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Foreword

Advances in ICTs have dramaticdly changed the world economy over the last few decades.
ICTs ae changing economic and socid activities hence providing both opportunities and
chdlenges for devedoping countries. This digitd economy is radicaly changing internationa
trade and affecting business practices. Consequently, conducting old business in new ways is
pat of the economic trandformation that is required to participate in the digita economy.
Governments play a criticd role in the creation of an endbling policy environment to support
these activities in different countries.

Produced by the United Nations Economic Commisson for Africa, ICT Science and
Technology Divison, E-Trade and Economic Growth in Africa: Opportunities and
Challenges brings together country development inititives and experiences, chdlenges and
opportunities pertaining to ICTs, tdecommunications, trade and economic growth in African
countries. Its premise, supported by country studies from Ghana, Kenya, Egypt, South Africa,
Senegd and Ethiopia, is that countries in Africa should consder embarking on cregting a
conducive environment in which ICTs and tdecommunications can contribute sgnificantly to
trade and economic development if the continent is to reman compitive on the globd
market.

The report therefore deds with devdopment drategies that focus on policies to identify,
enhance and exploit opportunities through the use of ICTs and tdecommunicetions in
feclitating trade and enhancing economic growth. The report chdlenges policy mekers to
adopt new policy agendas and mindsets to hep improve nationd growth, competitiveness
and economic wefae in a rapidy connected and globalised world. Based on country
experiences and case dudies from the country dudies, this could only be achieved through
the folowing pdlicy initiaives The development of a more efficient physicad communication
infrastructure such as postd and tdecommunication networks and ICTs which are readily
avalable and accessble by everybody especidly in the rurd aess hence immensdy
fedlitating etrade processes. Countries should put in place effective legd and regulatory
frameworks in order to enhance competitiveness in the sector and to address problems of
vaidity of dectronic transactions whose aosence in most African countries is a Sgnificant
barrier to the growth of e-trade in Africa Countries should aso enhance awareness among
African countries @bout the dgnificance of IPRs in order to avoid losses as a result of
unprdected innovations on the world market. The dudy notes dso that there is growing
evidence of the role of the business processng outsourcing and offshoring (BPO&O) and m-
commerce activities in dimulating trade and economic growth in Africa African courtries
ae ewvisged to have a competitive advantage over European and Adan countries in the
BPO&O sector due to the avalability of abundant human resource, language skills, culture,
time zones that chime with Western Europe, and infrastructure in some countries on the
continent. In terms of m-commerce the study reveds that mcommerce or m-banking is one
of the sectors that can have a sgnificant impact on the lives of the poor in Africa if properly
and effectivdly managed within an enabling environment. This has been exacerbated by the
fact that Africa has experienced the highest growth rates in the mobile telecommunications
sector in the past few years compared to any region in the world.

The study has dso observed that for Africa to achieve sgnificant trade and economic growth,
more emphasis should be placed on cregting a conducive environment for SMIMEs as these
together with the informa sector ae regarded as the potentid engines of growth and
economic development in the information economy, as they conditute a grester percentage of



the private sector in most African countries. There is need to understand their chalenges and
congraints as well as opportunitiesin the digital economy.
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CHAPTER ONE

THE STUDY’S RATIONAL, OBJECTIVES, AND SUMMARY OF
FINDINGS

1.1 INTRODUCTION

Advances in the Information and Communication Technologies (ICT9)! have dramaticaly
changed the world economy over the last few decades. ICTs are changing economic and
scd adiviies and in tun  providing opportunities and chdlenges. ICT ae meking
businesses more competitive and economies more productive and most of dl are empowering
people and organizaions with knowledge. Access to information and knowledge has now
become increesingly important and necessxry in the globa economy, which is becoming
increesngly knowledge based. This has given impetus to socid and economic deve opments
and have opened up new opportunities and perspectives through a wide range of applicaions.
Today, ICTs are being diffused into dmog dl spheres of human activity. This has led to the
devdopment of busness processes and activities such as, e-trade, e-commerce and recently
m-commerce, which involve the use of ICT tools and processes interndly and externdly in
conducting day-to-day business process operations:?

The digitd economy is radicdly changing internationd trade, affecting business practices and
inroducing new busness intermediaries. Consequently, conducting old business in new ways
and embracing new busness opportunities is pat of the economic transformation that is
required to participate in the digitd economy. Governments play a critica role in the cregtion
of an enabling policy environment to support these activities.

In Africa, etrade can offer new opportunities to export-oriented companies, epecidly smdl,
medium and micro enterprisess (SMMES). Using dectronic networks, SMMESs can source
production inputs more efficdently, diminating intermediaries, shortening supply and  export-
digribution chains and effectively reducing busness transaction cods In addition to lowering
busness cods, ICTs in trade dlow enterprises to draegicdly repostion themsdves in the
internationa  marketplace and reduce or diminate the cost of corruption. However, while
ICTs give SMMEs the potentid to compete globdly, lack of infrestructure and unfavourable
policy regimes hinder progressin most developing countries.

The epolicy environment — critica to successful use of ICT tools in business — can act either
as an enabler and enhance adoption, or act as a barier and difle the development of etrade
practices. In Africa, management practices of telecommunications and  transportation

! For the purpose of this study, Information and communication technologies may be defined as ‘electronic means of capturing,
processing, storing, and disseminating information (Heeks, 1999). ICTs are not the only ‘technology’ that handles information.
ICTs comprise computer hardware, software and networks, Internet services, e-mails, fax, broadcasting and web-casting. Other
information-handling technologies include intermediate’ technology, still based largely on analogue information held as electro -
magnetic waves such as radio, television and telephone.

2 Ecommerce implies the processes and tools that allow an organization or a person to use Internet -based technologies and
infrastructure, to conduct business process operations, whereas etrade is an activity that carries out international goods and
services trade transactions electronically and information-intensively by utilizing IT means, including the Internet. E-Trade
improves trade processes for import and export related goods and services through electronic exchange. And m -commerce is
the buying and selling of goods and services through wireless technology, i.e., handheld devices such as cellular telephones
and personal digital assistants (PDAS).



infrastructure, ineffective customs processing, lack of intragovernmenta coordingtion and a
lack of drategic policy frameworks have been identified as characterizing the government
barriersto e-busness adoption and use.

In the knowledge economic system, inadequeate raw materids or physicd cgpitd is no longer
a barrier to the development of a poor country as it was in the traditional economy. The new
economy is dgnificantly different from the old snce knowledge has replaced traditiond
productivity inputs, such as labour and naturd resources as the primary ingredient for
economic growth. A country’s ability to accumulate, use and diffuse knowledge determines
its competence to succeed in the knowledge economy. Countries that have succeeded in
hanessng the potentid of ICTs can look forward to expanding their economic growth
dgnificantly and dramaticdly improve ther human wefae. Within the new knowledge
based economy, development policies ae expected to recognize and incorporate this new
redity and focus on achieving knowledge-intensive devel opment.

Busness practices in globd markets are changing because of the growing use of ICTs as a
medium for budness informaion <Sorege, processng and exchange. ICTs have enabled
people to exchange large amounts of information quickly and chegply. Those who can bet
receive, process and innovate become the winners. Those who have access to ICTs are dso
cosdy connected to a virtud network regardiess of geographic location, race and gender.
The digitd economy is radicdly changing internationd trade, affecting business practices and
introducing new busness intermediaries. The information revolution has transformed the way
modern businesses are conducted.

Although there is an increasing redization of the potentids that ICT can offer to human and
economic development, ICT induced productivity and growth ae ill confined to the
developed world leaving the developing world behind hence creating a knowledge gap. This
gap can be narrowed if appropriate ICT policies as well as appropriate legd and regulatory
frameworks are put in place to devdop basc ICT infragructure, skills and information
resources to be utilized in a sustainable manner.

In recognition of the citicd role being played by ICTs in Africa, severd development
initictives have been implemented especidly focusng on priority aess such as baesc
infrastructure  development, drengthening of inditutiond and regulatory systems, regiond
integration activities (i.e. interconnection of countries and the region), cgpecity building a
country and regiond levels and resource mobilisation to support ICT developmerntt.

While much progress has been made with regard to recognizing the importance of the sector
and its contribution to the nationd development in different African countries not much is
known about the application of the technology in fadlitating domegtic and internationd trade.
The main god of this sudy is therefore, to assess the utilization of ICTs to facilitate domestic
and internationd trade. The dudy atempts to identify the required public sector policies for
the formulation and implementation of e-drategies in support of trade and economic growth.
The god of this project is to build African capatlity and capadity in creating endbling policy
frameworks and e-drategies to create the pre-conditions for use and adoption of ICTs in dl
sectors of the different economies. These gods will only be achieved if the dements upon
which the foundation of the African Information Society Initistive (AIS)® are successfully
implemented by the different countries. These include the appropriate framework for the

3 UNECA (2008), The African Information Society Initiative (AISI), A Decade’ s Perspective, ECA, Addis
Ababa.



udainable devdopment of the Information Society which encompasses suitable legidative
and regulatory environment; relidble physca infrastructure  rdlevant  human  resource
devdopment and the edablishment of proper inditutions deding with coordinaion and
implementation of policies, hence contributing to the overdl objective of the AlSl.

This report is a syntheszed verson of 6 e-trade country reports Trade and Economic Growth
in Kenya, The Strategic Role of ICTs, Dr Mbui Wagacha, April 2007; The Economic Impact
of ICTs on Trade anong SMMEs in South Africa, Dr. Marcia Socikwa and Natdie Sunker,
2006, TIC, Commerce e Croissance au Senegd Par Diossy Santos et Ablaye Ciss,
September 2007; ICT role in trade fadilitation in Egypt, Dr Nagwa Elshenaw, 2007; The
ICTs, Trade and Economic Growth Study — Ghana, Kofi Larbi, Dr.Godfred Frempong and
Prof. Clement Dzidonu, September 2007; and The Role of ICTs in Enhancing Trade and
Economic Growth in Ethiopia, Assefa Admasse and Woubdem Taye, April 2007. The
outcome of these dudies necesstated the mobile commerce sudy as some countries
identified mobile tlephony to be vitd in poverty reduction issues as they fadlitated trade and
some economic services directed towards the rurd poor in different countries. This being the
case, UNECA commissioned the following studiess Status of Mobile Commerce and Mdbile
Banking in Kenya - Professor Meoli Kashorda, April 2008; Etude sur le m-banking/m
commerce au Senegad - Par Mme Faiimata Seye Sylla, April 2008, and A view of M-
commerce in South Africa- Dr Smon Batchdor, June 2008.

1.2 OBJECTIVES

The genesis of his sudy was the Forum on ICTs, Trade and Economic Growth, which was
organized under the auspices of the Africa Node of the Globd ePolicy Resource Network
(ePol-NET) in partnership with the Canadian ePolicy Resource Centre (CePRC) from 14-16
March 2006 & the United Nations Conference Centre (UNCC) in Addis Ababa, Ethiopia. The
focus of the Forum was to assess the economic significance of ICTs and telecommunications
and determine the nature of expected economic effects on African countries. The Forum
amed to combine leaning, expatie shaing (South-South and North-South), interactive
didogue, networking and business matching as the launching pad for the African ICTs, Trade
and Economic Growth Initiative.

One of the follow up activities agreed upon was to undertake country level research on ICTS,
Trade and Economic Growth in Africa Egypt, Ethiopiaz Ghana, Kenya, Senegd and South
Africa were identified to be pat of the country levd gdudies. This project was designed to
contribute to the work of the AIS and build on the groundwork of the Pan-African Initictive
on eCommerce (2001) which is adso supported by the findings of African Development
Forum (ADF)’ 1999® and the World Summit for the Information Society — (WSIS) (2003,

2005).

The overdl objective of the study was to assess the use of ICTs in facilitating domestic and
internationa trade in Africa with specid emphass on SMMEs More specificdly, the study
was amed at addressing the following objectives:

To assess the ICT and trade palicy environment (induding intra-African trade);

® http://www.adf/99



To demondrate the potentid for economic benefits of ICT utilization in the
enhancement of tradein Africa;

To assess the awareness and usage of ICTs by SMMEsin Africa; and

To propose policy recommendations to governments.

1.3 ASSESSMENT METHOD

A combination of severd methods is used to achieve the above dated objectives. Primaily,
the dudies atempted to review the policy environment and identify the policy gaps by
sysematicdly andyzing and reviewing the various trade and ICT reated policy documents in
the sdected countries. Exiging ICT and trade datistics were aso reviewed and anayzed.
Informetion gathered from interviews underteken with technica, politicd and scientific
persondities, the busness community and persons in charge of regiond and internationd
inditutions was ds0 assessed for the dudy.  Roundtable discussons and focus group
discussons were dso used to collect data from stakeholders in local businesses and ICT
sarvice providers. In some cases, researchers generated primary data from firm level sample
surveys tha were conducted on randomly sdected export caegory SMMEs in these
countries. These case dudies were organized to complement the research findings from the
study itself.

1.4 ICTS, TRADE AND ECONOMIC GROWTH: A SYNOPSIS

The reationship between trade, ICTs and economic growth is built around wha is now
termed e-trade or e-commerce. E-trade as indicated earlier is a way of reatime busness
transactions via ICT networks, when the customer and the merchant are in different
geographicd places. Mgor types of etradele-commerce are businessto-business (B2B);
busnessto-consumer (B2C); busness-to-government (B2G); consumer-to-consumer  (C2C);
and mobile commerce (m-commerce)’. M-commerce is a relaively new term in technology
and Jgpan is a globd leader in m-commerce. As content delivery over wirdess devices
becomes fagter, more secure and scdable, there is a bdief tha m-commerce will surpass
wire-line e-ccommerce as the method of choice for digitd commerce transactions in places
where there are more mobile phone users than there are Internet users, which is the case in
most developing countriesin Africa

E-commerce and ebusness’, dthough sometimes used interchangesbly in  certain
crcumgances, are diginct concepts. Due to a paadigm <hift, public and private
organizetions are dating to give efficient sarvices to ther cusomers through e-commerce.
Exemplay public institutions in implementing e-services in African countries are mostly
associated with the offices of Immigration, Customs and Excise or Government Revenue

4 M-commerce is the buying and selling of goods and services through wireless technologies, i.e., handheld devices such as
cellular telephones and personal digital assistants (PDAS).

