on fixed-broadband prices is the way in which prices are
communicated. Price information is not always available on operators’ websites, but rather is communicated by phone,
by e-mail or through paper advertisements. This makes information on prices more difficult to obtain, even for telecom-
munication regulators, and bespoke prices and/or one-off offers may be common. For instance, MTN Rwanda does not
advertise fixed-broadband prices on the website, but the small alternative operator Hai advertises fibre-optic packages
starting at USD 97 per month for 10 mbit/s. No one publishes prices for fixed-wireless broadband plans, although data
from the Rwanda Utilities Regulatory Authority show that in 2014, most fixed-broadband subscriptions in the country
relied on fixed-wireless technologies.

Fixed-broadband Internet access cannot always be replaced by mobile-broadband access, particularly for users
requiring high capacity and high speed. Some of the most promising future ICT opportunities are linked to areas
requiring high connectivity, such as big data analytics and the Internet of Things. Developing countries, and the LDCs
in particular, are among those that could benefit the most from these ICT developments (ITU, 2015a; Cisco 2016).
Therefore, policy-makers and regulators in these countries should not disregard the issue of very high fixed-broadband
prices. Rather, they should address the concrete commercial and infrastructure-related problems mentioned above
that make fixed broadband a premium service, unaffordable for residential customers and small/micro undertakings.

Availability and affordability of mobile-broadband services is growing in many countries

Mobile-broadband services are becoming more affordable and more available in more and more countries, including
LDCs, where the availability of prepaid handset-based plans almost doubled in the period 2012-15, and tripled in the
case of post-paid computer-based plans (Figure 5.21).

In addition to 3G, mobile-broadband networks based on LTE and other advanced technologies are now available in
70% of countries worldwide. However, the availability of LTE broadband networks varies across development levels. LTE
technologies have been deployed only in 38% of the LDCs, as compared to 58% of developing countries as a whole and
91% of developed countries (GSMA, 2015). This suggests that the speed and capacity experienced by mobile-broad-
band users may differ significantly across countries.
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Figure 5.21. Availability of mobile-broadband services by type of service
and level of development, 2012-15
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Note: A mobile-broadband service is counted as being available if it was advertised on the website of the dominant
operator or if prices were provided to ITU through the ICT Price Basket Questionnaire, which is sent out annually to all
ITU member states/national statistical contacts. Data on mobile-broadband prices were collected from 2010-14. Since
2015, data on mobile-broadband prices have been collected by ITU from operators’ websites.
Source: ITU (2016b), Measuring the Information Society Report 2016.
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For the least developed countries, affordability of mobile broadband is still an issue

A key factor for the growing uptake of mobile broadband, apart from the increasing availability of these services, has
been the drop in prices. Globally, handset-based mobile-broadband prices, based on ITU price data, have fallen from an
average of USD 23 in 2013 to USD 13 in 2015 (Figure 5.22)." In parallel, average prices for computer-based mobile-broad-
band services have decreased from USD 21 to USD 16. These reductions have been remarkable in the LDCs: handset-
based prices have more than halved, in both USD and PPP terms, over the period 2012-15, while there has been a 40%
reduction in computer-based prices.

The countries with the least affordable computer-based mobile broadband are mainly LDCs. Indeed, of the 19 countries
in which computer-based mobile-broadband plans correspond to more than 20% of GNI per capita, 17 are LDCs. Most
of these countries have in common very low income levels and a limited proportion of households with a computer
(a prerequisite for using a computer-based mobile-broadband plan).? Even in some countries with higher income levels,
such as Angola, Kiribati and Papua New Guinea, the high cost of computer-based mobile-broadband plans (more than
USD 35 per month) makes them unaffordable for a majority of the population.

While in developing countries, handset-based mobile broadband is more affordable than computer-based mobile
broadband (5.1% compared to 7.6%, on average, in 2015), prices still remain relatively high, especially for low-income
populations (Figure 5.22). In nine LDCs, the cost of a handset-based mobile-broadband service corresponds to more
than 20% of GNI per capita, thus making it unaffordable for most of the population. This is reflected in comparatively
low mobile-broadband penetration in these countries.

On average, mobile broadband prices in the LDCs still represent 11% of GNI per capita for handset-based services and
17% for computer-based plans. This means that these services, and particularly computer-based mobile broadband, are
still unaffordable for large segments of the population in the LDCs.
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Figure 5.22. Mobile-broadband prices as a percentage of GNI per capita, in PPPUSD,
and in USD, 2013-15
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Note: Simple averages based on data on handset-based and computer-based mobile-broadband prices available for
153 and 147 economies, respectively.

Source: Adapted from ITU (2016b), Measuring the Information Society Report 2016.
StatLink s http://dx.doi.org/10.1787/888933526443
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Figure 5.23. Use of the Internet on the move in selected economies, 2013 and 2014
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More and more people are connecting on the move

The increasing availability of mobile-broadband services, coupled with decreasing prices, is changing the way people
access the Internet. Available data show that in a majority of developed countries, a growing number of Internet users
are connecting to the Internet through mobile networks while on the move (Figure 5.23)." The limited data available
from developing countries suggest that increases in the accessibility and drops in prices of mobile broadband may be
having a strong impact on how people go online in the developing world as well. For example, the percentage of users
accessing the Internet on the move tripled in Egypt between 2013 and 2014; it doubled in Brazil over the same period.
As Internet usage continues to grow in developing countries, and in view of the low fixed-broadband subscription
figures in most of these countries, a significant proportion of new Internet users may go online exclusively through
mobile networks. This highlights the importance of affordability of mobile-broadband services to expand Internet use
in the developing world.

Prepaid services also have driven uptake. In particular, affordable prepaid handset-based plans have been a major driver
of uptake for mobile voice and SMS services; they could have a similar effect in promoting handset-based mobile-
broadband services. It is important to note, however, that in addition to the price of the mobile-broadband service itself,
other factors—such as the cost of a smartphone—may be decisive factors influencing uptake (OECD, 2013a; GSMA, 2016).

SOCIO-ECONOMIC BARRIERS KEEP MANY FROM JOINING THE INFORMATION SOCIETY

While limited access and high costs are important barriers to ICT uptake, research on Internet user behaviour suggests
that socio-economic factors outside the ICT ecosystem keep many people from joining the information society.

Available data show that the reasons households do not have Internet access at home differ across developed and
developing countries. While the cost of services and equipment appears to be the key barrier in developed countries,
people in developing countries face other challenges. The most often-cited response is that people “do not need the
Internet”. This suggests that non-users are either not aware of the information, services and applications available over
the Internet, or that there is not sufficient content made available that is relevant for specific user groups. Lack of confi-
dence, knowledge and skills is another important and often-cited barrier, pointing to the importance of raising levels of
education to allow people to benefit from online opportunities.

Education matters, but so do income, gender and age

An analysis of Internet users and their activity points to a strong link between low levels of educational attainment and
low Internet penetration rates (Figure 5.24). Indeed, ITU data show that education levels are one of the most important
indicators of whether or not people are Internet users, in developing as well as developed countries. Internet use in
most developed countries is almost universal among people with tertiary education, but a large proportion of citizens
with lower educational attainment remain unconnected, despite having similar access to infrastructure and services.

Differences in educational levels also help explain other divides, such as income, gender and age. A number of studies
suggest that the offline population remains disproportionately poor, rural, elderly, and female (Facebook, 2015; ITU,
2016b; McKinsey, 2014).
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Figure 5.24. Internet use by level of education in developed and developing countries, 2013-15
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The gender gap is particularly pronounced in the LDCs

Data on Internet use broken down by gender, for example, indicates a very clear gender divide. In the vast majority
of countries, the proportion of men using the Internet is higher than the proportion of women (Figure 5.25). Only in
selected countries, in Europe and the Americas in particular, are there more women than men online, proportionally.
Data also point to significant differences between developed and developing countries; the gender gap is particularly
pronounced in the LDCs. These findings are reflected at the global level, where ITU reports a 2016 Internet-user gender
gap of 12.2% in 2016 (Figure 5.26).

Figure 5.25. Proportion of individuals using the Internet, by gender, 2016
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Differences in levels of education and school enrolment, and in tertiary education levels, could be important factors
explaining why more men than women use the Internet. Some of the countries in which more women than men are
Internet users are also countries that do well on the gender parity index (GPI), which measures parity between girls and
boys in terms of school enrolment ratios. Gender equality in these countries is also reflected by a high proportion of
women in the labour force.
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Figure 5.26. Internet user gender gap, 2013 and 2016
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Tapping into the full potential of the Internet means addressing socio-economic inequalities

A recently published ITU discussion paper identifies similar barriers to greater ICT uptake and use. The paper states
that “the key reasons for people not using the Internet are structural inequalities in income and education as well as
the lack of infrastructure, relevant online content and services and high relative costs of access and usage.” (ITU, 2017c).
It provides an overview of possible measures that could help to increase the number of Internet users, both from the
demand and the supply side. These include measures such as creating and developing local content—in local lan-
guages; addressing cultural and social acceptance; providing training; and making women a special focus group. On the
supply side, suggested measures include developing large-scale cost-effective rural solutions to expand networks, and
building fixed infrastructure to support the digital economy (Figure 5.27).