° Electronic business (eBusiness) describes the use of the Internet to conduct business both internally and externally. The term
is more broad than eCommerce because it includes business activities such as marketing, support, research, communications
and collaboration. Ecommerce uses ICTs in B2B & B2C transactions. E-business is the use of ICTs in automating business
processes to bring about efficiency. It includes any process that a business organization conducts over a computer-mediated
network.
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Authorities and Minidries of Trade and Indudry license regidraion systems in different
African countries Examples incude the trade fadlitation e-services in Ghana through the
GCNet Systemn and through Tunisie Trade Net in Tunisia

ICT and e-trade goplications provide many benefits across a wide range of intra-and inter-
firm business processes and transactions. ICT  applications improve information  and
knowledge management indde the firm and can reduce transaction codts and increese the
goeed and rdigbility of transactions for both B2B and B2C as wdl as B2G transactions. In
addition, they ae effective tools for improving extend communications and qudity of
sarvices for established and new customers,

Busnesses have gradudly recognised the postive impact that ICTs, such as computer
terminds, e-mail, the Internet and their gpplications can have on their operations. Many types
of busness software ae envisaged to improve information and knowledge management
within the firm, leading to more efficient busness processes and better firm performance.
Communication via e-mal and the Internet can help to improve externd communicetion, in
either B2C or B2B contexts and may reduce transaction costs, increase transaction speed and
religbility and extract maximum vaue from each transaction in the vaue chain.

E-tradele-commerce offers benefits for a wide range of business processes. At firm leve, ICT
and its applicaions can make communication within the firm fager and make the
management of the firm's resources more efficient. Seamless trandfer of information through
shared dectronic files and networked computers increeses the efficiency of busness
processes such as documentation, data processng and other back-office functions (eg.
organisng incoming orders and preparing invoices). Increesingly, sophidicated ICT
goplications such as Knowledge Management Systems (KMS) and Enterprise Resource
Planning (ERP) dlow firms to dore, share and use their acquired knowledge and know-how
efficiently.

At inter-firm leve, the Internet and ecommerce have great potentid for reducing transaction
cods and increesng the speed and reidbility of transactions. They can dso reduce
inefficiencies resulting from lack of co-ordination between firms in the vaue chain. Internet-
based B2B interaction and red-time communication can reduce information asymmetries
between buyers and suppliers and build closer rdaionships among trading partners hence
reducing transaction codts and increasing transaction speed and relighility.

In the B2C context, the Internet and e-commerce can be effective tools for better
communication. A corporate web dte that provides information on products, services or
technologies can enhance the qudity of a firm's sarvices to cusomers and atract new
cusomers. By collecting information on customes needs it can contribute Sgnificantly
towards product innovation and development. A home page with a direct link to the corporate
e-mail account provides an easyto-access contact point. For those in different time zones,
24-hour availability of the contact is especidly attractive.

The Internet dlows globad busnesses to be connected inexpensvely and promptly to share
information using a common set of protocols. The Internet is an engbler for e-business as it
dlows busnesses to showcase and sl their products and services online and gives potentia
cusomers, prospects and business partners access to information about these businesses and

their products and services.
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The Internet dso assgs ICT enabled service-providing enterprises by dlowing them to
operate more efficdently and providing specific services directly to customers globdly.
Information technology (IT) endbled sarvices are beginning to be perceved as the new
growth frontier. The rise of this ssgment is driven by the rgpid growth of globd
outsourcing/offshoring. Participation of SMIMEs in the developing world in Busness Process
Outsourcing (BPO) is one area that demondrates the benefits that the Internet can offer to
developing countries. The Indian government and the ICT SMMES in India are enjoying the
fruits of their engagement in BPO since 1985. African countries like Egypt and Tunisa have
shown notable progress in deveoping e-commerce. These success dtories are due to the
respective governments commitment to enable firms to use ICTs in ther busnesses.
Countries such as India, Philippines, the Czech Republic and Irdand have completdy
transformed their economies by adopting IT and BPO segments as the engine tha drives ther
economies in an accderated mode in a redively short time. Only 10 percent of the
addressable market for globa offshoring is estimaed to be redized s0 far dthough this is
expanding as organizations continualy expand what can be further outsourced and offshored.

ICTs are dso important to the diffuson of modern farming technology and are fundamenta
in ensuring diversfied production capacities in rurd aess They provide opportunities for the
devdopment of information sysems to monitor naturd resources, food dSorage and
transportation as wel as crop-disease control. ICTs adso improve marketing practices by
widening the opportunities to sdl  agriculturd  products locdly and interndiondly. By
increesng the flow of agriculturd market information, farmers income can condderably
improve. In view of the above the rurd and agriculturd devdopment policy acknowledges
that the expanson of rurd infrestructure, including tdecommunications services down to the
rurd aress, is very useful in achieving economic growth. However the agriculturd policy has
yet to provide a specific direction on the use of ICTs in the sysem of production and in the
digtribution of agricultura products.

It is posshle to access ontline information on markets market reguldions, prices, potentid
buyers and import-export data usng the Internet in some African countries. In addition, the
ue of computer technology for busness processes would speed up ddivery time by
improving the internd and externd networks, export-servicing facilities, customs operations,
and reduce transactions costs. Neverthdess, the trade policy does not explicitly recognize and
gopreciate the role of ICTs in fadlitating trade, except in the compiling and dissemination of
trade related information usng modern communicetion Systems in some countries. There is
little government commitment expressed in the trade policy, explicitly recognizing the role of
ICTsto support firms or entrepreneursin export trade in most African countries.

The results of this sudy reved that wha conditutes an enabling environment for e-trade is
the relidde physcd infrastructure i.e. tdecommunications networks, supported by the
rdevant tdecommunications policy, legd and regulaory environments conducive for e-trade
and the abundant avalability of a criticd pool of the labour force with reguiste technica
«ills

1.5 SUMMARY OF FINDINGS
This section presents a synopss of the outcomes of the study in the countries involved in

fulfilling the study’s objectives These countries are Ghana, Egypt, Ethiopia, South Africa,
Kenya and Senegd.

12



Ghana

The study reveded that there were a number of deveopment chalenges, which need to be
addressed in the emerging information age if Ghana is to register a Sgnificant contribution in
economic devdopment from usng ICTs. For example, it is evident from the findings that
dthough the requidte policies for ICT and trade development have been formulated, they are
however, yet to be implemented. This incudes the important legidations on eectronic
transactions, tdlecommunications and the Nationd Information Techndogy Agency, which
by the time of this sudy had not been passed. These are vitd laws in the development of an
e-trade environment in the country. The sudy dso notes that, dthough it can be
acknowledged that Ghana's tdecommunications infragtructure has greatly improved over the
past years there is gill room for improvement. This is especidly in terms of cgpacity and
coverage, which have not reached the leve that can truly meke Ghana globdly competitive in
the provison of ICT-enabled services incuding off-shoring and outsourcing services thet
could dramaticaly boost the country’ s trade revenues.

The study dso reveded that programs and action plans to implement various Strategies under
Information and Communication Technology for Accderated Development (ICT4AD) to
support ICT sector development as wel as e-trade were being developed. However, the pace
of devdopment remains worrisome as the implementation process remained behind schedule,
hence affecting the devdopment of initiatives that could make e-trade have a Sgnificant
contribution to economic developmen.

The sudy noted the need to creste a critical pool of labour with the requiste technica skills
90 thet the benefits of ICTsin enhancing trade are fully utilized.

The dudy dso observed tha the devdopment of an e-competency drategy by the Ghana
Export Promotion Agency, if wdl implemented, will help the building of SMMEs capacity to
take advantage of ICTsto improve their business endeavors.

South Africa

Despite the bosting of a world dass infrastructure® supporting dl forms of ICT engbled
savices, the dudy reveded tha South African busnesses were experiencing some
bottlenecks in carrying out their services egpecidly in the SMME sector. Most of the
problems highlighted by the study in relation to access, adoption and usage of ICTs included:
high cogts of tdecommunications, high illiteracy rates, week R&D capecity in the ICT sector
as wdl as insufficent knowledge of export markets. Mot of the SMMEs interviewed
complained adso aout red tgpe in the regulatory environment (prohibitive regulations) and
the lack of access to finance to support ther invesments. For example, the study observed
that the Nationd Innovation Fund had concentrated on the hedth, agriculture, manufacturing
and mining sectors, while the ICT sector was not among the top beneficiaries of this fund.
Greater efforts should be made to ensure that this fund adds to further innovation and thus
opportunities to export ICT products.

® See http://www.southafrica.info/business'economy/infrastructure/tel ecomshtm
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The study obsarved that SMMES lagged behind in the adoption of new technologies, for
exanple mobile technologies, especidly because of low educationd levds on  <ills
devdopment and dso due to lack of knowledge on the rdevance of these technologies in
doing busness. Coupled with high cods of Internet sarvices, this led to limited usage of ICTs
in SMMEs especidly in enhancing trade. This indicated that there was lack of awareness and
education about the relevance of ICTs in tems of ther commercid benefits rdaed to
different forms of businesses and lack of killsin the ICT sector especidly the SMMES.

However, there were indications tha the use of e-commerce was increasing. The study
reveded that there was rdaively high utilisstion of ICTs in SMMEs that provided Cal
Centre services, which provides evidence of the extensve use of different ICT applications
and e-commerce tools. E-commerce software vendors maintained that busness had been
rguvenated in the indudry, with organisations opting to use e-commerce applicaions to
conduct large externa transactions with suppliers and customers.

In comparison to other countries, the study reveded that South Africa was lagging behind the
res of the large emerging economies in ICT sarvices exports. In paticular the SMME
busness was not growing as effectively as was the case with emerging economies of Brazil,
India and China. This being the case, South Africa was more of an importer than an exporter
of ICTs except for the two provinces of Wesern Cape and Gauteng, which reatively hed
export capabiliies. This, it has been argued, was due to the little support thet exporting
companies receive egpedidly in reaion to high tdecommunications cods, limited venture
capital and inadequate co-ordination among and within government departments.

Existing research dso demondrates that there is insufficient awareness of assistance
programmes and export market information led by government, which in a way emphasises
the need for increesed maketing of initigives Study findings suggest that a systematic
rdesse of information on current maket conditionss maket opportunities, business
devdopment services, sdes progpects and finance access could enhance  SMMEs
involvement in using ICTsin trade, aswell as enhancing tradein ICT products.

Egypt

The dudy findings reveded that Egypt had a redively wdl-developed ICT infrastructure on
the continent and a progressvely growing ICT sector. This was due to the government’'s
commitment towards modernizing and developing the sector through different initiatives.
This included exporting, which was a nationd priority supported by new economic reform
policies. There was a rdatively high and avalable ICT cdiber as wel as the rdevant
regulatory environment (such e-signature law), which are prerequisites for the development
e-trade.

Despite having a rdaivey higher potetid in e-trade, Egypt fdls short of polices and
practices that could make a dgnificant contribution of etrade to the country’s economic
growth. The findings of this sudy reveded that the main problem was the lack of awareness
by exporters and generdly SMMES, of etrade concepts and advantages that it brings to
busnesses. To a catan extent this had been due to lack of B2B portds that could fecilitate
internationd  trading as wdl as the unavalability of people with skills, knowledge and
interest in etrade (etrade specidigs) in the country. This dso was found to be due to wesk
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practices of etrading bodies which did not provide adequate information about their
activities as wel as product markets such as the Internationd Trade Point.

The study a0 reveded that the e-Sgnature law was not very active in Egypt, thus reducing
trust in dectronic transactions and the absence of cyber crime laws (which had just been
drafted during the time of the Sudy) led to skepticism about doing busness transactions usng
ICTs in the country. The study in Egypt dso identified the unclear datidtics about the trade
volumes undertaken over the Internet as one of the problems in assessing how vibrant etrade
was in the country.

In terms of the Intellectud Property Rights (IPRs), the study reveded that the government
had darted enforcing the intdlectud propety law and was applying the juridictions of
crimind law on violaors in order to provide a far and comptitive sgtting for the industry.
However there were high levels of piracy.

Ethiopia

ICT infregructure development has been recognized as a criticd factor for efficient,
competitive and sudainable socid and economic devdopment of the nation. This is
highlighted in the ICT policy, which outlines the gods draegies the priority aress and
provides a framework for the advancement of ICT as a sector and an enabler for other sectors
to maximize the impact on the country’ s Socio-economic developmernt.

The study found out that the PRSP program in Ethiopia and the draft Plan for Acceerated
and Sustainable Development to End Poverty (PASDEP) document recognized ICT as one of
the drategic areas in which due attention should be accorded, with emphasis on how ICTs
could support the poverty reduction process. Despite the promises a the nationd policy leve
(where there is some commitment towards reducing cost of access to ICTs, by the private
sector in terms of taxes and taiffs), the sudy reveded tha there was Hill very little or no
incentive sructure geared towards facilitating the use of ICTs in different economic sectors,
including SMIMEs. The PRSP and PASDEP did not explicitly indicate the drategies to be
pursued with respect to the use of ICTsin facilitating trade.

This dearly showed tha Ethiopids trade policy did not explicitly recognize and gppreciae
the role of ICTs in fadlitating trade in the country, except through the establishment of the
Ethiopian Trade Point within the Ministry of Trade and Industry (MoTl), which compiled and
disseminated trade related information usng modern communication sysems. The
inditutional capacity of the Trade Point, in terms of ICT skills equipment, ICT gplicaions
and content was extremdy limited. The study observed that there was little government
commitment expressed in the country’s trade policy, explicitly recognizing the role of ICTs
to support SMMEs in export trade.

The dudy findings reveded tha the indudrid draiegy for Ethiopia recognized the
importance of deveoping ICTs a a key technologicd drategy for enhancing indudtrid
devdlopment and sudtainable growth of the economy through inter-continentd and regiond
cross border markets as wdl as the development of loca entrepreneurship. The indudtrid
devdopment drategy dso clearly acknowledged the important role of telecommunications
infragtructure in enhancing economic integration and increesing efficiency. The drategy dso
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underlined the role of ICT for proper income, expenditure and property regidration in the tax
system aswel as for the banking and insurance industry.

The study observed dso that the various Foreign Exchange directives as well as the legd and
regulatory framework that exiged did not explicitly recognize the need for an dectronic
payment system for cross border transactions. There was no room for dectronic processng of
imports and exports, no provisons for dectronic gpplication forms, dectronic contracts ad
e-sgnature recognition. In addition, payments through credit cards could only be mede in
sdected enterprises, which had specid permisson from the Government Minidry. This
serioudy inhibited the development of e-commerce.