ITU research also finds that among the online population, important differences exist in terms of the types of online
activity Internet users engage in. Education levels seem to influence the type of activity in which users engage, with
implications for their potential gains. Many Internet users, in particular those with lower levels of education and income,
make very limited use of the Internet and are not able to exploit its full potential. In developing countries, the Internet is
still mainly used for communication and entertainment purposes. In developed countries, citizens use the Internet to a
greater degree for reading newspapers, magazines, and books, interacting with government, and performing banking
and e-commerce services.
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Figure 5.27. Demand- and supply-side measures to increase internet use
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Similar findings are observed among children and adolescents. An OECD study shows that wealthier students are more
likely to use the Internet for educationally advantageous activities, such as gathering information and reading the news,
while poorer students are more likely to use it for communication and playing games (OECD, 2016). The same study sug-
gests that even in countries with almost universal Internet access, the lack of knowledge and familiarity with the use of
the Internet to find information can hamper young people in their studies and job-finding prospects. The study shows
that traditional education is critical to increasing the ability of students to use ICT tools for learning purposes. Reading
content on the Internet requires the same skills as reading a book or newspaper. While it is important to integrate the
Internet into education, results from the OECD Programme for International Student Assessment (PISA) show that the
highest-performing students in digital reading were “not more exposed to the Internet at school than are students in
other OECD countries” (OECD, 2015)."

These findings suggest that the Internet can reinforce existing inequalities, leaving the most vulnerable population
groups even further behind. The mobile phone has rightly been hailed as a development enabler that provides crucial
communication channels. Yet for large population groups, including the poor and less privileged, access to information
and new services—and therefore to the full potential of the Internet—remains largely untapped.

To turn the Internet into a truly universal tool for development, policy-makers must tackle not only the supply-side
challenges of the Internet, including infrastructure deficiencies and high prices, but also the demand-side barriers that
exist outside the ICT ecosystem. This means addressing broader socio-economic inequalities. Above all, people need
to acquire not only the necessary digital skills, but also analogue skills—such as basic literacy and numeracy—in order
to exploit the full potential of the Internet. ICT policy-makers must act within the context of a larger Internet ecosystem
if they are to empower people and make Internet content easily accessible to disadvantaged groups. ICT policies must
be linked to investments in education in order to develop the necessary human skills and raise education levels to bring
more people online and make them more effective as online users.
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CONCLUSIONS

This chapter has highlighted the rapid growth in ICT access and use, and the evolution towards the promise of a global
information society that delivers new opportunities for development to everyone. Despite this progress, however,
major differences continue to exist in ICT access, use, and affordability, in particular in terms of broadband Internet
access and use.

ICT infrastructure, connectivity and quality of service in the least developed countries are lagging behind the rest of the
world. Policy makers must make sure they address and overcome important infrastructure bottlenecks, in terms of both
national backbones and international Internet connectivity. Similarly, fixed- and mobile-broadband prices remain high
for the world's poorest countries, and unaffordable for low-income population groups.

This chapter identifies and number of important steps governments, and in particular the LDCs, can take to create an
enabling regulatory environment that will help to stimulate investment and increase ICT access and use. Two-thirds of
all LDCs are still in either the first or the second generation of regulation and need to urgently perform basic reforms,
including to promote privatization, liberalization, and intra-platform competition. Other important reforms for many
LDCs include the removal of entry barriers to foreign ownership and investment. When private investment is not suf-
ficient, it is possible to look into direct government investment, take advantage of public-private partnerships, use uni-
versal service funds and obligations to bring services to areas that provide limited business opportunities, and provide
tax incentives for investments.

Yet while Internet infrastructure, access and quality of service remain important barriers to uptake, more people have
access to Internet services than actually use them. To bring more people online, broader socio-economic factors, not
related to ICT, need to be addressed. Education levels, in particular, are strong determinants of whether or not, and how,
people use the Internet. Citizens need both digital and analogue skills to fully benefit from the opportunities of the
information society.
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NOTES

1. This chapter is based on the data and analysis of the ITU Measuring the Information Society Report 2016, and on
data from the ITU World Telecommunication/ICT Indicators database.

2. Theindicator used to track SDG Target 9c is the “proportion of the population covered by a mobile network,
by technology”. This can be considered as a minimum indicator for ICT access since it provides people with the
possibility to subscribe to and use mobile-cellular services. By including the breakdown “by technology”, the
indicator provides flexibility in terms of technological developments. As technologies evolve and as more and
more countries deploy and commercialize more advanced mobile-broadband networks (4G, 5G etc),
the indicator will be able to reflect and capture these.

3. Among the 48 LDCs, nine are SIDS, and 17 are LLDCs.

4. Forinformation on Internet Exchange Points, see: www.datacentermap.com/ixps.html, https:/en.wikipedia.

org/wiki/List_of Internet_exchange points_by_size and www.telegeography.com/telecom-resources/

internet-exchange-map/

5. To monitor fixed-broadband prices, ITU uses the “fixed-broadband sub-basket” the price of a monthly
subscription to an entry-level fixed-broadband plan. It is calculated as a percentage of a country’s average
monthly GNI per capita, and also presented in USD and PPPUSD. For comparability reasons, the fixed-broadband
sub-basket is based on a monthly data use of minimum 1 Gigabyte (GB). For plans that limit the monthly amount
of data transferred by including data volume caps below 1 GB, the cost for the additional bytes is added to the
sub-basket. The minimum speed of a broadband connection is 256 kbit/s.

6. Itshould be noted that in 2014, the price of fixed-broadband services fell in six LDCs, remained the same in
more than half of all LDCs, increased slightly in two LDCs, and increased substantially in two LDCs (Uganda
and Rwanda). The high prices in the latter two countries had a sizeable impact on the average, especially since
complete price data for the period 2008-2015 are only available for 25 LDCs. In the remaining LDCs, fixed-
broadband services were not available or not advertised during one or more years during that period. While
in 2015 prices remained high in Uganda, they dropped substantially in Rwanda as well as in a number of other
countries, including Zambia and Mali.

7. The only exception was oil-rich Equatorial Guinea, in which the household final consumption expenditure per
capita was USD 272 per month in 2015. Household final consumption expenditure is an indicator produced in
the context of national accounts and therefore does not reflect income and consumption inequalities. As a result,
depending on the distribution of income/consumption within the population, the actual economic wealth of
most households may be significantly lower than the average value derived from the national accounts. Data
from household income and expenditure surveys provide better indicators to measure household economic
wealth, but data availability is limited in developing countries. For more information, see, (ITU, 2014), pp. 140-146.

8. Measured in terms of household final consumption expenditure per capita, income levels are seven times higher
in Ireland than in Equatorial Guinea, the LDC with the highest household final consumption expenditure per
capita (among all those for which data is available).

9. Ofthe 44 LDCs with data available on fixed-broadband prices in 2015, 37 had a fixed-broadband penetration rate
below one subscription per 100 inhabitants. Bangladesh recorded 2.4 fixed-broadband subscriptions per 100
inhabitants, and Bhutan 3.6.
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In Burundi, CBINET offers contention ratios for ADSL services of 1:4. Contention ratios for common residential
fixed-broadband plans are around 1:15 in most countries.

To monitor mobile-broadband prices, ITU collects data on (a) prepaid handset-based mobile-broadband plans
with a data allowance of 500 MB per month, and (b) post-paid computer-based mobile-broadband plans with
a data allowance of 1 GB per month. The plan selected in each country for each service is not necessarily the
one with the cap closest to 500 MB or 1 GB, but the one from the dominant operator that is cheapest, while
including a minimum of 500 MB/1 GB. The validity period considered for the plans is 30 days or four weeks.

ITU's definition of “computer” includes desktop computers, laptop (portable) computers and tablets (or similar
handheld computers). Smartphones are not considered computers.

"On the move” is defined as the use of the Internet via a mobile cellular telephone or other mobile access
devices, for example a laptop computer, tablet or other handheld device. For developing countries, it refers to
Internet use through the above-mentioned devices connected to a mobile phone network when the location
is away from “home”, “work”, “place of education”, “another person’s home” and “community and commercial
access facilities”. For European countries, it refers to Internet use through the above mentioned devices “away
from home and work”. For more information on the definitions of Internet use by location, see page 55 in
Manual for Measuring ICT Access and Use by Households and Individuals 2014 available at: www.itu.int/en/ITU-D/

Statistics/Pages/publications/manual2014.aspx.

In the 2009 and 2012 PISA assessments, OECD assessed reading digital media separately from reading printed
text (OECD, 2013b).
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CHAPTER 6
IMPROVING THE E-TRADE ENVIRONMENT

Contributed by the World Bank

Abstract: For many governments, making the most of e-trade to generate opportunities for economic
growth, job creation and poverty reduction is a priority. Upgrading e-trade competitiveness requires an
understanding of the diverse elements of the e-trade environment, from the foundations of connectivity
to the key enabling conditions, as a basis for policy reform and aid for trade. This chapter surveys the key
reasons why e-trade matters for developing country participation in trade. It examines the key elements
of the e-trade environment, including the foundations for connectivity. It looks at the enabling conditions
for e-trade, with examples of World Bank projects. The chapter introduces a new approach being piloted
by the World Bank for assessing the e-trade environment at the country level, in order to assist developing
country governments in undertaking reform and identifying priority areas for assistance from the World
Bank and other partners.
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INTRODUCTION

For many governments, making the most of e-trade' to generate opportunities for economic growth, job creation and
poverty reduction is a priority. The rise of e-trade results in new opportunities for participation in trade, but also presents
new challenges to governments in upgrading their e-trade competitiveness. This requires an understanding of the
diverse elements of the e-trade environment—from the foundations to connectivity to the key enabling conditions—
as a basis for policy reform and aid for trade.

This chapter surveys the main reasons why e-trade matters for developing country participation in trade. The first
section of the chapter provides detail on the central elements of the e-trade environment, including the foundations
for connectivity and the enabling conditions for e-trade, with some examples of World Bank projects. The second
section introduces a new approach being piloted by the World Bank for assessing the e-trade environment at the
country level, in order to assist developing country governments in undertaking reform and identifying priority areas
for assistance from the World Bank and other partners.

THE E-TRADE ENVIRONMENT SHOULD BROADLY SUPPORT THE DIGITAL ECONOMY 2

A flourishing environment for e-trade requires, more broadly, a favourable environment for the digital economy, where
businesses and consumers can leverage digital technologies for improved competitiveness and increased economic
welfare. The foundations of the digital economy rest on a modern telecommunications infrastructure, a favourable envi-
ronment for domestic and foreign investments, and an educated population that can engage in and contribute to the
information society.

E-trade, as a component of the digital economy, also requires specific enabling conditions that build on those
foundations. Businesses require digital skills and entrepreneurship to engage in e-trade, as well as a sound regulatory
framework that addresses challenges such as digital documentation, signatures and data flows. They also depend
on efficient trade facilitation and logistics suited to e-commerce deliveries. Finally, reaping the full benefits of e-trade
requires the capacity to embrace data as a tool for growth, although this is not addressed in detail in this chapter.
Figure 6.1 reflects these basic components of the e-trade environment.

Figure 6.1. Basic components of the e-trade environment

GROWTH
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Source: World Bank
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E-TRADE IS FOUNDED ON INFRASTRUCTURE, A GOOD BUSINESS ENVIRONMENT
AND HUMAN RESOURCES

The supportive foundations for e-trade comprise three main components: 1) a modemn, reliable and affordable tele-com-
munications infrastructure; 2) an open, transparent and predictable business environment; and 3) the availability of highly
skilled human resources. These components are not foundations for e-trade only. They are requirements of a modern
digital economy that can support not only growing international trade, but also other essential aspects of economic
growth, such as increasing firm productivity and social inclusion, including by facilitating the delivery of public services.

Telecommunications infrastructure

On a global scale, the first hurdle for the expansion of e-trade is the lack of access to digital connectivity. As noted by the
World Development Report 2016, the lives of the majority of the world's people remain largely untouched by the digital
revolution. Only around 15% can afford access to broadband Internet. Mobile phones, reaching almost four-fifths of the
world’s people, provide the main form of Internet access in developing countries. But even so, nearly 2 billion people do
not own a mobile phone, and nearly 60% of the world’s population has no access to the Internet. Making the Internet
universally accessible and affordable should be a global priority. The unfinished task of connecting everyone to the
Internet—one of the targets of the Sustainable Development Goals (SDGs)—can be achieved through a judicious mix
of market competition, public-private partnerships, and effective regulation of the Internet and telecommunications
sectors (World Bank, 2016a).

International development assistance has proved a valuable tool for supporting the development of telecommuni-
cations infrastructure in developing countries. Aid for trade in support of digital connectivity averages between USD
650 million and USD 700 million annually. The largest share of this support (35%) goes to financing telecommunication
projects, followed by investments in information and telecommunications technology (24%), policy and management
(17%), and finally research and development (10%). The 2017 aid-for-trade monitoring and evaluation exercise sug-
gests that demand for aid-for-trade support for connectivity is growing, and is expected to rise further. Among donors,
11 respondents highlighted significant growth in demand in this area over the past five years. Of the 41 donor respond-
ents, 31 anticipated growth in future demand from both partner countries and regional partners. This expectation looks
well-founded: 57 of the 63 developing and least developed country (LDC) governments responding to the aid-for-trade
monitoring exercise anticipated a need for future assistance in order to meet their e-commerce strategic objectives.
The exercise also highlighted the multifaceted engagement of the private sector in e-commerce, and in the develop-
ment of information and communications technology (ICT) more broadly. Case stories submitted by partner countries
and donors through the exercise indicated significant collaboration between the public and private sectors. Among
the donors, 54% stated that they work with the private sector to support growth in e-commerce in partner countries
and regions.

Importantly, development assistance funds act as a key catalyst for private investment in connectivity, since large-scale
infrastructure projects often require the involvement of both the public and private sectors, including investments in
infrastructure as well as reforms in the regulatory environment. This is demonstrated by examples of projects involving
the World Bank in Africa and the Pacific Islands:

B The World Bank supported a Regional Communications Infrastructure Program in Africa in a series of
projects beginning in 2007. . Together with the International Finance Corporation (IFC), it developed
the Eastern Africa Submarine Cable System (EASSy), illustrating how both public and private sector
approaches are needed in ICT infrastructure development. Two projects underline this need. The first
was a USD 424 million World Bank programme that supported improvements in the enabling envi-
ronment and the regional integration of telecommunications terrestrial networks through financing
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of public-private partnerships and broadband capacity purchases. The second was a USD 240 million
investment through IFC in the EASSy submarine cable, connecting the east coast of Africa (from South
Africa to Sudan) to Asia and Europe. These projects contributed to a 90% reduction in wholesale capacity
prices in East Africa. In Kenya, this helped to increase the number of Internet users to 14 million in 2012,
up from 2 million in 2007. Similar approaches are underway in other parts of Africa, bringing together
the public and private sectors in infrastructure investment while also supporting the regulatory reform
necessary for a competitive environment in ICT services.

B In Southeast Asia, the World Bank has been supporting the development of Myanmar's ICT sector by
creating an enabling policy, regulatory and legal environment for a competitive telecommunications
market. In early 2013, the World Bank, together with the Public-Private Infrastructure Advisory Facility
(PPIAF), provided assistance to the Myanmar Post and Telecommunications Department in building a
regulatory framework to enable the liberalisation of the telecommunications market. PPIAF also sup-
ported the PTD in developing a roadmap for the operational sector, and in designing and implementing
a regulatory framework. Finally, PPIAF worked to increase the PTD's technical and administrative capacity
to manage the reform process. This work was supported by International Development Assistance (IDA)
financing, in the form of a credit for USD 31.5 million. The assistance from the World Bank and PPIAF led to
the finalisation of the key regulations, providing a legal basis for implementation of sector liberalisation.
With the regulatory framework and capacity-building initiatives in place, the PDT launched a competi-
tive, transparent process for issuing licenses to the selected bidders. Telenor (Norway) and Ooredoo
(Qatar) obtained their licenses in January 2014 and launched commercial services later that year, with a
projected investment in infrastructure development of over USD 1 billion. This contributed to a drastic
reduction in the cost of SIM cards—from USD 300 in 2012 to USD 1.50 in 2015—bringing mobile phone
technology within reach of most of the population.

Business environment

A favourable business environment, based on transparent and pro-competitive policies, is necessary for e-trade and
for the digital economy more broadly. Laws and regulations that ensure easy entry and exit of firms, and an open trade
regime that exposes companies to foreign competition and investment, play fundamental roles in allowing businesses
to access digital technologies and use them for greater competitiveness.

Barriers to market access and domestic or foreign competition reduce firms’ incentives to invest in digital technologies
or complementary skills and reorganisation (Figure 6.2). Without competitive pressure, private firms lack incentives to
invest in costly or risky new technologies (World Bank, 2016a). To capture the full growth potential of digital globali-
sation, countries need to cultivate a healthy business environment that nurtures start-ups, allows inefficient firms to
exit, ensures a level playing field, and establishes a solid legal framework for intellectual property and property rights.
The existence of regulatory barriers to entry in the services sector—as captured by the OECD's Product Market
Regulation—correlates negatively with firms' investments in digital technologies (Figure 6.3). This implies that lowering
barriers to entry in services could facilitate greater investment by firms in technology.
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Figure 6.2. Restrictions in services and business IT use
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Note: The y-axis shows the barriers to entry for service sector, sub-index of the Product Market Regulation (PMR).
The PMR index is available for 47 OECD and large developing countries, as well as for 8 smaller Latin American
countries. The x-axis shows the Digital Adoption Index, as computed for the World Development Report 2016.