Despite the obvious and corcrete bendfits that ICTs could bring to SMMES, the dudy
reveded that the Ethiopian SMIMES had been very dow to adopt ICTs dthough the result of
the survey on the agpplication of ICTs by SMMESs in Ethiopia indicated tha some firms had
darted to use the Internet for buying and sdling goods and services Neverthdess, many
firms faced different problems ranging from the absence of reevant and effective legd and
regulatory framework for etrade, to poor ICT reaed infrastructure and high costs of
technology.

Kenya

The study reveded that, as had been the case in most African countries, Kenya dso embarked
on regulaory reforms, which led to the establishment of the Communications Commisson of
Kenya (CCK). This led to the deegulation of the former Kenya Posts and
Tdecommunications Corporaion (KPTC) organs and introduced ICT sector regulation. This
was done to encourage overdl competition and endble efficiency as wdl as farness in the
Sector.

The ICT sector was growing farly rapidly in Kenya on regiond compardive terms. This
sudy found that ICT penetration in SMME sector was low despite the tax incentives for
imported complete computers.  Implementation of targeted tax incentives involved the
reduction of tax on computer hardware and software to ensure affordability by SMMEs and
low-income earners. However, the investment climaie was marked by distorted taxation that
discouraged ICT development despite high and growing demand for ICT products and
savices. Assemblers of computers and  telecommunicaions equipment had  mushroomed.
During the time of the sudy 30 percent of Kenyas computer requirements were localy
assembled, but the tariff dructure that exiged inhibited devdopment of the computer
assembly companies and other ICT products. The study reveded that Kenya's sysem hed
dlowed the tax excess burden on ICTs to be shifted disproportionately to consumers of ICT
through taxation on artime and ICT parts hence adversdy affecting ICT deveopment. This
was exacerbated by the monopoly power and poor Internet services provison by Telkom
KenyaLtd, which have adversdly affected usage and growth of the sector.

The study observed that another problem, as was the case in a mgority of African countries,
was the absence of ICT data collection mectenisms in Kenya Kenya did not conduct
nationd busness and household surveys necessary for capturing data on key ICT indicators
(eg. Internet usage by business, households and government). The adminidrative data on
ICT was dso not regularly collected by the Kenya Nationd Bureau of Statigtics. This
inhibited the policy development process in as much as addressng issues that affected the
ICT sector.
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In Kenya, one of the chdlenges affecting ICT penetration in SMMEs was the lack of
awareness of the dgnificance of ICTs in busnesses as well as lack of loca busnes
information. The study found that it was not the legidation or even lack of ICT policy that
was hindering businesses from using ICT to facilitate trade, but it was smply the lack of
firmleve ICT draegy and IT education in the busness community. There were not many
ICT applications to support the SMME sector. Large businesses and organizations could
import or buy expensve software solutions while the SMME sector required relaively cheap
software solutions to serve unmet business needs.

The Kenya ICT policy published in March 2006 did not address the needs of specific sectors.
For example, there was no atempt to anadyze the vaue of the agriculturd sector and the
information needs dong the chan and then devdop an appropriagte drategy. The dudy
observed that there was need to develop sector-specific ICT drategies to degpen the policy
process as the policy focused on developing the ICT sector. Kenya was dready developing
an ICT master plan to support the new ICT sector. However, the country was not able to
measure explicitly tradein ICT goods and services, especidly in the domestic market.

Senegal

In teems of ICT and telecommunicetions development, Senega was probably the leading
Francophone sub-Saharan African country during the time this study was caried out. The
dudy obsarved that the tdecommunications sector in Senegd had recently undergone a
complete redtructuring as a result of the privatisstion of the nationd telecommunications
operator. The new Teecommunications Act (December 2001) had replaced the 1996
Tdecommunications Act, which hed led to the establishment of the Teecommunications
Regulation Agency (Agence de Reégulation des Téécommunications - ART) as the main
player in formulating and supervisng Senegdese ICT policies, with the man objective being
that of ensuring market competitiveness.

Senegd’s advanced tedecommunications infrastructure and entrepreneurship  drive were the
factors that contributed to the ICT and tdecommunications development processes. Strategies
and political goodwill for ICT had proved to be a powerful vector for the accderdtion of
economic growth and modernization of the adminidration of the government services This
was dtributed to the championship of the Head of State, Presdent Wade, who aso
inaugurated an ICT park in Dakar during the time of this study.

The study reveded that the advanced infrastructure and different development Strategies had
made Senega a hub for etrade and other economic activities. These included the existence of
a drategy for the devdopment of Senegdese exports (STRADEX), the exigence of a
Presdentid Council on Investment (CP), Minidry of Post, Telecommunicaions and New
Technologies and Information and Communication, adoption of a new teecommunications
code in December 2001, exigence of a Regulaiory Agency on Teecommunicetions (ART),
adoption of a new code on public tenders, establishment of a nationd council on good
governance to fight corruption and misgppropriation of public funds, exigence of huge ICT
skillsin the diaspora, aswell asthe availahility of cheap and skilled workforce.

In terms of etrade deveopment, the sudy reveded that Senegd had advantages for the

drengthening of its internationd competitive podtion particulaly in the West African sub
region. Severa Senegaese enterprises were present on the European e-service markets and
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most of these enterprises had established business contacts with drategic partners egecidly
on the French market.

The study observed that one of the areas in which Senegal had a competitive advantage was
in the BPO and offshoring (BPO & O) sectors. Senega was one of the developing countries,
which was increasngly offering services ranging from engineering services to data collection
and processng to indudridized countries. Through computer design software such as
Autocad, engineering plans were being deveoped in Senegd for implementation in
developed countries without loss of qudity but & low cogt due to the avalability of skilled
and relatively chegp labour. This had further led to the establishment of business partnerships
between Senegdlese companies with clients based in Europe and the US. Other companies,
which specidized, origindly in voice sarvers, had now embarked on the establishment of cdl
centres for the nationd and sub regiona markets, hence enhancing the outsourcing business.

Some enterprises (eg. Alphacad, Africanet, etc) had embarked on the provison of computer
savices such as devdopment of software and trandation of documents for French
enterprises. The sudy showed that incressng levels of literacy with regard to skilled ICT
personnd and the magtery of English language as another officid language gpart from French
would lead to dgnificant pogtive contribution to the BPO & O sector and hence economic
growth and competitiveness.

With widesoread computerization in public offices and in private enterprises, ICT had
brought a mgor contribution to the modernization of Senegdese enterprises and in particular
SMMEs This had dgnificantly impacted on productivity, profitebility and competitiveness
SMMEs were being compdled, in paticular, to intensvely use ICT as a tool for the
improvement of their adminisration and management and for effective communication with
intermediaries and globd trading partners or dients. SMMES were dso being encouraged to
use webgtes and dl the other means of information and modern communications to market
their products and services. The sudy reveded that SMMEs development initigtives were
negativey affected by the lack of invesment cgpacity and lack of knowledge on internationd
markets This was atributed to ineffective participation in the formulaion of public policies
in the sector and the absence of a nationd coherent strategy for ICT development. This was
execerbaed by the disence of legidation on eccommerce and lack of recognition of e
signature in commerce and hence, no provision for consumer protection.

The other initiative that was obsarved as a result of this study in Senegd was mrcommerce,
which mogtly focused on the role of mobile phones for banking and carrying out transactions
and as ameans of empowering the poor to use ICTsin conducting their economic activities

The dudy showed that most of the m-commerce examples were based on partnerships
between banks and mobile operators, and the product was envisaged as a mutud value added
sarvice enhancing competitiveness. It was obsarved thet initigives towards open standards,
enabling dl mobile operators to provide access to m-banking services, would enable more
people to economicaly benefit from the services.

The study reveded that m-commerce or m-banking was one of the sectors that could have a
significant impact on the lives of the poor in Africa if properly and effectivdy managed
within an enabling environment. The findings showed that the different African countries
could enable m-commerce or m-banking to reech its full potentid through the generation of

" Africatel, AV'S and Chaka Computer.
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incdlusve policies that put more emphass on rurd coverage in tems of both infrastructure
and banking sarvices, bdancing the maket and consumer protection through effective
regulaory polices and recognisng informaion sarvices as a vital component in the sector.
However, with regard to the naure of the condrants (eg. codt, literacy, handset
specification) being faced by the sector, the study clearly showed that the use of mcommerce
was likey to remain the preserve of a few wdl-off individuds in African societies for
sometime.

1.6 ORGANISATION OF THE STUDY.

The study review has eight chapters. Chapter 2 discusses African trade regimes and trade
performance as well as ICT landscape with emphasis on the countries under study. It reviews
the trade policies African countries have gone through since the import subdtitution strategy
ega and it dso tries to edtablish the link between ICTs and trade, hence economic growth.
Chapter 3 discusses the ICT infragtructure development in African courtries and dso tries to
asess their cgpability to handle e-trade initiatives by examining African countries readiness
in devdoping etrade activities for economic growth. Chapter 4 focuses on the legd and
regulatory environment in which the African ICT and tdecommunications sector operates. It
looks @& how the ICT and tdecommunications sector reform process has been implemented
and how it has afected the performance of the sector. This chapter looks dso a how the legd
and regulatory framework in Africa affects etrade initigives Chapter 5 looks a the link
between IPRs and economic growth in Africa It adso looks a the IPR environment in the
African continent and how IPRs impact on etrade activities in Africa Chapter 6 looks &t the
developments and potentid of the African countries in BPO's and offshoring. It looks a how
African countries could use their avalable endowments to successfully implement BPO and
offshoring business activities, hence contribute dgnificantly to their economic growth. This is
done through the review of success stories from South Africa, Ghana and Senegd. Chapter 7
examines the gpplication and role of ICTs in SMMEs devdopment, with emphads on the
SMMEs dggnificance to economic development in African countries. It aso looks a the
opportunities and chdlenges faced by SMMEs in Africa Chepter 8 presents an andyss of
the African mobile market with emphass on m-commerce developments, given that Africa
registered the highest growth in the world in the past years. The find Chapter presents the
condusons and policy recommendations based on the man findings, lessons leant
opportunities and challenges from the countries involved in the sudy.
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CHAPTER TWO

ICT AND TRADE POLICIES AND ECONOMIC GROWTH

2.1 REVIEW OF TRADE POLICY ISSUES IN AFRICA.
2.1.1 Import Substitution Strategies

Beginning in the 1950s, and particulaly in the 1960s and 1970s, most developing countries
opted for import subdtitution drategies as a way of achieving economic growth. The god of
these drategies was to locdly produce consumer goods previoudy imported from developed
countries. Import subdiitution was seen as a means for revitdizing economic development
and reducing dependence on former colonid powers, by diversfying productive dructures
within the different African countries. These drategies, which were to begin with the
production of find goods and move up gradudly towards the production of intermediate and
cgpitd goods (snce most of these were dso imported for find good production), were
accompanied by redrictive externd trade policies and condderable protection for emerging
indudries. In this way, they were expected to consolidae the new-found politica
independence of certain developing countries through grester economic autonomy.

From the mid-1980s, most African countries adopted the sructurd adjusment programmes
(SAPs) with the support of the Bretton Woods ingtitutions®. These programmes were in two
pats, the fira beng the dabilization pat which sought to reduce the short-term imbaance
between supply and demand, in order to restore mgor macroeconomic baances and put
forward measures amed a curbing demand in order to reduce the mgor imbaances The
second part related to adjustment, the purpose being to reduce sedord imbalances and boost
output, particularly of exportable goods in order to restore the bdance of payments in the
long term. In this regard, the dtructurd reforms would focus on supply and its redirection in
the context of export promotion drategies. These reforms were basicadly of a microeconomic
naiure and sought to influence the abitration and investment choices of businesses according
to the requirements of the globd markets. These new development options, which marked
Africds totd depature from import-subditution drategies, sought to redirect  growth
srategies towards the externd market.

2.1.2 Trade Liberalisation Policies

Trade policies in Africa underwent maor changes within the framework of the SAPs. There
was gregter liberdization in foreign trade through the reduction of nontariff barriers and
decreases in customs levies applied to imports in a large number of countries. African
countries stopped fixing exchange rates and overvauing ther currencies and applied a series
of devauations in order to promote exports and help busnesses become more competitive.
The new trade policies adopted by African countries were pat of the new development
framework. They sought to promote greater openness in order to boost growth and encourage
the competitive integration of the African economiesinto the globaization process.

& The World Bank and International Monetary Fund (IMF)
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The reforms were not, however, entirdly successful in Africa Results were podtive because
they were higher than population growth rates and resulted in an increese in per cgoita
income. However, the growth remained ungable and the continent’s economic performance
was below the 7 percent annua rate needed to hdve poverty by the year 2015. Africa was
ale to mantan rdaive macroeconomic dability during the 1990s despite externd
imbalances and the fal in the flow of externd resources.

The outcome of these reforms fell below expectations if the continent's sectord performance
is examined. Production in both the agriculturd sector, which employs nearly hdf of the
African population and the indudrid sector, dropped dSgnificantly between the 1980s and late
1990s. The fdl in agriculturd production and the difficulties facing the indudtrid sector led
to the decline in Africa's contribution to world trade. Thus, the share of African agriculturd
products in internationd raw-materids trade dropped during this period, while & the same
time Latin American countries experienced a share rise. There was however an increase in
the proportion of manufactured products in tota exports from Africa and this was manly due
to the fact that a few countries such as Tunisa, Mauritius, Egypt and Morocco had succeeded
in diversfying their indudrid dructures and negotiating for internationd  integration  based
on the export of manufactured products®

Opening up to externd markets did not bring about a recovery in growth or more competitive
integration into the internationd economy. This conduson must be seen agand the
background of the political Stuation, which prevalled on the continent in the 1990s, with the
increase in the number of internd conflicts negaively affecting growth. 1t should dso be
emphaszed that trade liberdization efforts cannot yied results in an environment marked by
weak infragtructure as is the Stuation in a number of African countries. High transport cods,
the inefficiency of logidica services to intenationd trade and wesknesses in support
savices catanly affected the export peformances of the African economies It should be
noted thet, for example trangport cods for landlocked countries ae 200 percent higher
compared with those a the nearest port®. Also, handling costs a African ports are markedly
higher than those in the developed countries. Thus, wesk trangport infrastructures and poor
support and logidtical services certainly weekened the export performance of African
countries, heavily reducing the impact of the reforms undertaken.

With these results one has to acknowledge the poor results of the reforms initiated since the
ealy 1980s Paticulaly in Africa, the dropping of importsubditution drategies and the
choice of grester openness did not markedly boost growth or ensure more competitive
integration into the globa economy. This outcome clearly explains the latest controversy in
the economic assessment of the impact of openness on economic growth

The same process took place in the countries being studied under this exercise, Egypt (1990),
Ethiopia (1992), Ghana (1992), and Kenya (1998). These countries like most of the Africa
countries have embarked on regiond integration efforts mainly through membership in
Regiond Economic Communities (REC's) like Economic Community of West African States
(ECOWAYS), East African Community (EAC), Common Market for East and Southern
African States (COMESA) and the European Union (EU). To this end, these countries have
been implementing trade liberdization schemes since the early 1990s, but have been deaying

° See UNECA (2004), Trade Liberalisation and Development: Lessons for Africa, African Trade Policy Centre, UNECA, Addis
Ababa, Ethiopia.
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in the harmonization of their trade regimes incuding the adoption of common externd
tariffs. In spite of measures taken to integrate regiond economies, the leve of intra-regiond
trade has remained low. Mogt of these countries in Africa receive nontreciprocd preferentia
treatment, mostly African countries, under African Growth and Opportunity Act (AGOA)
and the Economic Partnership Arrangements (EPA).

2.1.3 AISI and Inter-Regional Trade in Africa.

From the African perpective, a subregiond Information Society drategy is envisaged to help
build a better knowledge environment, incresse didlogue a the highest politicd leves as well
as cregte a common vison for digitd opportunities for African countries. This is amed a
supporting regiond integration in which ICTs are envisaged to play a vitd role as dipulaed
in the AIS implementation process, through the Regiond Information Infrastructure and
Communication Strategies and Plans (RICIs).™ These strategies and plans are envisaged to
promote harmonization of nationd ICT polices and regulatory frameworks, establish open
dandards and promote interoperability and interconnectivity. This lays the required
foundation for promoting etrade through increased intra-regiond trade and integration of
African countries into the globd economy, hence regping the benefits of economies of scde
as a result of enlaged market szes. However, chdlenges ill remain with respect to
drategies a the regiond levd. Factors such as inadequate infrastructure, ineffective or
unavalability of legd and regulaory policies, limited humaen capacity, culturd and linguigtic
factors as well as politica will, are some of the factors that derall development endeavours a
the regiond leve in Africa The AIS is envisaged to play a vitd role in promoting regiond
economic integration in Africa and hence etrade. In the face of the opportunities and
chdlenges posed by the new paradigm of the globd economy, nations are moving towards
the integration of their economies with those of ther neighbours, to create larger and more
competitive regiond economic blocsand enhance internationd trade.

The 6 countries in this gudy are members of severd regiond organizations whose progress in
policy harmonization encompases factors impacting ICT devdopment. The different
regiona blocks such as COMESA are implementing on-going reforms in the ICT sector to
improve efficiency and to aitract privae investment. The Member States am to harmonize
policy changes towards an integrated ICT market. Significant progress has been achieved in a
number of areas, such as establisment of a regiond association of ICT regulators. In other
implications of regiond cooperation, members will be obliged to coordinae internationd
conventions and agreements such as the WTO Information Technology Agreement (ITA)*
Such kind of initidives have dso been developed in ECOWAS, UEMOA and SADC in
various ICT and trade endeavours eg. the Telecommunications Regulatory Associgtion of
Southern Africa now Communications Regulators Association of Southern Africa (CRASA)
(SeeBox 2.1 below).

11 See UNECA (2008), AlSI A Decade' s Perspective, ECA, Addis Ababa.

12 The Information Technology Agreement (ITA) of the World Trade Organization went into effect on April 1,
1997. The ITA isprimarily atariff cutting mechanism, which requires all signatories to eliminate customs duties
on all products listed in Attachment A and Attachment B of the Agreement and to bind these duties and charges
at zero. Under the agreement, tariffs are eliminated on information technology products, including computers,
telecommunications equipment, semiconductors, and semiconductor manufacturing equipment. The agreement
does not apply to domestic taxes, including VAT.
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Box 2.1: Telecommunications Regulatory Association of Southern Africa
(TRASA).

Regulatory authorities in the SADC region formed a telecommunications regulatory
association of southern Africa (TRASA) to hamonise regulations with the aim, amongst
others, of attracting investors, maximising the utilisation of scarce resources and promoting
low cost services to meet the diverse needs of users. South Africa is also a member of
TRASA. Whilst TRASA has fulfilled the needs of large operators in SADC by encouraging
regulators to develop regulations required to support telecommunications services including
new technologies, such as new wireless solutions, it has not explicitly focussed on SMME
development in the sector or region.

In the Eagt African Community (EAC) increesng harmonization of fiscd and monetary
policies dso impact investment and margind costs of doing business in the countries in the
region. For example, Kenya, Tanzania and Uganda implemented a common externd tariff on
January 1, 2005. This implies that if the EAC (which inducted two new Member States,
Rwanda and Burundi, in November 2006) wished to join ITA, dl the five Member countries
would have to diminate duties on ICT products a the same time. More importantly for these
EAC countries ICT policies and externd trade, it is criticd for the growth of manufacturing
exports to deveop a matching ICT framework for the region hence enhance trade and
economic growth in these countries

2.2 REVIEW OF EMPIRICAL EVIDENCE OF ICT IMPACT ON TRADE AND
ECONOMIC GROWTH.

Although evident, conclusive theoreticd and empiricad evidence explaning how the diffuson
of ICT is a catdys for economic growth and competitiveness in developing countries s ill
evolving. ICT-macroeconomicstrade links are dso being dudied. Taken overdl however,
and despite the potentid but asyet un-conceptudized benefits of ICT and e-commerce, the
litersture yields complex and contentious information on the determinants and channds of
impacts on trade and economic growth. The debate is about whether and how ICTs adoption
improves firm peformance and how the changes in performance trandate into changes in
trade and economic growth performance. Furthermore there are undetermined questions on
the role of regulation and taxation and their impact on ICT deveopment and the market. If
they stay too far from resolving market falure, they strangulate the development of ICT with
the so-cdled fiscd excess burden. The underlying debate is degpened by the lack of firm
andytica concepts or theory linking invetment in ICT to complementary investments, eg.
training and ICT-compatible ills and the state of ICT leadership, management, organizaion
and innovation.

2.2.1 Global Evidence of ICT benefits to Growth and Trade

A number of important dudies that address the impact of ICT across developed and
developing economies show that the efficiency gains enabled by ICT products and services
have led to a Szedble macroeconomic impact in poor countries  Fuss, Meschi, and
Waverman (2005), recently dudied the effects of mobile phone service penetration in 92
countries over 20 years. They found that the effects of mobile phone use on economic growth
are much more in deveoping countries as they are in developed countries. For an increase of
10 mohile phones per 100 people in developing countries, the rate of GDP growth rises by an
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impressve 0.6 pecent per year. Clake and Wadlden (2004), studied 27 high-income
countries and 66 developing countries, and found that a 1 percent increese in the number of
Internet users boodts tota exports by 4.3 percent. It dso increases exports from low-income
countries to high-income countries by 3.8 percent. A sudy by Freund and Wenhold (2004)
incduded 56 deveoped and deveoping countries for the period 1997-99, found a dgnificant
link between access to the Internet and trade growth. The sudy aso found that developing
countries with poor prelnternet access to externd trade benefit the most from connections to
the Internet.

The pursuit of globd economic efficiency, growth and trade in the ICT sector is not
universal. The principa trade instrument for ensuring a competitive ICT sarvice market is the
World Trade Organisation's (WTO) Badc Tdecom Agreement. Although more than 70
countries have made commitments under this agreement, severd have not liberdized their
markets sufficiently and most developing countries have made few commitments or none a
al asevidenced by some African countriesin this study.

2.2.2 ICTs and Productivity

Economists who link meacroeconomic performance to microeconomic impact of ICT, Wolf
(2001) and Chawdhury and Wolf (2003), for example, have found mixed results they have
found postive impacts on totd factor productivity (TFP); no dgnificant impact on enterprise
return; a negative impact on labour productivity; a podtive impact on market expanson; and
no significant impact on export performance.

After dissggregating capitd into ICT and nonICT components, it is found that while both
caegories of capitd pogtivdy afect maket expandon, only nontICT capitdl3 has a
postive impact on enterprise return and export performance. Yet, such desegregation cannot
eiminate cross dadicity impacts of ICT. Some impacts of non-ICT capitd must be induced
by ICT. The studies neverthdess dress the important question of how firms can reach or
overshoot threshold ICT invesments reative to other inputs.  The lumpiness and high
relative cogts of ICT in Africa and the capacity and pace of learning by labour to employ ICT
technology ae other factors that may conced the pogdtive dynamics of ICT-related
production, exports and growth. For example, a phenomenon such as ICT over investment
rdive to labour-ICT sKkills can occur, which would then lower the productivity of ICT-
rdlated capitd dock. In addition, ICT input is only one factor in the context of other
complimentary determinants of export performance such as country infrastructure and the
functioning of the banking system.

2.2.3 Commercial Practices and ICT/Trade Development

Other dudies that examine e-commerce and both busnessto-consumer (B2C) and business
to-business (B2B) modds yidd results that are more criticd to the devdopment of dSrategic
ICT policies at country levd. The findings of a sudy by Humphrey, Mansdl and Paré (2003)
are rdevant to Africa as these included firms in Bangladesh, Kenya and South Africa in
sectors that were dignificant to these countries in the export markets i.e. gaments and
horticulture. They reach three mgor busness-rdaed conclusons.  Firstly, that for the
gaments and horticulture sectors, it is difficult for producers in deveoping countries to use
ICT developments to change traditiond links among agentsintermediaries and reach the end-
cusomers directly. Secondly, they suggest a bi-directional causation where ICT entrenches

BNon-ICT capital includes expenditures for example on ICT training
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conventiond factors and ‘locks-in’ exiging producers and buyers in trade. And thirdly, it is
suggested that the key factors in the rdadionship are established through face-to-face
interactions, trust factors, transactions security, and prevention of cyber crime and consumer
protection. These factors ae powerful blockers preventing the indiscriminate development
and subdtitution of ICT diffuson and applications in trade, regardiess of the potentids offered
by the Internet in its form of many-to-many buyer-producer relationships. If true, ICT could
under this hypothess deepen and duder its benefits around producersbuyers dreedy in
traditiond market reations and supply chans The dtuation favours largefirms and
traditiond exports agang non-traditiona exports and lesser-known SMMEs who face clear
disadvantages in atempts to forge new buyer rdaions and confidence, compared to large
multinationds with highly recognizable brand names. Online dients may equate recognition
of a brand or company name with a measure of a firm's credibility just as they do off-line
Inability to verify the online sdler’s credentids thus ranks high amaong reasons for domestic
and cross-border reluctance to buy on line (OECD, 2002).

One important drategic question for Africa is whether to accept uncriticaly the above
hypothess.  Under it, in markets dreedy edtablished firmly (manufactured goods in African
markets and agriculturd products and garments in the developed world), ICT should then
help to despen exiding trade rdations on the B2B modd. If traditiond trade frameworks
(exporters and importers of key commodities and services (coffee, tea, horticulture, tourist
and financid services eic)) were monopolies or oligopolies it would be inefficent and
uncompetitive to support further entrenchment through ICT. If in addition, the vaue chain of
products (in coffee and tea for example) postion domestic producers to receive only a
fraction of find prices, the B2B ICT srategy would entrench inequdity and poverty. It would
be prudent to focus entry of new players aided by ICT development and diffuson of market
information that would bresk uP catds and cgpture higher domestic incomes from trade in
developing countries in Africa™  Furthermore, the empirical findings above would suggest
that projects that deliver sophidticated ICT infragtructure and digitization per se, but which
are unpretested for the country’s trade policy priorities and condraints, could be cosly but
over-rated. A country can dlocate and implement ICT investment amounts that fal to
capture  counterpat  expanson  of  production and that generate trade impacts
disproportionately smdl relative to the overal costs and impact on trade expansion.

The presence and persstence of strong buyer-producer rdationships would indead suggest
that ICT injected in domedic transgport and inditutiona arangements for trade and
coordination with buyers in the vdue chan ae higher priorities.  Furthermore, the above
conventiond factors might not generdly favor new export maket development ortline and
governm]5ents would be cdled upon to address identifisble growth and trade-rdaed market
failures.

On the import dde, B2B suggests risks in deveoping non-traditiond sources of supply or
taking up new ICT-based supply chains. Smilaly, where cartds, monopolies and oligopolies
exig, it would be prudent to test new markets This fector could be important in many

14 some countries (examples, Nicaragua, Costa Rica and Guatemala) are reaping dividends after embracing
online auctioning of coffee, see; ‘Untapped e Commerce Potential’, East African Standard, July 23, 2006.

15 OECD (2003) suggests slow growth of ICT -related B2C and B2B. In 2000 total on-line transactions were
generally 10% or less of total business sector sales and were mainly B2B. B2C were even lower, generally less
than 2% of the total retail transactions. Online transactions are mainly B2B (domestic) rather than B2C or
cross-border. The roles of small and medium sized enterprises (SMMES) lag behind larger firms in Internet
transactions.
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African countries subgtantiad imports of rav maerids and other inputs for indudtry,
agriculture and services:. However, ICT or lack of it may not by itsdf be the key factor
margindizing importersproducers  from developing countries. The sudy suggests tha a
degree of cost-saving subditution of voice teephone infragtructure with data communications
sarvices provided by Internet Service Providers (ISPs) is in progress in most of the countries,
in tandem with development of export markets in which traditional producer-buyer chains
remain locked in, i.e,, conventiona commercid links are largely retained and re-affirmed.

It is dso observed that stable customer bases matter more than the active search for new
outlets. The overdl thess is tha pos-ICT developments have left globd sourcing networks
in ther ‘busness as usud’ mode, strengthened with new ICT capabilities and that despite the
digtd divide, digitd technology is not a priority for devdoping country producers seeking
export expanson.

2.2.4 Role of Governments

As suggested in the above sections, there emerge a number of marketfalure issues that
governments can address in ICT drategy. Governments can promote the appropriate
busness environments for etrade and ICT upteke — eg. diffuson of broadband and
enhancement of ICT competition and domestic affordability.®® The productivity dilemma of
ICT-capitd stock and labour productivity assessed in Wolf (2001) and Chawdhury and Wolf
(2003) dso cdl for targeted programs that can overcome the market falure of the mismatch
between exiding <kills and avalable ICT capabiliies Development of an ICT-trained
workforce grounded in public schools would shift ICT-rdaed labour productivity upwards
over time.