Source: OECD (2017), “Economy-wide regulation’, OECD Product Market Regulation Statistics (database).
DOI: http://dx.doi.org/10.1787/data-00593-en; World Bank (2016b), “Digital Adoption Index”, World Development Report
2016: Digital Dividends (database), www.worldbank.org/en/publication/wdr2016

Human resources

Education is central to any competitive, modern economy. Digital technologies facilitate access to remote markets and
Create opportunities even in local and traditional ones, but only for a skilled population that can engage with digital
technologies and adapt them to meet their needs. In fact, education appears to be one of the most important indica-
tors of whether or not people are Internet users. Internet use in most developed countries is almost universal among
people with tertiary education, but a large proportion of citizens with lower educational attainment remain uncon-
nected, despite similar access to infrastructure and services (Figure 6.3).

Yet the education systems of many countries, including middle-income countries, fall short in providing basic skills, such
as literacy and numeracy, to all members of the population on a universal basis. For example, in countries like Albania,
Indonesia, Jordan, Kazakhstan, Malaysia and Peru, more than half of the 15-year-olds are functionally illiterate (World
Bank, 2016a).

Specific types of skills are also relevant for e-trade, including basic cognitive skills, social and behavioural skills; and tech-
nical skills. Basic cognitive skills associated with the “old economy”, such as literacy and numeracy, knowledge-based
problem solving, verbal ability and mental agility, remain indispensable in the information society. In addition, social and
behavioural skills are needed to participate in modern labour markets, including creativity, teamwaork, problem solving,
and critical thinking in ever-changing environments. Figure 6.4 summarises the fundamental set of cognitive, social, and
technical skills that provide the most relevant foundations for participation in e-trade.
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Figure 6.3. Proportion of individuals using the Internet, by education level
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Figure 6.4. Essential skills for the e-trade environment
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TECHNICAL

B Manual dexterity and the
use of methods, materials,
tools, and instruments

B Technical skills developed
through post-secondary
schooling or training, or
acquired on the job

| Skills related to specific
occupations (for example,

and mental speed engineer, economist,
k J k J kITspecialist) J

Source: World Bank (2016a), World Development Report 2016: Digital Dividends, adapted from World Bank (2014),
STEP skills measurement surveys: innovative tools for assessing skills.

E-trade enabling conditions

Building on the foundations of a modern digital economy, e-trade also requires a number of specific enabling condi-
tions. The talent and entrepreneurship required to develop digital business are often missing, even where basic educa-
tion and skills do exist. In addition, the legal and regulatory environment may support e-traders, but on the other hand
it may introduce formal and informal barriers that inhibit the digital economy, for example by restricting means of elec-
tronic payment or introducing regulatory barriers to information flows. When e-commerce involves the movement of
physical goods across borders, reliable transport and logistics services are critical to ensure that the traded goods make
their way from the warehouse of the merchant to the hands of the customer abroad. Finally, reaping the full benefits
of e-trade and the digital economy requires being able to understand and process vast amounts of data in order to
improve efficiency and tailor responses to the relevant markets.

Digital skills and entrepreneurship

To benefit from e-trade, modern education programmes need to be expanded to include the development of skills and
entrepreneurship for digital markets. In addition to basic literacy and numeracy, e-trade participants must be proficient
in digital literacy and business development, adapting cognitive, social, and technical skills to the digital business envi-
ronment. There are three main layers of digital skills (Figure 6.5), each spanning the spectrum from basic to advanced
and including or combining different complementary skills.>

For the most effective participation in e-trade, all of these layers of digital skills are required. Basic user skills are essen-
tial for consumers to be able to go online and perform online/mobile transactions. Specialist skills are needed to build
applications, web sites and platforms. Combinations of technical and other skills (communication, design, occupation-
specific skills) are required for conceptualising and offering online products, services, and tasks. Finally, e-leadership,
innovation and business skills are needed to come up with new business models related to and/or based on different
types of digital trade; and to innovate in markets, products, delivery, processes and organisation.
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Figure 6.5. The digital skills pyramid

E-BUSINESS SKILLS

Business skills
+ technology skills:
being able to identify how digital
technologies can create new business
opportunities, new business models, or new
ways of doing existing business.

DIGITAL SPECIALIST SKILLS

The skills required for researching, developing, designing,
producing, installing, managing, and maintaining ICT software and systems

DIGITAL USER SKILLS

The skills required for the effective use of ICT tools, systems, and devices to support
non-ICT tasks/functions. User skills include the use of the Internet, applications and software.

Notes: The bottom layer corresponds to users of digital/ICT tools; the next layer corresponds to producers of
digital/ICT tools; the top layer corresponds to those who apply, create and invent innovative business models and
applications of digital/ICT tools.

Source: Based on European Commission (2004), van Welsum and Lanvin (2012).

The importance of some of these roles and skills will change over time. For example, as connectivity of products and
appliances continues to grow (the Internet of Things), data scientists will become far more central to the operations of
many firms. Such roles will also require broader skills sets, combining analytic, software, and analytics architecture skills
with business acumen and communications skills (evolving towards the next layer in the pyramid).

Legal and regulatory framework

The legal and regulatory environment can be an enabler or a barrier to e-trade. A weak or outdated regulatory framework
can create direct barriers to e-trade, as well as hindering the development of the necessary enabling environment
(for example, barriers to trade in services that are relevant for e-trade). Providing a supportive legal and regulatory
environment involves a co-ordinated effort across fields in order to prevent restrictions and provide the key regulatory
enabling conditions for e-traders.

An enabling regulatory framework also is essential in order to promote consumer trust in digital markets. Such
regulations include:

B laws and regulations for electronic documents and e-signatures

B regulations for electronic payments (Box 6.1)

B consumer protection measures, such as the restriction of spam, right of withdrawal (e.g. procedures
for returning products acquired through e-commerce), and online dispute resolution

B cybersecurity

B rules on intermediary liability, addressing the legal responsibility of digital platforms for the goods
and services traded by their users

B privacy and data protection regulations, ensuring that reasonable safeguards exist for the use of
personal information, including consent to use by third parties, and the “right to be forgotten”.
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However, regulations can also introduce excessive burdens or unwarranted restrictions. In particular, regulatory
restrictions on data flows can have a chilling effect on e-trade. For instance, a McKinsey report estimates that the free
flow of data can enable increases in GDP growth between USD 250 billion and USD 450 billion annually—approximately
equivalent to the GDP of Finland or Norway (McKinsey Global Institute, 2014). E-commerce platforms, cloud computing
systems, and general online business transactions rely on the ability of consumers and traders to share information
across borders. Regulations requiring the storage of information on local servers can have the effect of barring certain
types of international transactions or inhibiting the use of certain digital technologies, thus obstructing e-trade. On the
other hand, a government may be concerned about the privacy of its citizens when information is no longer under its
regulatory purview. The challenge lies in achieving the balance between regulatory policies that enable and promote
trust in the digital market, while avoiding unwarranted restrictions to international trade.

The use of international standards can help governments strike this balance. Domestic regulation on privacy and data
protections, for instance, can be informed by international standards set out in the Asia-Pacific Economic Cooperation
(APEC) Privacy Framework of 2005 and the OECD Guidelines on Protection of Privacy, as well as by lessons from the imple-
mentation of the European Union Data Protection Directive. Similarly, the OECD Consumer Protection Recommendation
of 2016 reflects internationally recognised standards for online consumer protection. The United Nations Commission
on International Trade Law (UNCITRAL), in turn, has developed model laws for electronic signatures and documents that
seek to reduce regulatory divergence for e-traders.

E-TRADE LOGISTICS AND TRADE FACILITATION

While e-commerce facilitates international transactions, physical goods bought digitally still need to travel a certain
distance and arrive at the consumer’s location. E-commerce of goods is, in this sense, just another expression of inter-
national trade. E-commerce goods, just as other goods, need to be transported and cross physical borders; and as
is the case for traditional trade in goods, e-commerce goods that cross borders are subject to customs and border
management procedures.

Box 6.1. Improving the environment for e-payments

An enabling regulatory environment is essential for expanding access to online payments. A large body of World Bank data
and research helps identify the key issues involved in reforming payment systems, including through large data projects
such as the Global Findex Database and the Global Payments Systems Survey.

With World Bank assistance, Rwanda made rapid strides toward a modern payment system in support of a growing economy
and a more inclusive financial system. In February 2011, an automated transfer system—infrastructure that combines the
management of high-value and retail payment transactions—was implemented. The cost of sending money to Rwanda—
once the highest-cost country for international remittances, worldwide—dropped by 7 percentage points, from 19% in
2010 to 12% in 2014, largely as a result of improvements in the infrastructure for the payment system. In Indonesia, the
World Bank supported the nation’s central bank in developing policies and shaping a regulatory environment conducive
to expanding access to payment services (e.g. e-money, the use of agents and fund transfers) as part of the reform of its
national payment system.

With government assistance programmes generally operating at large volumes, distributing public benefits electronically
can expand the ways in which recipients can obtain social assistance at lower cost; at the same time, it also supports the
development of online payments. As a result, financial access is increased and programme expenses for the government
are reduced. In Mexico, World Bank support to the Bansefi development bank helped create an electronic distribution
channel for Oportunidades, the country’s signature conditional cash transfer programme, lowering transaction costs for
more than six million low-income families.

Source: Adapted from World Bank (2017b), Project Examples on Payment Systems and Remittances, www.worldbank.org/en/topic/
paymentsystemsremittances (accessed 22 May 2017).
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However, because e-commerce often involves the shipping of small quantities of merchandise—often, indeed, one
single product—in individual shipments, it faces additional challenges compared to traditional trade in goods, which is
normally conducted in larger volumes per shipment. In developing countries, the costs of transportation and logistics are
high because of poor transport infrastructure, the high costs of monopolistic service provision and other inefficiencies.
Meeting these costs is especially onerous for small businesses shipping small parcels, which is the hallmark of business-
to-consumer (B2C) e-commerce in goods. Given the limited size of individual shipments, small and medium enterprises
(SMEs) have higher fixed costs per parcel (or “per unit”) than large exporters shipping large volumes (Suominen, 2014).

The scale of growth in e-commerce is putting pressure on regulators to consider the relevant challenges. In Europe
alone, 4 billion parcels were sent in 2014. As the number of shipments, exporters and consignees increases exponen-
tially, policy makers will have to start considering the pressure exerted on distribution systems and the resulting impact
on urban traffic congestion, emissions, reliability and costs, among many other things. This will require a coherent
approach to urban logistics planning, combining “soft” measures (such as restrictions on vehicle weight, size, emissions;
zoning; driving and load/unload times, etc)) and "hard” measures (creation of extra parking bays, public-private partner-
ships (PPPs) approaches to infrastructure development; logistics zones, etc)

Lowering the border costs associated with e-commerce in goods requires more effective trade facilitation: in other
words, the simplification, harmonisation, standardisation and modernisation of trade procedures. Trade facilitation seeks
to reduce trade transaction costs at the interface between business and government and is a priority for many customs-
related activities (Grainger, 2007). Enabling automation and reducing the friction in cross-border trade are essential
to lowering trade costs and connecting producers to markets and value chains. This can be especially relevant for
e-commerce in goods, due to the importance of these costs for the typical SME or individual trader participating
in e-trade.

Figure 6.6. Stages of automation in trade facilitation

V' N
Business
value Customs Start of trade Start of trade Limited B2G Nationwide N2N
chain automation era information information (business single window
exchanges to customs) B2G/ G2G
Regional /
global SW
National SW
with all OGAs
Customs
Tiede single window
Customs TradePoint EDI/ VAN
system portals Integration scope
1§

14
EDIVAN = Electronic Data Interchange/Value Added Network; B2G = Business to Government; SW = Single Window;
OGA = Other Government Agencies; N2N = Nation to Nation)

Source: Koh Tat Tsen (2011).

The automation of border management brings about specific legal and regulatory challenges in areas that govern
the relationship between government and traders. Automation of trade facilitation and logjistics in developing coun-
tries and the LDCs requires addressing numerous aspects of the border regime in order to lower costs (Figure 6.6).
The first is the level of automation among the trade-related agencies that regulate cross-border trade. The second is
the interconnectivity within agencies and their offices, among agencies, and with agencies of neighbouring coun-
tries, particularly where there are regional communities and customs unions. The third is network access and band-
width, which relates to national telecommunications infrastructure, as borders, though vital, are often off the grid.*
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The fourth is the importance of addressing legal issues (see discussion below) to ensure an effective trade facilitation
system. Finally, the level of sophistication of the business community, and in particular the logistics providers S is critical
in allowing them to take advantage of electronic developments. The challenges to and capacity for ICT access among
SMEs, and in many cases women traders, deserve special attention.

The submission of trade data to governments by commercial entities, and the processing and storage of that data
in automated trade transaction systems, entail a number of regulatory challenges. While some of these have to do
with broader regulations on data and electronic transactions, as mentioned above, a number of additional regulation-
related concerns have to do, precisely, with to the automation of trade. These include: the legal implications involved in
the submission of a single declaration to multiple government agencies; the ownership and control of data obtained
by government authorities; the legal and regulatory provisions concerning rights of access to government informa-
tion systems; and whether the reviews take into account best practices under the UNCITRAL Model Law on Electronic
Commerce and the United Nations Convention on the Use of Electronic Communications in International Contracts,
and are cognizant of international agreements like the recent WTO Trade Facilitation Agreement (TFA).

While some of these legal issues may need to be addressed at an economy-wide level, trade facilitation reform often
brings them to light and places them in a specific context, acting as a catalyst for addressing the overall legal frame-
work, particularly during the implementation of automation systems like electronic single windows and port commu-
nity systems. For developing countries, setting up the enabling legal and regulatory frameworks also requires investing
in new institutional mechanisms and systems which, for example, enable electronic record management and archiving,
provide the legal certainty and basis for electronic messages; create and empower entities to emit electronic signatures;
put in place systems for protection of data; or work with the banking sector to enable electronic receipts and notices
of payments.

ASSESSING CHALLENGES AT THE COUNTRY LEVEL IS A PRIORITY FOR AID FOR TRADE

As in other areas of trade, governments need a clear overview of the key challenges they face and the priority areas for
reform as a basis for co-ordinating across government, engaging with the private sector and other stakeholders, and
seeking development assistance. There has been little systematic analysis of the drivers of e-trade competitiveness at
the country level and doing more on this front needs to be a priority for the Aid for Trade Initiative in the years ahead.

To facilitate better policy making and more targeted aid for trade, the World Bank, the United Nations Conference
on Trade and Development (UNCTAD) and other organisations collecting data relevant to e-trade—including the
International Telecommunications Union (ITU), the United Nations Office on Drugs and Crime (UNODC), the Universal
Postal Union (UPU) and the World Economic Forum (WEF)—have developed a new tool for assessing the e-trade envi-
ronment at the country level. It is now available online on the World Bank’s TCData360 and World Integrated Trade
Solution portals (tcdata360.worldbank.org and witsworldbank.org and respectively).

The new tool includes around thirty indicators grouped under the following pillars of the e-commerce environment:
B |CT infrastructure and services

payment solutions

trade logistics and trade facilitation

e-commerce skills readiness

legal and regulatory frameworks

access to finance

e-commerce readiness assessment and strategy formulation
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These indicators can help to assess the key enabling conditions that underpin e-trade, including connectivity and skills,
as well as the regulatory and policy frameworks that affect e-trade. They are available for a large number of countries,
and they enable international comparisons.

Robust evidence-based policy making would involve bringing these indicators into contact with data on the extent
to which different countries engage in e-commerce—for example, metrics on B2C e-commerce, and on the share of
e-commerce sales in overall retail sales. At present, such data only exist for a few dozen countries, all but a few of which
are high-income countries. Moreover, the information that does exist is widely scattered, and in some cases only avail-
able from private vendors. The development of systematic, internationally comparable and publicly available metrics of
e-commerce itself is an emerging and important priority for the international statistical community.

The limited availability of data on the extent of e-commerce can be supplemented by public trade data, including ser-
vices trade data at the lowest level possible to more accurately reflect e-trade transactions, and private data related to
data flows.

Even in the absence of precise measures of e-commerce, the available indicators of the e-commerce enabling environ-
ment can play a useful role in fundamental analytical work. They can point to where more in-depth analytical work is
needed, helping to identify the need for—and support the implementation of—key trade-related reforms for e-trade
competitiveness. They can also identify critical reforms whose implementation can be driven by ministries of trade/
commerce, as a stepping stone or complement to the wider, more complex reforms that require efforts across govern-
ment agencies (and are therefore likely to be more time-consuming). The tool also aims to highlight where reforms and
programmes may be needed in “non-trade” areas, such as infrastructure or skills development.

An assessment of the available e-trade indicators can be used, together with several analytical toolkits that have been
extensively applied by the World Bank, to analyse, at the national level, the trade environment and its challenges, pro-
viding a basis for policy reforms and programmes implemented by the World Bank and other partners.

These toolkits include:

B The Regulatory Assessment Toolkit (http://hdl.handle.net/10986/17255), which looks at regulations
affecting services sector competitiveness; it has been implemented in seven countries, both at the
sector-wide and sector-specific levels.