In a maket-falure framework, government can dso address the issues of commercid
practices as ICT posed in Humphrey, Mansdl and Paré (2003). By setting up the requisite
inditutiond framework for offiddly publishing orHine ‘certified producers that overseas
traders can do business with, and setting up and certifying compliance with codes of conduct
for trade, contract enforcement procedures, seamless payments mechanisms efc, government
can minimize the negative impact of the lack of preexidingfraditiond trust factors This
could enhance trade from the ICT-condraining framework of traditiond busnessas-usud
methods.

A sudy by OECD (2004) poses an even bigger dimenson of market falure that governments
can address. that of ICT development denied on the demand sde by failures of government to
digitize public services'  Government expenditures typicdly provide a lage share of
effective demand in many developing countries. Delays in digitization of public services dso
delays ICT leadership, demondration effects and the ovedl devdopmentd and growth
benefitsof ICT.

16 Broadband refers to the amount of capacity (or speed of data transfer) provided on a telecommunications
network via high-speed Internet access. See OECD (2004) recommendation of the Council on Broadband
Development.

A seminar, ICT-Village Forum that the consultants attended, Safari Park Hotel, July 25 2006, focused this
issue.

26



CHAPTER THREE

INFRASTRUCTURE DEVELOPMENT IN AFRICA

3.1 INTRODUCTION

The devdopment of physcd communication infrastructure, such as transport, postd and
telecom networks ad the spreed of globd information and communication networks
immensdy fadilitates the eectronic trade (e-trade)'® processes, which are more efficient
compared with the traditiond trade practices, where extensve travel and reatively higher
cog is involved to paticipate in trade fars produce catdogues for advertisng and promotion
of products. The efficiency can be measured in terms of product or service development costs
saved, customer outreach or advertisement cogts saved and the increase in volume of sales.

Developing physcd communication infragtructure and informaion network (eg. LAN,
WAN, Web Portals)™® is an overwhdming chalenge to the least developed nations in Africa,
which have meager resources on the one hand and often competing nationd deveopment
demands on the other. ICTs when used in trade undermine traditiond national boundaries
bringing additiond chalenges to policy mekers and requiring them to review the treditiond
trade and mongay polices induding payment, transaction procedures and processes,
customs, tax collection sysem and export rules and procedures, privacy and security
protection schemes among others. Moreover, putting the necessary infrastructure, human and
financid resources, the necessary policies and regulatory frameworks to enable the actors
build the information infrastructure is an important task for policy mekers to narrow the
knowledge gap exising in various sectors of a country’s economy including the trede sector.
These chdlenges can only be addressed through the understanding of the exiding Stuations
in acountry in relation to the globd trends.

The mogt important development issues, to establish and scde up e-trade are the exigting
physcd, information and communication infrastructure in the country, not overlooking the
trangportation system, energy, poda network, radio and TV which dso fadilitate or impede
the development of business activities including trade. In this chepter the ICT infrastructure
landscepe in Africa is examined; in Section 3.2, and in Section 3.3 devdopment initiatives in
the sector that have led to a dgnificant growth in ICT in Egypt are andysed, to enable other
countries to benefit from the lessons learnt. Section 3.4 provides concluding remarks.

3.2 ICT INFRASTRUCTURE IN AFRICA

The wide availability and accesshility of ICTs has the potentid to reduce poverty in Africa
through extensond services in hedth, education, agriculture and socid sysems especidly in
rurd and disadvantaged aress and groups. These as podulaed earlier, have the capability of

1BE_Trade involves two parties, a seller and a buyer going through a trading process of products/services.
Information searching, negotiating, contracts signing, payments transaction and delivery of products/services
through an electronic media or through a combination of physical and electronic means are processes in etrade.
19 Web Portal - Commanly referred to as simply a portal, a Web siteor service that offers a broad array of
resources and services, such as e-mail, forums, search engines, and ontline shopping malls. The first Web
portals were online services, such as AOL, that provided access to the Web, but now most of the traditional
search engines have transformed themselves into Web portals to attract and keep a larger audience.
(http://www.webopedia.com/TERM/W/Web_portal .html).
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enhancing intra and inter country trede, efficiency as wdl as reducing transactiond codts,
attracting private investments and foreign direct investment (FDI) into the continent.

However, connectivity and interconrectivity are the man impediments to the diffuson of
ICTs Desiite having a number of initiatives to enhance connectivity, Africa is dill lesst
saved by tdecommunications and information technology services Fgure 3.2 shows the
vaious exiging tedecommunication infrasructure connectivity as wedl as the proposd,
planned and the required submarine cable network. These ae envisaged to contribute
sgnificantly to infrastructure development hence trade and economic growth in the continent.

Figure 3.1: Broadband Network in Africa
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Infrestructure to  support rapid development of ICTs in Africa is vey limited and
rudimentary, hence affecting trade and economic growth on the continent (See Figures 3.2
and 3.3 below). The figure indicates that South Asa and Sub-Saharan Africa are the two least
developed regionsin terms of ICT infrastructure.

It has been argued that this low development in ICT infrastructure in Africa is due to high
cods, a shortage of investment cepitd, low capacity of regulaiory authorities, poor
inditutional linkages, lack of government commitment and the date of war and cvil drife
epecidly in the Centra, Eastern and West African countries (ITU, 2003). These ae dso
exacerbated by wesk telecommunications infragtructure to support rapid development of ICT,
resrictive inditutiona sructures which are ill adapted to fecilitate these developments to
meet the huge demand for ICT services, wesk and nonrexigent regiond links to hep create
economies of scde and drive cogt of capitd equipment down. This is compounded by the
lack of other related infrastructures such as eectricity which is very unrdigble and mostly
concentrated in urban areas and the lack of human resource capecity in key areas to support
the roll out, design and explaitation of 1ICTs®

2 See | TU,(2003) and NEPAD-Infrastructure development short term action plan on http:// event -africa-
networking.web.cern. ch
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Figure 3.2: Regional Infrastructure Distribution 2005
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However, despite this low development in ICT infrastructure from a globd compardive
bass the Sub Saharan Africa (SSA) region shows sgns of growth especidly in the mobile
and Internet services indicators with a decreesng trend in the use of fixed teephony as
shown in Fgure 33 beow. The Figure reveds that Africa dands a better chance of
advancing in e-trade activities by utilizing mobile technology as well as the Internet while a
the same time increesing investments in the adoption of the broadband technology, which is
the lowest utilized technology in SSA.

Within the African continent, it has been observed that North Africa is the most advanced
sub-region in tdecommunications and ICT infrastructure development. It is wel connected
with submarine cables in the Mediteraneen and other components of the Madarabtel
network®. Liberdisation has taken place in Morocco, Tunisia and Egypt and is in the process
in Algeria (ITU, 2003). The success of these countries is mosly due to the availability of ail
and gas, which have brought about overdl rdaively enhanced socio-economic devel opment.

North Africa is followed by the Southern African region, then Centrd, Western and laslly,
the Eastern Africa according to ITU (2003) andyds. With reference to infradtructure
indicators for the sdected countries in this dudy, South Africa is the most deveoped
followed by Egypt and with Ethiopia occupying pole postion (Figure 34)

2L MAdarabtel is the network infrastructure connecti ng North African countries
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Figure 3.3: ICT Utilisation Trend in Sub-Saharan Africa
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make sure other African sates learn from the initiatives that led to the successful

devdopment of the ICT infragtructure in North Africa, the initiatives aound ICT
developmentsin Egypt were andysed in the following section.

Countries

Figure 3.4: ICT Infrastructure and usage in selected African countries in 2005
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3.3 THEICT SECTOR IN EGYPT

The Egyptian ICT infragtructure is conddered one of the most developed infrastructures in
North Africa, supported by the government's keen interest to build and maintan a modern
and rdiable infregtructure that dlows Egypt to postion itsdf among the front-runners in
tems of ICT devdopment in the African region. Teecommunications infrastructure has
improved dramdicdly during the last seven years. Fixed tdephone lines have grown
dgnificantly to dmogt double from 64 million in 1999 to 132 million in 2006. Teecom
Egypt is the nationd fixed network provider with severd mgor components, which include
access, trangmission, switching and dgnding sarvice intdligence to support the voice
savices The Tdecom Egypt switching network includes @ leest one nationd gateway in
each governorate to handle long disance cdls Each of the man towns of Caro and
Alexandria has one international gateway as well as two mobile gateways. Launched in 1988,
Egyptnet, the packet data network owned by Telecom Egypt, was the first packet switching
network in the country to offer data services to the public. Current services offered by
Egyptnet include X.25 diakup services and direct lines with access rates of up to 256 Kbps.
Also provided are Frame Relay services with access rates of up to 2 Mbps, as well as digitd
leased lines with access rates of up to 2 Mbps. Internationa access is dso available for X.25
sarvicesin Egypt.

This overlay data network provides basic services for busness cusomers and is a backbone
for sophisticated and ever growing needs of different economic activities that are mainly
related to highlevd informaion technology infragtructure. In addition to Telecom Egypt's
success in doubling its exchange capacity, it has dso succeeded in reducing the waiting ligs
for fixed phones dgnificantly (See Fgure 35 bdow). In addition to the provison of
telephone sarvices for rurd areas, which have increased from 775 exchanges in 1999 to 1140
exchanges in 2006. Telecom Egypt st as a taget the provison of telephone services to Al

Egyptian villages by June 2007.

Figure 3.5 Figure 3.6
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While Telecom Egypt is providing its services for fixed network subscribers the two mobile
operators are atracting cusomers more effectively than does the fixed lines provider. Figure
3.6 indicates the high growth rate of the mobile phone subscribers in comparison to the fixed
line subscribers, especidly dfter 2004, which was mainly dtributed to the atractive sdes
promotions offered by the two operators. This shows dso that the growth rate of mobile
phone penetration is growing sSgnificantly in comparison with fixed lines as the market of
fixed lines is reasonably saurated whilst opportunities for mobile operators ae dill
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promising with a large consumer base and growing income levels. This is true for most of the
African countries as shown in Figure 34.

Egypt currently has three mobile telephone operators, Mobinil, Vodafone and Etisdat Mig.
Mobinil was the first operator to provide GSM service in 1996 and currently has 1824 towers
covering 220 cities including 61 highways and has agreements with 240 different operators in
107 countries worldwide. Vodafone, the second mobile operator has 1718 towers covering
214 dities including 111 highways and has roaming agreements with 250 different operators
in 105 countries worldwide.

By the end of 2006, the third mobile operator Etisdat Mis was licensed to  provide 3rd
Generation mobile technology.. The company sarted operations in April 2007 and now offers
the most advanced 3.5 Generation technology.

3.3.1 The Internet Service

The Internet sarvice in Egypt Sarted off outsde the telecommunication sector, where services
were firg introduced in October 1993, by the Egyptian Universties Network (EUN) and the
Information and Decison Support Certre (IDSC) of the Egyptian Cabinet. In March 1996, a
landmark decison was teken by the government, opening the door for commercid Internet
sarvices. Represented by IDSC and Telecom Egypt, the government started developing an
Internet backbone and gateway facility to serve tweve private sector Internet service
providers (ISPs) a that time (providing commercid Internet services in Egypt for the first
time).

With the formation of Minisry of Communication and Information Technology (MCIT) in
October 1999, the Internet as well as the tdecommunication sector darted to witness a
remarkable reform process By 1998, Law 19 had transformed Telecom Egypt, the Sate
owvned incumbent operaior into a joint sock company and the government crested and
assgned dl regulatory functions to the Nationd Teecommunication Regulatory Agency
(NTRA) as an independent regulator. The newly established ministry started a number of
initiatives to expand broadband capacity and establish ardidble, fast Internet backbone.

Severd 1SPs were licensed by the NTRA to build their own data backbones and expand their
broadband capacity by obtaining separaie internationd gateways These initiatives introduced
competition in the loca Internet and data backbone market. This led to the provison of
maximum capacities and best avalable services & the minimum cods possble to the end
usars. This coincided with another landmark initiative that was introduced and backed up by
the government, Egypt's Free Internet Project. This project, which began in January 2002
pushed both Teecom Egypt and other licensed data backbone operators to expand ther
networks both in terms of capacity and coverage. This project was supported by other
initigtives such as the PC for community scheme, the Broadband Initiative, the IT Clubs, the
e-Connect Initistive and Civil Society Initistives which encouraged the paticipatiion of the
private sector in the devdopment of the ICT sector through the use of Public Private
Partnerships modd in desgning and implemerting policies for developing and renovating the
sector in Egypt.

Telecom Egypt opened its exchanges nationwide to interconnection and licensed operaors
were permitted to colocae ther equipment dl across the country. All this resulted in a

dgnificant increese in the number of Internet users, reaching 6 million in 2006 from 300,000
in 1999,
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To date, there are eight Network Service Providers (NSPs), while the number of retail 1SPs
has jumped to 190 nationwide. The totad internationa cgpecity to the Internet has dso been
exponentidly increased to reach 8.3 Gbps by November 2006.

Currently, the domestic Internet infrastructure conssts of severd backbone networks using
different technologies such as IP, Frame Rday and ATM. Eight private sector operaiors, in
addition to Telecom Egypt, are licensed by the NTRA to build and operate these networks,
providing relidble Internet services with enhanced quality. Another class of license is granted

by the NTRA to virtud ISPs renting infrastructure and providing access, content and
customer support to end-users.

Egypt dso has committed itsdf to cooperating with the edtablishment of internaiond
infredructure  projects. Egypt's privileged geogrgphica location mekes it an internaiond
tdecommunication hub in the Middle East and African region. A number of globd and
regiond fiber optic cables have landing points in Egypt and provide the country with
redundant international  links and reliable connectivity to the globd Internet leading to
sgnificant Internet capacity growth (See Figure 3.7 above).

A number of globd and regiond fiber optic cables have landing points in Egypt and provide
the country with redundant internationd links and rdiable connectivity to the globa Internet.
The fird submarine cable between South East Asa, the Middle East and Western Europe is
cdled the SEA-ME-WE and the second is SEA-ME-WE-II, which was implemented dong
the same route, but serving more countries and using digitd fiber optic technology. There is
adso a SEA-MEWE-IIl cable with extended coverage from Europe to Japan, Audrdia and
many other countriesin East Asa

It should be noted that during the year 2000, Telecom Egypt signed with the Fiber Optic Link
Around the Globe (FLAG) project, an agreement to build a locd IP peering point for FLAG
in Egypt. The peering point located in Caro, directly connects ISPs to the FLAG IP
backbone via an STM-4 link on FLAG cable. This agreement resulted in decreased prices for
internationd Internet connectivity.