B The Trade Competitiveness Diagnostic Toolkit (http:/hdl.handle.net/10986/2248), which sets out a
modular approach to determining and improving trade competitiveness; it has been implemented in
more than nine countries.

B The World Bank Group Trade Facilitation gap analysis approach, which has been implemented in more
than 40 countries through the Trade Facilitation Support Program.

While policy assessments of e-commerce ideally will contain more in-depth analysis of key policy and regulatory issues
affecting the e-trade environment, the ease of obtaining information on policies and regulations varies. For example,
at-the-border policies applied to trade in goods related to e-trade will be relatively easy—including tariffs on imported
IT equipment or the existence of a de minimis regime applying to imports of goods. Similarly, data some aspects of ser-
vices, such as the commitments taken through the General Agreement on Trade in Services (GATS) or free trade agree-
ments (FTAs) in sectors relevant to e-trade, are relatively easy to obtain, although information on applied regimes is
more difficult. The most complicated situation is in the area of domestic regulatory policies affecting e-trade. As noted
above, these assessments often require a more in-depth review of regulations in sensitive policy areas, such as con-
sumer and privacy protection, as well as evaluations of how such regulations are applied in practice by the regulatory
bodies as well as by the courts.
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Such reviews should be conducted through desk-based analysis as well as in-country data collection and validation.
The resulting country-level detailed analysis would allow policy makers to assess their performance in e-trade and iden-
tify the main challenges to increased participation in global e-trade. This kind of analysis supports more coherent policy
making by governments. Rather than focusing on specific elements of the e-trade environment in isolation, it enables
countries to develop e-trade strategies that bring together the wide range of government agencies involved. Malaysia,
for example, has developed a national e-commerce council, chaired by the Ministry of International Trade and Industry,
which brings together 21 government agencies working on e-trade. The idea is to implement a national strategy
aimed at doubling e-commerce growth from around 10% in 2016 to 20% in 2020. Of course, mechanisms like this need
to be backed up by effective implementation of reforms in order to be effective, but having a strong co-ordination
mechanism across government, and an evidence base on which to ground decisions, is an important starting point.

As well as assessing the e-trade environment more systematically in developing countries, it is important to develop a
stronger understanding of the potential e-trade holds for countries at different levels of development. This is important
in addressing any misconception that e-trade opportunities exist only for advanced economies.

CONCLUSIONS

The strong growth of e-trade presents a number of opportunities for developing countries. First, the lowering of trade
costs through e-trade creates opportunities for new firms and entrepreneurs to participate in trade, as well as for entry
into new markets. It also has the potential to help the extreme poor overcome some of the typical constraints faced in
maximising trade opportunities, although poverty still presents many challenges to involvement in e-trade and tradi-
tional trade barriers remain relevant.

The growing e-trade sector has the potential to act as a force for economic growth, expanding and diversifying exports,
and fostering inclusion by facilitating access by SMEs to international markets. Importantly, these benefits are not
reserved to global leaders in innovation and digital technologies; rather, they are available to countries at all levels of
economic development, as well as industries at different stages of development in one same economy. Figure 6.7 pro-
vides a stylised breakdown of what economies at different levels of development can gain from the different types of
e-trade, as summarised below:

B First, e-trade can increase competitiveness for countries at all levels of development, providing
productivity gains for all sectors of the economy. This includes traditional sectors, such as agriculture,
through the use of specialised services traded online; these range from market and weather
information to tools for remote soil analysis and stock management.

B Second, developing countries and even LDCs are increasingly benefitting from e-trade as a tool for
creating niches for high-value goods, sold and delivered directly to consumers across the globe, such
as Pakistani pashminas and Kenyan jewellery.

B Finally, more advanced economies, as well as more e-trade savvy industries in developing countries,
can offer high-value-added business-to-business services that link into global value chains.
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Figure 6.7. A stylised model of benefits of e-trade at different levels of economic
development
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High- and low-income countries alike have good reasons to address the many challenges that e-trade brings with it.
Important laws and regulations for e-trade, such as those on privacy, consumer protection or intermediate liability,
are still unclear and inconsistently applied, even in high-income countries. This, in turn, brings uncertainty to interna-
tional digital markets. Countries at all development levels still face substantial trade costs, which disproportionally affect
e-trade shipments. Access to digital connectivity, as well as solutions for digital payments, remain patchy and often
inequitable, in particular in developing countries. Also, many developing countries, and particularly the LDCs, face an
important shortage of digital skills—especially of capacity for digital entrepreneurship.

Taking advantage of e-trade opportunities requires a solid understanding of the diverse types of e-trade and better
data on e-trade flows. It also requires thorough analysis of the drivers of e-trade competitiveness, including the basic
foundations for connectivity and the enabling conditions for participation in e-trade. There has been little systematic
analysis of the drivers of e-trade competitiveness at the country level, underlining the need for more engagement in this
area by the World Bank and other partners in the Aid for Trade Initiative over the coming years. B
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NOTES

1. The term “e-trade” is used for trade in all forms of goods and services (both traditional and digital) traded
internationally through electronic means. The authors use the term “e-trade” as an equivalent to “e-commerce”.
2. This Section draws on World Bank (2017a).

3. Forinstance, in the justice sector (Gramckow and Ebeid, 2016)

4. The OECD Programme for International Assessment of Adult Competencies (PIAAC) database classifies computer
use/skills in the following categories:
- straightforward computer use, which includes basic routines such as data entry or sending and receiving e-mails
- moderate computer use, which refers to word-processing, use of spreadsheets or database management
- complex computer use, which encompasses developing software or modifying computer games,
programming or maintaining a computer network.

5. Utilities, particularly electricity, also are crucial enablers. Lack of power is often one of the major reasons for a
border to go offline.

6. The professionalisation of logistics service providers and customs brokers is often a determinant.

194 AID FOR TRADE AT A GLANCE 2017: PROMOTING TRADE, INCLUSIVENESS AND CONNECTIVITY FOR SUSTAINABLE DEVELOPMENT - © OECD, WTO 2017



CHAPTER 7

HARNESSING EF=COMMERCE
FOR SUSTAINABLE DEVELOPMENT

Contributed by the United Nations Conference on Trade and Development

Abstract: As the digital economy expands and touches more business activities, it is important to consider
how policies can help to harness e-commerce for sustainable development. This chapter examines the
potential of developing countries to engage in and benefit from the expansion of e-commerce. It presents
recent estimates of the value of global e-commerce, identifies related opportunities and challenges, gauges
the e-commerce divide, and considers the extent to which countries are ready to engage in e-commerce.
Finally, it identifies key policy areas to be addressed in national e-commerce strategies and highlights the
need for more concerted policy efforts to support developing countries in this area. It discusses how to
create synergies and greater scale in the overall efforts of the international community to enable more
countries to engage in and benefit from e-commerce, and considers how aid for trade can support the
strengthening of e-commerce readiness in developing countries.
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INTRODUCTION

As a starting point for the analysis in the chapter, it is appropriate to consider recent trends in e-commerce, which
highlight the most prominent opportunities and challenges associated with the shift from offline to online trade'.

E-commerce is evolving rapidly, but data are scarce

The global landscape of e-commerce is rapidly evolving, with increasing relevance for developing countries.
However, the lack of statistics on e-commerce is a major challenge for mapping e-commerce uptake and measuring
its impact. There are no comprehensive official data on the value of domestic and international e-commerce. Only
some countries—mainly developed ones—currently compile data on e-commerce revenue. Very few report data on
crossborder e-commerce. There is generally more information available on business-to-business (B2B) and business-to-
consumer (B2C) transactions. This chapter also makes occasional reference to consumer-to-consumer (C2C) e-commerce
and, to a lesser extent, business-to-government (B2G) transactions.

Box 7.1. Partner country views on availability of e-commerce data

"Currently there is limited data on e-commerce transaction and there is also a capacity challenge in the analysis to capture
the data on e-commerce” Gambia

“Currently this type of information has not been collected.” Saint Vincent and the Grenadines
“There has been no formal survey done on the e-commerce and the numbers related to it” Sri Lanka

“Customs data does not separate between exports and imports done through traditional way and those completed by
e-commerce.” Yemen

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/

Official statistics were compiled by the United Nations Conference on Trade and Development (UNCTAD) for B2C and
B2B sales in the major e-commerce markets in 2015 (UNCTAD, 2017; Table 7.1). They show that global B2B and B2C
e-commerce reached USD 25.3 trillion in 2015, a staggering USD 9 trillion above the 2013 value. B2C sales amounted
to just over USD 2.9 trillion, slightly more than 11% of the overall global estimate. B2B sales reached over USD 22 trillion,
almost 8 times the B2C value. Yet while B2B represents the largest share of e-commerce, B2C appears to be expanding
faster (UNCTAD, 2015).

China was the world's largest B2C e-commerce market in 2015, at USD 617 billion, followed closely by the United States at
USD 612 billion. The United States, however, was the leader in B2B sales, at more than USD 6 trillion, well ahead of Japan
(USD 24 trillion). In the ten economies for which data were compiled, e-commerce sales corresponded to more than a
third of the aggregate GDP; in Japan and the Korea, they represented well over 50%.

The available information suggests that the market for e-commerce expanded significantly over the past decade
and that it continues to grow. Such observations are supported by estimates made by private consultancy firms.
While global e-commerce is still dominated by developed countries, the highest growth is observed in developing
regions, especially in Asia.
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Table 7.1. B2B and B2C e-commerce in ten major economies, 2015

Country Total B2B market B2C market

USD billion % of GDP USD billion % of all e-commerce  USD billion
1  United States 7055 39% 6443 91% 612
2 Japan 2495 60% 2382 96% 114
3 China 1991 18% 1374 69% 617
4  Korea(Rep.) 1161 84% 1113 96% 48
5 Germany (2014) 1037 27% 944 91% 93
6  United Kingdom 845 30% 645 76% 200
7  France (2014) 661 23% 588 89% 73
8 Canada(2014) 470 26% 422 90% 48
9 Spain 242 20% 217 90% 25
10 Australia 216 16% 188 87% 28
Total for 10 above 16 174 34% 14317 89% 1857
Total for world 25293 22389 2904

Notes: Figures in italics are estimates. Missing data were estimated based on average ratios. Converted to USD using annual average exchange rate.

Sources: UNCTAD (2017), Ministers to discuss opportunities and challenges of e-commerce with Jack Ma, eBay, Jumia, Huawei, Etsy, PayPal,
Vodafone and more

Projections of future growth vary considerably, depending on the methodology used. According to eMarketer, B2C
e-commerce is forecast to double from USD 1.2 trillion in 2013 to USD 2.4 trillion in 2018 (Figure 7.1). The fastest growth
is expected in Asia and the Pacific, where the market share is set to grow from 28% in 2013 to 37% in 2018. The only
other region that is forecast to increase its share of the global market is the Middle East and Africa: from 2.2% to
2.5% over the same period. Conversely, the combined share of Western Europe and North America is expected to
fall, from 61% to 53%. These estimates resonate with predictions that the next billion online consumers will be from
developing countries.?

Figure 7.1. B2C e-commerce sales worldwide, by region, 2013 and 2018

0 500 1000 1500 2000 2500
USD BILLIONS
I North America Asia and Pacific [ Western Europe M Latin America

Central and Eastern Europe Il Middle East and Africa

Notes: Estimates are based on the analysis of data from research firms and government agencies, historical trends,
reported and estimated revenues from major online retailers, consumer online buying trends, and macro-level
economic conditions. Data include products and services ordered, and leisure and unmanaged business travel sales
booked, using the Internet via any device, regardless of the method of payment or fulfilment.

Source: UNCTAD (2015), Information Economy Report 2015: Unlocking the Potential of E-commerce for Developing Countries,

based on eMarketer data, www.emarketer.com (accessed on 01 July 2014)
StatLink Sa=m http:/dx.doi.org/10.1787/888933526557
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This trend is visible also in terms of the number of people buying online. An estimated 1.1 billion people around
the world made at least one online purchase in 2013, accounting for 41% of all Internet users (Table 7.2). With some
460 million online shoppers, Asia and Oceania accounted for the largest share (43%), which is expected to grow further
until 2018. Western Europe and North America follow, accounting for 17% and 16% respectively of global digital buyers.
The highest growth between 2013 and 2018 is anticipated for the Middle East and Africa.

Table 7.2. Estimated number of online buyers worldwide, by region, 2013 and 2018

Total (million) Growth Online buyers as a share of:

World total Population Internet

of online buyers users

2013 2018 2013-18 2013 2013 2013
Asia and Oceania 460.3 7824 70% 42.6% 14.9% 42.1%
Western Europe 182.3 210.2 15% 16.9% 49.0% 64.0%
North America 172.3 203.8 18% 16.0% 59.7% 72.0%
Middle East and Africa 93.6 170.6 82% 8.7% 71% 31.3%
Latin America 84.7 139.3 64% 7.8% 18.6% 28.2%
Central and Eastern Europe 86.4 174 36% 8.0% 24.1% 41.6%
World 1,079.6 1,623.7 50% 100.0% 15.2% 41.3%

Source: UNCTAD (2016a), UNCTAD B2C E-commerce Index 2016, eMarketer data, www.emarketer.com (accessed on 01 July 2014).

In most developing and transition economies, people buying online constitute a small proportion of all Internet users.
Unlike social networking, for which activity rates are relatively high among developing country Internet users, the
share of these that engages in online shopping is generally lower than in developed countries (Figure 7.2). This may
reflect limited purchasing power, but it also points to other mitigating factors, such as a lack of trust, limited shopping
options (including content in local languages) and poor delivery services.

Box 7.2. A partner country view on the use of e-commerce

"Electronic commerce is at a very embryonic stage, however the government is aware of the importance of e-commerce

and is looking to promote it." Burkina Faso

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/

Some developing countries feature prominently as online sellers of goods and services. In these countries, enterprises
are increasingly exploiting the opportunities created by improved connectivity and the greater willingness among
consumers to shop online. China, in particular, has seen the emergence of major players, such as the Alibaba Group and
JD.com (formerly 360Buy.com), which now figure among the world's top e-commerce companies. As of 15 September
2014, Alibaba and Amazon ranked third and fourth, respectively, in market capitalization among the world’s largest
Internet companies (WSJ, 2014).


http://www.oecd.org/aidfortrade/countryprofiles
http://www.emarketer.com
http://JD.com
http://360Buy.com
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Figure 7.2. Share of Internet users involved in online purchasing and social networking,
selected countries, 2015
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Arelatively small number of companies accounts for a substantial share of the e-commerce market, with the level of con-
centration varying by country and region (Table 7.3). In the United States, the top ten leading web retailers accounted for
about half (52%) of total sales by the top 500 web merchants in 2013 (Internetretailer.com, 2014). In the more fragmented
European market, the top ten accounted for 37% of sales by the top 500 web retailers in 2012, and the top 100 for 80%.
The level of concentration is higher in Asia, where the combined sales of the top ten accounted for as much as 86% of
web sales by the region'’s top 500 web retailers in 2012. By comparison, the share was about 51% in Latin America in 2013.

AID FOR TRADE AT A GLANCE 2017: PROMOTING TRADE, INCLUSIVENESS AND CONNECTIVITY FOR SUSTAINABLE DEVELOPMENT - © OECD, WTO 2017 199


http://Internetretailer.com
http://dx.doi.org/10.1787/888933526576

CHAPTER 7. HARNESSING E-COMMERCE FOR SUSTAINABLE DEVELOPMENT

200

Table 7.3. Top ten Internet retail companies in the United States, Europe, Asia and Latin America, 2012-13

United States Europe Asia Latin America
2013 2012 2012 2013
Amazon.com Amazon.com

(United States)

(United States)

Alibaba Group (China)

B2W Digital (Brazil)

2 Apple (United States) Otto (Germany) Rakuten (Japan) Nova Pontocom (Brazil)

3 Staples (United States) Staples (United States) 360Buy.com (China) SACI Falabella (Chile)

¢ wewenumessoe) [PTEISEGI A e e

5 (Sjiirtseggg:eg; Tesco (United Kingdom) (553:3 Commerce Netshoes (Brazil)

6 (Lljjkr)wftr;ﬁ Igttaetrjsc)tive Apple (United States) Jia.com (China) z\éfgﬂ;na de Vendas

7 Netflix (United States) CDiscount.com (France) ~ eBay (United States) Dell (United States)

8 Macy's (United States) Tengelmann (Germany) 51Buy.com (China) /S%tr:taezs;)n.com (United

9 (OUfrTiCtEc?Seti?gs) ?Sﬁ?egiﬁri;g;?;l)p HappiGo (China) Magazine Luiza (Brazil)

10 Dell (United States) (SSir:tSS(;lr}z/iigdom) Vamcl (China) Saraiva e Siciliano (Brazil)

Share of 52% 37% 86% 51%

top 500 sales

Sources: UNCTAD (2015), Information Economy Report 2015: Unlocking the Potential of E-commerce for Developing Countries; based on internetretailer.com
data, www.digitalcommerce360.com/internet-retailer/

Assessing cross-border e-commerce is challenging

All of the estimates provided above include both domestic and cross-border e-commerce. A prominent policy challenge
today is to determine the contribution of e-commerce to international trade; in other words, to assess the share of
e-commerce that is cross-border. The lack of official statistics in this area makes it very difficult to provide an overall
picture (UNCTAD, 2016b).? Existing data and estimates suggest that the share of cross-border e-commerce may be
higher in certain developing countries.