Figure 3.7: Internet Capacity Growth in Egypt
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IP peaing is linked to different globd operators connected to the US and European
backbones, such as UUNet, France Teecom and the Fiber-Optic Link aound the Globe
project. Egypt's internationd Internet cgpacity is not yet fully utilized, which makes it ready
to accommodate further expansion to the domestic Internet infrastructure and usage.
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These developments have enhanced competition in the sector hence leading to a sSgnificant
reduction in teecommunication services prices. Prices for internationd leased lines have
experienced a number of successive reductions during the last three years. Prices are showing
adear sgn of the government’s commitment to link the country to the globa society.

3.3.2 ICT and Economic Growth in Egypt

The ICT sector is recelving ever-growing importance in the dructure of the Egyptian
economy. As of January 2007, estimates for the contribution of ICT sector to GDP was
around 2.93 percent according to international maket research agencies?, while this number
is tending to lower the contribution of ICT in the nationd economy, officid sources reckon
this number to be around 6%.

The Egyptian ICT market generates gpproximatdy $2.9 hillion annua revenues, dmost $2.5
billion (86 percent) is derived from the tdecommunications sector and adbout $46.8 million is
due to IT exports. The Government of Egypt is sudaning its ongoing economic and
inditutional reforms, infragtructure  development and globd integration to enhance Egypt's
competitivenessin the region and globdly.

Demand for software in Egypt grew by 48 percent between 2000 and 2004 and Egypt now
boasts of the largest software sector as a fraction of its IT sector in the region.”® Business
Monitor Internationd estimated the overdl IT market Sze to be $823 million in 2005 and the
growth of the IT sector to reach 1.2 hillion in 2010.%

During the lagt three years, the number of companies working in the ICT industry has more
than doubled, sudaining an increasng average growth rate of 30 percent annudly, which is
ggnificantly higher then growth in traditiond economic sectors in the country. As of
December 2006, the number of ICT companiesin Egypt increased to 2000.

Figure 3.8: Number of ICT companies (2002-2006)
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2 gee |DC and Business Monitor International, estimates of 2006 for more details.
% 6HH 1DC, miscellaneous country reports

% Business Monitor International, Egyptian Information Technology Report, August 2006
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Investments in the ICT sector were phenomend in the last few years and capitd investments
exceeded 17 hillions Egyptian Pounds (EGPs) in 2006 according to the data from the Generd
Authority for Invesment and Free Zones®. This is equd to nearly 16 percent of totd national
invesments in  (2005/2006)%> More detailed data in IT and Communications companies
reveds that the growth raie of the IT companies was higher than the growth of
communications companies in Egypt. Capitd investment of IT companies increased from 1
billion EGPs in 199 to 4 billions in 2006, while the capitd invesment of the
Communication companies increased from 5 hillion EGPs in 1999 to 13 hillion EGPs in
2006.

Internationa partners are increasingly more interested in the Egyptian ICT sector and recent
figures are showing that Foreign Direct Investments in this sector has exceeded 7 hillion
EGPsin 2006, making foreign contribution around 41percent of total investments”.

Although the numbers of invesments are impressive, there is a long way to go before a
rdevant increese in the volume of invesments is achieved as required to meet the
information base and human resource development objectives of Egypt's plan to revive the
ICT sector. This would require the pooling of financid resources from both the government
and the private sector. This impressive devedopment has been achieved mostly through
invesments in ICT and tdecommunications infrastructure, such as submarine cables which
have led to improvements in communications and reduction in cods of ICTs and
telecommunications.

3.4 CONCLUDING REMARKS

The main objective of this chapter was to assess the ICT infrestructure avalable in the
African continent and examine if it is ale to handle etrade initiatives. The study reveds that
Africa is the leest developed in terms of ICT infrestiructure and this has mainly been due to
week African governments commitment to infrastructure development as wel as wesk
capitd investments in the sector. Despite these chdlenges, some African countries stand out
in the use and investment into the sector. These are mogily North African countries and in the
other sub-regions, only South Africa has world class ICT infrastructure which contributes
dgnificantly to economic growth and development of these countries. Egypt, as a case sudy,
provides lessons on the sgnificance of deregulations and economic reforms in the ICT and
telecommunications sector, which have encouraged comptition, reduced
tdecommunications prices, increesed efficiency in the sector and contributed sgnificantly to
economic growth. The government has dso underteken different ICT initiatives, which have
crested momentum for ICT use in the Egyptian society. African countries could learn from
these initiatives to enhance investment, awareness and usage of ICTs in their countries. Egypt
has invesed in severd interndtiond infrestructure projects and its domedtic  Internet
infrastructure consigts of severd backbone networks using different technologies

25 General Authority for Investment and Free Zones, Preliminary estimates for 2006
26 According to the data of the Ministry of Economic Development the total investments in (2005/2006) was gpproximately 113 billion EGP
27 See Genera Authority for Investment and Free Zones, Preliminary estimates for 2006
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CHAPTER FOUR

ICT AND TELECOMMUNICATIONS LEGAL AND REGULATORY
ENVIRONMENT IN AFRICA

4.1 INTRODUCTION

The growth of eectronic business transactions in recent years has raised concerns about the
incondgtency and inadequacy of the exiging legd and regulaory regimes in deding with
issues that dectronic commerce rases. Most commentators have noted that ironicaly it is the
lack of a subgtantid legd and regulatory framework that has made the unbrided growth of
eectronic commerce possble, as the gpplicaion of too much traditiond regulaion would
otherwise diifle growth.?® This thinking led to the deregulation and transformation as well as
introduction of new legd and regulatory frameworks in most developing countries.

Until recently, the ICT market was dominated by monopolies of fixed tedephone sarvices,
mogly provided over a badc access nework in developing countries. However, the rgpid
development in the ICT sector has brought about new chalenges for the regulators globdly.
Regulators and policy makers around the world are looking a cregting responsve and
dynamic policies and regulatory frameworks that address issues raised in a liberdized and
converging ICT environment. No one formula exiss, as the ultimaie objective of ensuring
efficient markets and efficient use of resources depend on adminidrative, legd, culturd and
socid framework in a given country. However, a comprehensve legd and regulatory
framework amed a “fadilitating” ingead of “drictly regulaing’ e-commerce or e-trade has
to bein place to facilitate the contribution of e-trade to the nationa economy.

The legd and regulaory environment ensures that there is order to make the
tdecommunications sector more competitive hence dlowing the new economy to yidd gans
for the developing economies. The lack of a legd framework to address problems of vdidity
of eectronic transactions is a Sgnificant barrier to the growth of e-trade.

Regulaory reform or deregulation in the telecommunications sector implies changing the
legidaion that governs the sector, a reduction in government intervention, and dso andyzing
the inditutiond sat-up and use of policy ingruments. This has moved a a dow pace in
developing countries especidly in Africa The nature of the tdecommunications industry is
such that government controls are essentid in order to enforce a fair, competitive and
efficient environment. This is due to the importance and centraity of the telecommunications
sctor in the economy. A maor component of deregilaion is the edablishment of an
independent  regulator, which is immune to politicd or economic influence and operaes
independently of service providers. Deregulaion is therefore essentidly about changing the
laws that govern telecommunications and creating and empowering bodies to enforce the new
legidation. However, for deregulaion to be beneficid to the economy, the regulaory regimes
need to be trangparent, coherent and comprehensve, spanning from edtablishing the
appropriate indtitutional framework to liberalizing the telecommunications sector.°

This chepter discusses the legd and regulatory development processes amed a improving
the efficiency and development of the ICT and telecommunications sector as it contributes to
e-trade. The next ®ction examines how the ICT and tdecommunications sector was affected

% See Anil and Tan, Legal Regulatory and Policy Issues of E-commerce in Asia on www.apdip.net/asian-forum.
» See OECD (2004), Regulatory Reform in Germany, OECD.
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by economic reforms and tries to establish why the different African countries have not fully
benefited from these reforms in the provison of ICT and tdecommunicaions services.
Section 4.3 andyses how the legd and regulatory developments in the sector have affected e
trade in South Africa and Egypt. This is substantiated by Section 4.4, which looks a the
development, implementation and implications of the legd and regulaory issues by Kenya
Kenya is sdected because it portrays a more comprehensve picture of developments
regading ICT and tdecommunications deveopments, which ae patly or entirdy
experienced in dmogt each and every country in Africa

4.2 ICT AND TELECOMMUNICATIONS SECTOR REFORMS

An important sep in pro-competitive regulatory reform in the ICT and telecommunications
sector occurred in the late 1980s and in the 1990s in mogt Africen countries. In these
countries, this process was implemented through the dructurd adjusment programmes
(SAPs) initisted by the World Bank and IMF to deregulaie and dabilize the African
economies. Recognising the relevance of the ICT and telecommunications industry as a key
pat of developing countries economies and of criticd draegic importance for economic
competitiveness, these policies were implemented in these sectors as well. This was done
through privatization and deregulaion polices in the sector with the am of maket
liberdization in these African countries. This was deemed to end up not only by beng
beneficid to consumers due to improved prices, choice, qudity of service and widened
product range, but dso overdl economic devel opment.

A combination of the poor hidoricd peformance of the public enterprises which hed
traditiondly been running the sector, fiscd criss dowing down government financing of
ther invetment deficts and new opportunities dlowed by technologicad progress have
resulted in mgor inditutiond changes in the sector. In the 1990s mogst of the African
countries essentidly embarked on the process of adopting new laws amed a liberdizing
telecommunications, which have been implemented a least partidly through privatization of
the higtorical operators. In most African countries, this deregulation process led to the
separdtion of Posts and Telecommunications Corporaions into three public enterprises, in
which operaiond functions were separated from regulatory ones. The Postd services were
separated from the telecommunication services and this process led to the establishment of
independent  Regulatory  Authorities (RAs) with the overdl responghility of regulating the
communications sector. The RAs are modly responsble for licenang telecommunications,
posd and broadcesing operaiors, sdtling digputes among  operdtors,  goproving  tariffs
promoting and monitoring free and far competition, dlocating and managing the radio
frequency spectrum, managing the numbering plan, goproving the types of termind
equipment and protecting the consumers among others. Accordingly, the am of market
liberdization in Africa is not only to redise consumer benefits such as improved prices,
choice, qudity of service and widened product range, but dso to facilitate overal economic
devdopment in different countries. The governments recognize that invesment in
communications infrastructure and sarvices, incduding broadband, will manly come from the
private sector and pro-competitive regulaiory reform is seen as the mogt effective way of
dimulating such private sector investment and innovation, hence contributing significantly to
e-trade and economic developmerntt.

The god of the tdecommunication liberdization process was dso to gradudly introduce
competition. The diffuson of mobile technology and the opportunities for other technologica
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changes forced competition into the sector in many countries. Most African countries have
some degree of competition dthough often with redrictions. The tdecommunication reform
process was mainly directed at cregting an environment that could foster a massive expansion
in the coverage and capabilities of the information infragtructure networks, with nationd
telecommunication regulators as the key implementers of the reform policies.

One important issue is how privatization fits into a reform process and what the sequence of
reforms should be In the ealy 1990s many influentid advisrs recommended Speedy
privatization in Eastern Europe and the former Soviet Union, as the only redigtic method of
reforming state-owned enterprises. As a result, there was much debate on sequencing of
reforms, which focused mainly on corporate governance and macroeconomic conditions, but
rarly on microeconomic industrid sructure or ingitutiond issues® In particular, those early
debates dmogt completely ignored issues of competition and regulation. By the end of the
1990s, reformers recognized that ignoring the inditutiond and competitive framework was a
mistake and conventiona wisdom held that a regulatory framework should be in place prior
to privatization. However, dosent from any of this debeate, has been the empirica evidence on
how the sequencing of reforms might metter.

Degpite dl these developments, there was no foresght on the implications of the decisons
especialy with reference to Africas initiatives towards etrade. This would have ensured that
dl the decisons that were being made would have been amed a cresting a conducive
environment for e-trade invesments in the future. This sudy observes that, with reference to
economic reforms in the telecommunications sector, more emphasis has been on creding a
conducve environment for telecommunications invesments through fostering competitive
market environmentsin African countries with little emphasis on implicationsfor etrade.

4.3 LEGAL AND REGULATORY FRAMEWORKS AND E-TRADE

From the study, it can eadly be obsarved that, of late, countries like Egypt, Republic of South
Africa (RSA) and Kenya are among the few countries that have embarked on regulations
pertaining to creding a conducive environment for e-commerce activities Among the
countries studied, Egypt and RSA ae the only ones tha have gone far ahead in terms of
devdopments rdated to etrade with regad to credting conducive legd and regulatory
environments. Like many African countries, until the 1990's, al the communication networks
or initiatives were regulaed by one Teecommunication and Pogtd department or inditution,
as is dill the case with countries like Ethiopia (See Box 4.1 beow). In the 1990's, necessary
deps for modernizing and reforming the tdecommunications sector were issued in order to
st the regulatory framework for the sector and to provide a clear and supporting environment
for operating in the telecommunication activities as stipulated in the previous section.

With reference to e-trade, these countries have moved ahead of other African countries
especidly in terms of cregting a conducive legd and regulatory environment fuelled by the
redization tha on-line procurement and supply chan management can trim costs and
improve customer reationships. Egypt and RSA have even moved further ahead of most
African countries by issuing and agpproving the e-Signature Act (2004) and the Electronic
Communications and Transactions Act  (2002) respectivdly. These laws  provide

%0 See Scott W (2002) Does sequencing matter? Regulation and Privatisation in Telecommunications Reforms,
Policy Research Working Paper 2817, World Bank.
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comprehensve legidation outlining the governments commitments to developing dectronic
transaction processes. They adso address some of the legd issues of contractud arrangements
underteken online such as  dectronic  Sgnaures,  cryptography, — authentication-service
providers and consumer protection. The dudy reveds tha in RSA, the Act dso provides for
the appointment of cyber inspectors who have the power to ingpect webstes and report
unlavful  ectivities on them, invedigate the activiies of cryptography providers and
authentication service providers and audit critical datdbase adminidraiors. While in Egypt, a
the time of this gudy (2006-007), the cyber crime lav was being drafted to help confronting
the different forms of illegal accessto information services on the Internet.

Box 4.1: TheEthiopian Telecommunications Cor poration (ETC)

ETC is an autonomous stateowned and sole telecom operator and Internet service provider in the
country. According to the ETC's annua dtatistical bulletin, (ETC, 2006) ETC has 904
telecommunications service stations. The number of fixed telephone subscribers under al
categories (residential, business, government) has reached 725,046 in 2005/06 revealing an 18.8
percent increment over the previous year. Mobile subscribers are 866,700 showing a growth rate
111 percent over the previous year. Telecom penetration, (Tele-density, number of telephone
subscribers per 100 inhabitants) excluding mobile phones was 0.98 in 2005/2006 fiscal year. The
telecom penetration (fixed + Mobile) is 2.14.

However there is a strong argument among the ICT professionals and other stakeholders that the
telecommunications sector has to be liberalized at least partially, to contribute towards trade and
economic growth. But the issue is not resolved until to date.

This study team has found out that there is unpublished communication policy document, Ministry
of Infrastructure, Letter of Communication Policy, August 2004 that is being used as working
policy document since August 2004.

For Ghana and Kenya, the drafting of these laws is under different stages of the legidation
processs. For example Ghana has drafted the Tedecommunication Bill, Electronic
Transactions Bill and the Nationd Information Technology Agency Bill while Kenya has
drafted the Kenya Information and Communications (KIC) Bill (2006). These Bills ae
expected to address issues induding, recognition of dectronic records, eectronic sSgnatures
required in dectronic transactions, licenang of certification services and dectronic  fraud.
Thee legd and regulaory deveopments if successfully completed, are expected to support
and boogt etrade and e-government services in these countries

In the next section an andyss of the legd and regulatory reforms as regards ICT and
tdecommunications devdopment in Kenya is provided. This andyds presents the picture of
the devdopment stages mogt of the African countries have gone through and why the reforms
have not been sgnificantly effective in mog of the countries.

4.4 ICT TRENDS, POLICY AND REGULATORY ISSUES IN KENYA

The man ICT sub-sectors in Kenya are the public telecommunications sector, public
broadcagting sector and organizationd networked applications and services sector. The public
telecommunications sector includes dl the mobile and fixed tdecommunication service
operators, Internet sarvice providers and other data communications operators that offer
savices to the public, often a a fee. Smilarly, the public broadcadting sub-sector includes dl
radio and televison broadcasting Sations that offer services to the Kenyan public. The third
caegory of organizationa networked agpplications and sarvices sector (sometimes cdled the
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information technology sector as it includes PCs software and LANS) includes dl vaue
added service providers as wdl as the private voice and data networks that are interconnected

usng the public networks. Such private networks support services offered to both internd
and externa customers, for example e commerce services.

Kenya has had a regulatory framework for the public communications sector with limited
oversght for the broadcagting sector since 1998 when the Kenya Communications Act (1998)
became operationd. Unfortunately, the regulaiory framework does not include other ICT
savices and applications and no explicit nationd ICT policy hes addressed the non
communications sector of ICT and yet, dl of the three categories identified above contribute
to the effective utilizetion of ICT for ICT-facilitated trade.

4.4.1 Trends in telecommunications policy, legislation and regulation 1998-2006

Prior to 1998, the then Kenya Posts and Telecommunications Corporation (KPTC) controlled
dl the tdecommunication services in the country. The monopoly powers by the KPTC had
been egtablished under the Kenya Posts and Telecommunications Act after the breakup of
the East African Community in 1977.

As was the case with most African countries, the trade reforms of the 1980s and 1990s dso
affected the telecommunications sector in Kenya In January 1997, the Government of Kenya
published the Posd and Tdecommunications Policy guiddines tha among other things
intended to liberdize the tdecommunicaiions sector and to separate the postd and
telecommunications services. In 1998, Parliament enacted the Kenya Communicetions Act
(KCA 1998), which is 4ill being used to regulate the posd and communications services in
Kenya This KCA (1998) led to the creation of the following companies and ingditutions from
KPTC: the Telkom Kenya Ltd (TKL) which was incorporated under the Companies Act, the
Postad Corporation of Kenya (PCK) established under the Posta Corporation Act (1998), the
Communications Commisson of Kenya (CCK) which is the independent regulator of al
communications sarvices (e tdecommunications and podd sarvices), the Nationd
Communications Secretariat (NCS), which is the communications policy advisory think-tank
within the government minisry responsble for communications services (currently the
Minigry of Information and Communications) and the Appeds Tribund, which is a
specidized tribund to resolve disputes amongst operators or between CCK and the regulator.

All the regulatory and advisaory indtitutions created by KCA 1998 (i.e, CCK, NCS and the
Appeds Tribund) are funded directly by the communications sector through the license fees
collected by the regulator. The regulatory and policy inditutions have been in operdtion snce
1999.

The sudy notes that KCA (1998) was for regulating the communications sector and not the
umbrdla ICT sector. This included assgning licensng tdecommunications operators,
Internet service providers and even Cyber Cafés and other value-added services providers®

CCK in conalltaion with the doakeholders developed the Kenya Communications
Regulations (KCR) 2001, which detals the licensang, pricing, interconnection, universd
access and competition reguletions.

3 See http://www.cck.go.kefor more details.
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Although the man objective of the KCA (1998) was to fully liberdise the
tedlecommunications sector, the government granted the incumbent telecommunications
operator, Telkom Kenya Ltd, an exclusive license for a period of 5 years up to June 2004 for
loca access, naiond telephone and Internet backbone networks, VSAT and dl internationd
gateway services. This means tha the fixed tdecommunications and the Internet backbone
infragtructure and services remained a monopoly up to June 2004. The rationde for granting
this exclusve right was to accord TKL time to be able to adjust to a competitive business
environment that was being created. Unfortunately, the expected reforms had not yet
occurred by December 2006 and this has had a negdive impact on the growth of fixed
tdlecommunication network ad Internet saervices, both of which, are very essentid for e
trade development in Kenya.

Table 4.1: License fee categories and number of licensees in year 2004/2005

License category Initial License Fee (US$) [Number of licensees
(2004/2005)

1. National Fixed Operator License Bid price 1

2. Celular Mobile Operators Bid price 2

3. Locd Loop Providers Ksh 200,000 13

4. Regiona Telecom Operators Ksh 15 million 1

5. Public Data Network Operators Ksh 1.5 million 14

6. Commercia VSAT Hub operators Ksh 15 million 6

7. Internet backbone and gatewaylKsh 15 million 6

operators

8. Internet eXchange Points Nil 2

9. Internet Service Providers Nil 72

10. Cyber Cafés Nil 90

Source: CCK Web site at http://www.cck.go.ke

On the other hand, Safaricom Ltd and Gdtd Kenya Ltd have operated as a duopoly in the
provison of mohile services in the country up to the time this dudy was being caried out
2006-2007. Ths means thet the origind intentions of KCA (1998) of liberdizing the
telecommunications sector and even the mobile phone sector have not yet been fully redized.
Although CCK had promised to issue unified licenses to dl the operators by January 2007
after licenang the Second Nationd Operator, this has not yet maeridised. This in effect,
means that the man objective of KCA (1998) to fully liberdizing the communications sector
has therefore not yet been achieved in practice.

Apart from the large fixed and mobile operators, the regulator has over time licensed other
operators (local loop operators and regional operators) and service providers. Table 4.1
summarizes the different classes of licenses granted in the past 5 years. It is worthy noting
that fewer than 50 percent of the ISPs are operational and none has more than 100 customers.
Internet services have thus not grown as much as the mobile phone services, in part, because
businesses and government are not yet intense users of ICT applications and the Internet as
reveded by the data.
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4.4.2 Implementation of the Kenya Communications Act and Associated
Regulations

Although the Kenya Communications Act (1998) was amed a liberdizing the sector, it ill
conferred discretionary  authority to the Miniser respongble for Communications on when
different sub-sectors would be introduced. For example, the exdusvity period of 5 years
granted to the incumbent operator Tekom Kenya Ltd, means that full liberdization was

going to teke a leest 5 years to be achieved. Smilaly, the duopoly datus of the mobile
operators was not alowed by KCA 1998.

Some of the mgor aspects of the KCA (1998) that were only patidly implemented have
been identified in Table 4.2 bdow. The second nationd operator (SNO) license is yet to be
issued dmost 9 years after the KCA (1998) was operationd.

Table 4.2: Examples of partia implementations of KCA 1998

The Act The Reality Comment

Full-liberalization 5 year -Exclusivity of TKL for |Time to change from monopoly;
period 1999-2004 tariff rebalancing period

No monopoly or duopoly Mobile operator duopoly Licensing of 3rd Mobil e operator

delayed

Price regulation for monopoly |No leased line or Internet | SPs won the appeal in June 2004

services bandwidth price regulation of
TKL

Transparency of tariffs Transparency requirement not  |Lack of transparency distorts
enforced competition

Source: Author Analysis

The monopoly datus of the fixed telecommunications operaiors was a mgor barier to the
growth of Internet usage. For example, the digitd leased line network necessary for Internet
sarvices has had limited reach because of lack of invesments. Conseguently, the leased line
prices have remained redively high for the period snce 1999. Fgure 4.1 shows the prices of
digitd (64kb/s and 2 Mb/s) lines during the monopoly period from 1999-2004. During this
period, it is noted that the prices were not fdling in any sgnificant way. In February 2007,
the incumbent operator reduced the digitd leased line prices by 50 percent because of
competition from other licensed leased line providers that emerged after the monopoly
period.
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Figure 4.1 Prices of digital leased line by the incumbent operator
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Mog of the leased lines are ill concentrated in Nairobi (80 percent) and there is very limited
geographicd disperson of Interret services as shown in Figure 4.2 beow. Lack of full
competition and incentives for extending services to other urban centres and rurd aress hes
led to the limited growth of Internet services However, mobile operators currently covering
about 80 percent of the densdy populated aress of Kenya have introduced mohbile did-up
Internet  services, which are expected to increase the geographicd disperson of Internet
sarvices in the country.

Figure 4.2: Geographical dispersion of leased lines in Kenya
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Ancther factor that has contributed to the high Internet tariffs in Kenya, especidly for leased
line based Internet sarvices required by budnesses and inditutions (eg. hedth and
educaiond inditutions), is the licenang regime adopted by the Regulator which has created a
hierarchy of Internet access providers as shown in Figure 4.3 below. This figure depicts how

43



the inditutiona structure contributes to increeses in the cost of Internet services to end-users
without adding vaue. In fact, the qudity of Internet services is reduced because of the large
number of customers who share the satdlite bandwidth. Moreover, there is a large variaion
in the Internationd bandwidth prices ranging from $625 per megabytes per second (Mb/s) to
over $3000 par Mb/s. The average Internationd purchase bandwidth price is $2,200 per
Mb/s, which means that the dominant Internet gateway operators are dill purchasing
bandwidth a about 3 times the minimum cogt of $625. These high codts are passed on to the
customers & a profit without any dgnificant vaue addition and can only be reduced with
increased competition of International gateway operators. It is noted that the average price of
a low-qudity 1 Mb/s Internet connection to an end-user is $5,200% It is therefore clear that
the licensing regime has a large effect on quality and price of Internet bandwidth to the end
users. (See Figure 4.3 below).

Figure 4.3: Hierarchy of Internet access providers

Source: Kenya | nternet Market Analysis Study 2006

CCK aso introduced the Kenya Regulations in the year 2001. This was the subsidiary
legidation that is used to regulate prices, interconnection charges, and competition in the
telecommunications sector. Although the regulations state that any monopoly services are
subject to price regulations, the prices of digital leased lines were never regulated during the
monopoly period. It is observed that this had a huge impact on growth of Internet services in
Kenya because most small businesses found it expensive to have a leased line connection.

¥ Seethe Kenya Internet M arket Analysis Study 2006 for more details.
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Another example of partial implementation of regulations was the requirement in the KCR
2001 regulations that the dominant operator in the communications sector be gazetted. This
has not yet happened despite the fact that one of the mobile operators is clearly the dominant
operator by virtue of revenue generated. This has affected the way interconnection charges
are established because the dominant operator is required to use only cost-based
interconnection charges. Table 4.2 above highlights some of the important aspects of partial
implementation of the Kenya Regulation of 2001. It seems obvious that the partia
implementation of both KCA 1998 and KR 2001 have had a negative impact on the growth of
telecommunications services and especially Internet services and applications.

In addition, partia liberalization had left mobile tariffs unchanged for a long period until
2003 as shown by Figure 4.4 below. The 2006 tariff data suggests that mobile charges are
starting to fall due to changes in interconnection agreements and the planned licensing of the
second national operator, which was expected in January 2007.

Figure 4.4: Trends in Mobile Tariffs in a Duopoly
(Mobile Phone price of 3 —minute loca cdl off - peak in US$)
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4.4.3 Convergence of computing and telecommunications and Kenya ICT Policy
2006

The ICT policies and legidation prior to 2006 had focused only on data pipes (layer 1 of the
TCP/IP protocol stack) and had not addressed the needs of networked gpplications providers
or content providers. For example, Kenya does not have a policy on ICT professonds,
software platforms (open source or Microsoft), loca content, or financing of |1CT-based
Smdl and Medium Enterprises. Furthermore, the lack of egovernment applications to
support  Government-to-Citizens  (G2C), Government-to-Business (G2B) and  internd
Government-to-Government  (G2G) interactions has dgnificantly curtailed the growth of the
ICT sector in Kenya For example, in December 2006, the government released the nationd
primary school examinations results via the Internet and dl the ISPs experienced an increase
in Internet traffic. The Kenya Revenue Autharity is dso increesingly using the Internet to
interact with busness and individuds for taxation and this has increased loca Internet traffic
at the Kenya Internet Exchange Point (KI1XP).
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It is to be expected that the implementation of the egovernment strategy of 2004 will have a
more sgnificant effect on the growth of the ICT sector than any other policy or legidaion
that will be introduced. Smilarly in the business sector, andyss of the Kenyan networked
readiness index and the ICT in busness indicators in the SME sector shows that the barriers
to the use of ICT to facilitate trade in Kenya cannot be addressed by either the current Kenya
ICT policy (2006) or the proposed Kenya Information and Communications Bill of 2006. The
ICT policies mugt address the business value chain for them to have a sgnificant impact. In
addition, it appears tha busness and leadership issues in different organizations in Kenya
must be addressed by the ICT policy dongside the technologyy issues™.