In many developed countries, the international dimension of e-commerce is still modest. For example, European
e-commerce sales are predominantly domestic in nature. In 2015, whereas 20% of the enterprises in the European
Union’s EU-28 sold online, on average only 8% reported making e-sales to other EU countries (Eurostat, 2017). In Ireland,
which ranks first among European Union countries in businesses making e-sales, with 30%, only slightly more than half
of them reported selling to customers in another EU country. In Canada, 80% of the value of online sales was attrib-
utable to customers in Canada, 15% to customers in the United States and the remaining 5% to customers in other
countries (Statistics Canada, 2014).

While the number of enterprises selling cross-border online may be limited, those that do could be sourcing inter-
mediate goods from enterprises in other countries, either online or offline. Thus, the object sold through a domestic
B2C e-commerce transaction may be produced through global value chains, with inputs from firms in several other
countries. This is the case, for example, for sports shoes sold on domestic retail websites.


http://Amazon.com
http://Amazon.com
http://360Buy.com
http://Amazon.com
http://Jia.com
http://CDiscount.com
http://51Buy.com
http://Amazon.com
https://www.digitalcommerce360.com/internet-retailer/
http://www.digitalcommerce360.com/internet
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In developing countries, although official statistics on cross-border e-commerce are scarce, there are some data from
private sources. Compared with the situation in developed countries, cross-border B2C or C2C transactions weigh more
significantly in a number of developing countries. For example, in 2013 more than half of the e-commerce in both
India and Singapore was cross-border. In Latin America, cross-border trade accounted for the bulk of online buying
by consumers in Colombia, Paraguay and the Bolivarian Republic of Venezuela, partly resulting from underdeveloped
domestic e-commerce (Payvision, 2014). According to eMarketer, in Argentina, 40% of digital buyers made a cross-border
transaction in 2015, compared to 45% in Brazil and 60% in Mexico (eMarketer, 2016).

Data from the Universal Postal Union (UPU) on the volume of international postal traffic offer important insights into
recent trends in cross-border e-commerce of goods. Between 2011 and 2016, global deliveries of small packets, parcels
and packages more than doubled, although admittedly not all of these were linked to e-commerce transactions.
The UPU data confirm, however, the increasingly important role of developing countries in cross-border trade,
especially in Asia and Oceania (Table 74). That region’s share of postal deliveries sent abroad rose from 26% to 43%
during the same period, while its share of received postal deliveries surged from 15% to 25%. The data further show that
developed countries and Asia and Oceania run significant trade surpluses in this area, whereas Latin America and the
Caribbean as well as transition economies import considerably more than they export.

Table 7.4. International deliveries of small packets, parcels and packages, 2011 and 2016

(Regional flows as a percentage share of global flows)

2011
Sent from ¥ Sentto» Developed Africa Asiaand Latin Americaand Transition World
countries Oceania Caribbean economies
Developed 463 % 24% 121 % 7% 28% 706 %
countries
Africa 0.7 % 0.2% 0.1% 0% 0% 1%
Asia and Oceania 216 % 03% 2.7 % 0.5% 04 % 255%
Latin America
0, 0 0 0 0 0
and the Caribbean 1.7 % 0% 0.1 % 0.3 % 0% 2.1 %
Transition
. 0.5% 0% 0% 0% 03% 0.8%
economies
World 70.8 % 2.9 % 15 % 7.8 % 3.5% 100 %
2016
Sent from ¥ Sentto» Developed Africa Asiaand Latin Americaand Transition World
countries Oceania Caribbean economies
Developed 26.3% 09% 20.8% 27% 24% 531 %
countries
Africa 0.7 % 0.2% 0.2% 0% 0% 1.1 %
Asia and Oceania 33.2% 04 % 42 % 14 % 4.0 % 432 %
Latin America and
0, 0 0 0, 0, 0
the Caribbean 1.0 % 0% 0.1% 0.2% 0% 1.3%
Transition
. 0.7 % 0% 0.1% 0% 05% 13%

economies
World 61.9 % 1.5% 254 % 4.3 % 6.9 % 100 %

Note: The table shows international deliveries

Source: Universal Postal Union.
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Box 7.3. World Bank views on the value of the Internet for trade

"The internet enables more products to be exported to more markets, often by newer and younger firms. A 10% increase in
internet use in the exporting country is found to increase the number of products traded between two countries by 0.4%.
A similar increase in internet use of a country pair increases the average bilateral trade value per product by 0.6%".

Source: Shawn Tan (2015), The effects of the Internet on Firm Export Behaviour, World Bank www.worldbank.org/en/publication/wdr2016

E-commerce offers opportunities for development, but also challenges

There is growing interest in the development dimension of e-commerce. The United Nations General Assembly has
committed to harnessing the potential of information and communications technologies (ICTs) to advance the 2030
Agenda for Sustainable Development and achieve other internationally agreed development goals (UN, 2016). In doing
s0, they note that this could accelerate progress across all 17 Sustainable Development Goals (SDGs). The digitalization
of trade is of direct relevance to several of these goals.

For example, digital trade can be leveraged to promote the empowerment of women as entrepreneurs and traders
(SDG Target 5b). E-commerce and digital trade can support productive activities, decent job creation, entrepreneurship,
creativity and innovation. They can encourage the formalization and growth of micro, small and medium enterprises
(MSMEs) in developing countries, including through access to ICT-enabled financial services such as online and mobile
payments (SDG Target 8.3). They can also promote the integration of MSMEs into value chains and markets (e.g. by
leveraging virtual marketplaces) in support of SDG Target 9.3. Moreover, digital trade can help to significantly increase
the exports of developing countries (SDG Target 17.11), in particular with a view to doubling the least developed coun-
tries’ share of global exports by 2020.

Yet as the rapid uptake of ICTs and e-commerce is transformational, it creates both opportunities and challenges for
developing countries, including the LDCs.

Box 7.4. Sri Lanka’s vision for 2022

In 2007, Sri Lanka’s ICT and business process management (BPM) sectors agreed a ten-year plan to generate annual
export revenues of USD 1 billion and employ more than 80 000 people. Today, these targets have been surpassed and
ICTis now Sri Lanka'’s fifth-largest export-earning sector. A new vision for 2022 has been developed with the following
targets: growing revenue to USD 5 billion and creating 200 000 jobs. To make this happen, Sri Lanka'’s goal is to move
up the value chain—shifting from a focus on cost to one based on value. The ICT sector has constructed its strategy
for making this happen around three targets:

1. building capacity by tripling the number of ICT graduates by 2020 (there were only 6 000 graduates
in ICT and related fields in 2015)

2. promoting innovation by encouraging the creation of 1 000 start-ups and fostering links between
academia and the private sector

3. underpinning regional development by taking the ICT/BPM industry to the regions, again by
promoting linkages with universities.

Source: OECD-WTO aid-for-trade monitoring exercise (2017), www.oecd.org/aidfortrade/countryprofiles/
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In terms of opportunities, the application of ICTs can lower transaction costs and enable the remote delivery of more
goods and services. For example, automating customs declarations has been shown to bring clearance times down and
to reduce the period that goods stay in transit. Access to ICT platforms and devices may enable a seller in a developing
country to reach more potential customers in domestic as well as foreign markets, in a more targeted way, and often
at lower cost than through traditional channels. Meanwhile, suppliers that increase their reliance on e-commerce may
be able to see reduced delivery costs, especially for electronically-provided content. This has an impact on global value
chains, as more inputs can be digitally delivered, which in turn facilitates the management of fragmented production
networks.

Greater ICT use can enhance the productivity of enterprises and more productive enterprises are generally more likely
to export. The potential for such productivity gains, however, remains far from fully exploited in most developing
countries. In addition, e-commerce offers opportunities for entrepreneurship, innovation and job creation. There are
now thousands of e-commerce start-ups throughout developing countries, but many of them have yet to become
profitable and reach a significant scale Mobile payment has emerged as a regional East African means of extending
payment solutions to the unbanked.

E-commerce can help enterprises, in particular small and medium ones, to overcome barriers to their expansion.
Digitalization can allow small businesses to engage in peer-to-peer collaboration, and innovate using alternative funding
mechanisms (such as crowdfunding). New cloud-based solutions can reduce the need for enterprises to invest in ICT
equipment. E-commerce can furthermore facilitate the scale up of SMEs by providing vehicles to build verifiable online
transaction records that may help attract new customers and business partners, as well as financing opportunities.

E-commerce has also been shown to support rural development. In China, for example, several villages have success-
fully sold local agricultural products online through the country’s leading e-commerce sites (UNCTAD, 2015). Positive
side effects have included upstream crop revitalization as well as the emergence of a supporting logistics ecosystem,
and of processing and packaging industries.

Consumers stand to benefit from e-commerce in numerous ways, in both monetary and non-monetary terms. Internet
browsing, e-mail inquiries and social networking allow them to compare prices and features of products more easily,
thanks to reviews by other consumers. They can also make their purchases at times that are convenient to them, or from
online discounters. Also, consumer choice is expanded when products fro