Anadyss of KCA (1998) and the associated Kenya Communications Regulations 2001 (KCR
2001) demondrated that they were adequate for achieving full liberdization of the
telecommunications sector, however, nether the KCA 1998 nor KCR 2001 hed been fully
implemented yet the country had experienced tremendous growth in mobile telephony and
mobile Internet (about 300,000 customers in less than 1 year). It might gopear that a new
KIC (2006) Bill was unnecessary from a telecommunications and Internet perspective.
However, the KIC (2006) addressed the mogt dgnificat issues in rddion to etrade. It
introduced legidaion on information technology, which was mising from the KCA 1998
Act. This would address issues such as the recognition of eectronic records, dectronic
sgnatures required in eectronic transactions, and licenang of cetification services. This is
the legd framework required to support ecommerce or etrade and egovernment services. In
addition, the Bill dso recognized eectronic fraud and introduces changes in the Kenya pend
code. This new regulatory environment would make it easier to use ICT to facilitate domestic
and internationa trade. The Bill dso dedt with the establishment of a new Universd Service
Fund that would ensure that ICT services were extended to rurd aeas, hence promoting
accessto ICTs by the rurd people.

4.5 CONCLUDING REMARKS

In this chapter, it is observed that dthough most African countries had liberdized the ICT and
telecommunications sectors most of the activities pertaining to the development of the sector
had not been fully liberdized, meking the countries fal to fully benefit from the liberdization
policies put in place. The study aso reveded that except for South and Egypt, most of the
Africa countries had not established laws and regulations that could enhance etrade. In most
of these countries, drafting of these laws was a very early dages of the legidation process,
hence dowing down the growth of e-trade.

* Seerthe Kenyan country study for more details.
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CHAPTER FIVE

INTELLECTUAL PROPERTY RIGHTS

5.1 INTRODUCTION

Knowledge is a public good, nonrivd in consumption and nonprice exdudable From
economic theory, such goods will not be provided a an optimd and socidly desrable levd 3
A common intervention to correct this undersupply is contained in the definition of property
rights that will alow private investors to harvest the profits generated by their efforts rather
than sharing them with free riders. Such interndization of externdities provides incentives
for further innovation. Sll, the new knowledge produced by some sector research and
deveopment (R&D eg. agriculture), is not dways a pure public good.

Intellectud property rights (IPRS) are intended to adlow rightholders to price ther products
above the magind cost and hence recoup ther initid resarch invesment. Such exclusve
rights creste incentives for the performance of R&D leading to innovation, while impeding
the dissemination of new technologies and innovations. IPRs tend dso to support the
concentration of the indudry, but some innovations can dso have deconcentrating effects
(Lesser, 1998). The theory does not offer clear indications as to which effect dominates: it is
clearly an empiricd question. On one hand, it is because it is strongly argued that IPRs are
necessary to simulate economic growth, which in turn, contributes to poverty reduction. By
dimulating invertion and new technologies, they will incresse agriculturd or indudrid
production, promote domesic or foregn invetment, fadlitate technology transdfer and
improve the avalability of medicines necessry to combat disease. While on the other hand,
it is agued tha IPRs do little to dimulate invention in developing countries because the
necessary human and technicad capacity may be absent. They are ineffective a stimulaing
research to benefit poor people because they will not be dble to aford the products, even if
devdoped. They limit options of technologicd learning through imitation; they dlow foreign
firms to drive out domedic competition by obtaning paent protection and to service the
market through imports rather than domestic manufecture, and they dso lead to incresses in
the cods of essentid medicines and agriculturd inputs, hence affecting poor countries

negatively.

This chapter interrogates whether PR regimes assst developing countries in obtaining access
to devdopment oriented technologies and hence enhance trade. The crucid quedtion is
whether or not the extenson of intdlectud property regimes asigts developing countries in
obtaining access to such technologies and whether and how intdlectud propety rights
protection might help developing countries to achieve economic and socd development
through technology innovation and development hence reduce poverty.

5.2 IPRs AND ECONOMIC GROWTH

Higoricdly, nationd paent sysdems were put in place to support domedtic indudtrid
devdopments. However, the increese in internationd trade and the advent of new,
information based products and services, led multinationd companies (MNCs) to request

3 Seethe report of the Commission on Intellectual Property Rights: Integrating Intellectual Property Rights and
Development Policy, London, September 2002.
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internationd policies that would help protect thelr proprietary information. In this case, the
WTO Agreement on Trade-Related Aspects of Intellectud Property Rights (TRIPs) sets

minimum standards for IP protection in WTO member States (Leger, 2005).

Trade policies have contributed to economic and socid devdopment through these laws that
protect intdlectud property. These laws are modly amed a promoting credtivity, aitracting
foreign direct invesment (FDI) and encouraging far-trading, gpart from according detutory
expresson to the mora and economic rights of cregtors for their innovations.

IPRs ae generdly consdered an efficient inditution to stimulate innovation. IPRs protect
inventions, scientific discoveries, copyrights, patents, trademarks, indudrid desgns and, in
some cases, traditiona knowledge and folklore. They are criticd tools in commerce, wedth
and knowledge generation. Strong IPRs should provide incentives for innovaion and expand
invesment and technology flows to deveoping countries. Although granting monopoly rights
for an invention would impede its dissemination, under-provison of protected goods and
monopoly digortions are usudly conddered acceptable codts in order to promote the credtion
of new knowledge and the increese in societd welfare that it brings (Leger, 2005). Many
researchers question this podtion and maintan that IPRs do not play an important role in
dimulaing innovation in deveoping countries and that the drengthening of IPR  bendfits
indudridized countries while hurting developing countries. There is condderable uncertainty
on the effects of strong IPR in developing countries.

Economists are dso now very aware of wha they cal transactions costs.  Edablishing the
infrastructure of an IPR regime and mechanisms for the enforcement of IPRS, is codtly both
to govenments and private dekeholdes  In developing countries, where humaen and
financid resources are scarce and legd systems not well developed, the opportunity cods of
operating the sysem effectivdly are high. Those codts include the costs of scrutinizing the
vdidity of dams to paent rights (both a the agpplication fage and in the courts) and
adjudicating upon actions for infringement. Congderable cods ae generaed by the inherent
uncertainties of litigation. These cods too need to be weghed agang the benefits arisng
from the intellectud property system.

Thus the value of the patent system needs to be assessed in a balanced way, acknowledging
that it has both costs and berefits and that the baance of costs and bendfits is likdy to differ
markedly in diverse circumstances, which means that there is a need for baance. Too much
protection by copyright, by other forms of intdlectud property protection, or by technology,
may redrict the free flow of ideas on which further progress of ideas and technology depends.
For developing countries, affordable access to works essentid for development such as
educationd materids and scientific and technicd knowledge may be affeced by unduly
strong copyright rules.

Table 5.1: Patent Filings in Africa compared to India and China

Country PCT International Applications 2006

Algeria 4
Egypt 4
Kenya 3
Morocco 5
South Africa 137
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Sudan

Tunisia 2
India 503
China 3826

Source: WIPO Patent Report 2007

| Table 5.1 reveds that there are very few gpplications from African countries. For example,
Kenya filed only three applications, most probably not because of a death of paentable
rights, but this could be modly aitributed to lack of awareness of what is patentable from
these African countries. Most of the countries, businesses and individuds capitdise on IPRs
to create wedth, foster development and, of course, ward off imitators and copycats. This is
evidenced by Sauth Koreaand China.

Table 5.1 dso provides an overview of the evidence that countries which embrace IPRSs, grow
fager. It is no accident, for example, that the largest number of internationa patent
goplications receved by the World Intelectua Propety Organisation (WIPO) from
developing countries in 2007 were from South Korea (7,061) and China (5456) which are the
fast growing economies in the world. The only Africa countries that were in the group that
followed these countries were South Africa(390) and Egypt (41).°

53 IPRs and e-Trade

The most sgnificant issue of interest in this chapter is how IPRs impact on e-trade. It is
argued that if IPRs are to benefit developing countries that benefit will need to come through
promoting invention and technology innovation thereby enhancing growth. This is done
through IPRs connection to FDI and trade snce many producers of intelectud output are
engaged in both domestic and foreign markets. As a result of the existence of risks of
unauthorized copying and imitation both in domedic and foreign markets, countries where
IPRs are wesk, incentives to market (through trade and FDI which are vitd for technology
inflow and resource accumulation) might aso be wesk and these week IPRs may adversdy
affect incentives to innovaie and produce thereby affecting the potentid to export and invest
abroad.® This means tha for the developing countries, IPRs can play a role in atracting
foreign trade and FDI hence leading to technologicd trandfer and domedtic innovation, as
well as fostering a country’s potentid to export and invest abroad. The most crucid issue in
respect to IPRs is how they hinder @ help developing countries to gain access to technologies
that are required for these countries development. Through this technologicd trandfer as a
result of IPRs which simulates foreign trade and FDI flows, the domestic economies might
be adle to asorb knowledge and skills that are vitd for the implementation of e-trade
activities, hence leading to a podtive impact on economic growth. However, it should be
noted that effective technology transfer would depend on the development of loca capecity
through education, R&D and the devedopment of appropriate inditutions without which,
technology transfer would be unlikely to succeed.®

5 For more details see www.wipo.int

36 See OECD Working Party of the Trade Committee (2003), The Impact of TRIPS on trade and FDI in
Developing countries at http://www.oecd.org/trade.

$"Report of the Commission on Intellectual Property Rights: Integrating Intellectual Property Rights and
Development Policy, London, September 2002
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5.4 IPRs ENVIRONMENT

Studies have shown that the qudity of the inditutiona environment and the confidence in the
judidary sysem, the importance of transaction cods rdaed to obtaning and securing
protection, as well as the leved of technologicd devdopment of the country, are important
factors affecting IPR use and perceived efficiency (Leger, 2005). These factors should be
congdered when prediicting the impacts of PR on developing countries.

Whether the assumptions of IPR theory are judified for developing countries is however
subject to debate (Jaffe’ and van Wijk, 1995). Technologicd capecities differ widdy amorg
developing countries, which implies that not dl of them ae ale to assmilae technologies
from other countries, let done develop ther own technologies. The dynamic gains due to IP
protection, leading to indigenous innovation would hence not teke place and the datic codts
of IPR summed to the cods of implementation of the system, would lead to a net negative
effect for most developing countries.

The low levd of IPR use can dso be related to the generdly low innovetive leve prevailing
in the indudry or even the country. It is difficult for a country to discover inventions
qudifying for peatent protection when the generd leve of technologicd development is
relaively low. Developing countries, which can benefit from imitating advanced technologies
but cannot develop them, would benefit from wesker IPR. The optima srength of protection
would increase with technologica development.

This last agpect adso affects the efficiency of the system: The Sudies reved that many
countries thought thet stronger IPR would, in theory, support innovaion but that, given the
developing countries inditutional environment, could not play their role This reveds the
importance of the reguldory and inditutiond environments for the protection and
enforcement of IPR and innovation, as supported by empiricd evidence (Alfranca and
Huffman, 2003). However, the importance of transaction costs, more specificdly the
information, certification and enforcement cods, dong with the lack of confidence of the
public in these inditutions, dso have to be taken into account. This is another long-term
commitment that should not be overlooked if IP protection is to eventudly support
innovation, asit should in theory.

The level of awareness of the developing countries, their resource endowment, interests and
the products they develop are important explanatory factorss MNC know in generd a lot
more about IPR and their impacts and are more familiar with their use. These companies
possess more human and financid resources and devdop high-quality, modern products for
bigger markets.

IPR ae rdevant for companies and countries possessing inventions worth protecting. They
have an interest to protect this knowledge and regp dl the benefits associated with it, while
other countries and inditutions would prefer keeping the maerids and technologies
unprotected and benefit from the knowledge spillovers.

From the discusson above, qudifications to IPR theory and policy can be formulaed for the
caxe of deveoping countries. The dl-podtive assumptions a the bass of the TRIPs
Agreement (eg., Article 7) should be put in perspective and characterigtics of the countries
should be taken into account in evauatiing the role that sronger IPRs could play for their
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economy. The quality of the inditutiond environment, thet is, the inditutions regulaing and
enforcing IPR, is an important aspect to be taken into account. The presence of efficient and
religble inditutions is key to the proper functioning of IPR and it is often a weekness in
developing countries. In the same perspective, the importance of costs and transaction costs
involved in obtaining protection and enforcement of the rights has to be bearable for the locd
inventorsin order for them to obtain added vaue from IP protection.

Findly, the levd of technologicd deveopment prevaling in the country aso has to be taken
into account. When locd inventors do not develop invertions qudifying for protection, the
rdevance of IP protection can be questioned. Even though the countries benefit from
protected products developed by MNCs and brought into the country, this represents only one
aspect of the potentid benefits the countries could derive from IPR.

However, the most important fact in the whole history of the evolution of IPRs remains the
dgnaure in 1994 of the Trade-Related Intellectud Property Rights (TRIPS) agreement,
which sats up minimum standards of 1PRs to be adopted and respected by al the World Trade
Organization (WTO) members. Nevertheless, there are conflicting dtitudes towads the
TRIPS agreement especialy between developed and developing countries. On the one hand,
IPRs are supposad to create incentives for innovation while on the other hand, intelectud
property, especidly patent protection, crestes monopolies dlowing patent holders to st high
prices and thus limiting access of people in developing and poor countries to patented
technologies. According to the economic literature, it seems obvious that enhancing patent
protection is in favor of innovaiors from deveoped countries but does not teke into
condderation the interests of poor people in terms of accesshility to some crucid products
such as drugs. The debate about the TRIPS agreement has in fact become more stretched after
the extenson of paentability to pharmacauticas. The question has henceforth carried a socid
dimension sinceit is dedling with public health®

5.5 IPR DEVELOPMENT: COUNTRY EXPERIENCES

With reference to African countries, little progress has been made in tems of IPRs
development and implementation. Maybe the smplest evidence of the impact of the IP
system is how much it is used, particularly by nationds. The propendty to take out patents
will reflect some judgement as to the benefits, dbet private rather than socid benefits  In
sub-Seharan  Africa, in 1998 (excluding South Africa), only 35 paents were granted to
resdents compared to 741 for non-resdents. By contrast in Korea, 35900 patents were
issued to resdents, compared to 16,990 to nonresdents. In the US the corresponding
figures were 80,292 and 67,228.%°

For the purpose of the dudy, the andyss on this subject will manly focus on the countries
sdected in this study, which are Ghana, Egypt, Kenya, South Africa, Senegd and Ethiopia

Ghana

The government has edtablished two inditutions to administer intdlectud property issues in
Ghana. These are, the Registra-Generds Depatment and the Copyright Adminidration.
Whilg Indudgtrid  Property, which includes Trade Maks Patents, Industrid Desgns,

3 For more details see the report of the Commission on Intellectual Property Rights (2002) on
WWW.iprcommission.org.
2 www.wi po.int
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Geogrgphicad Indications, Trade Secrets and Layout Design of Integrated Grants ae
adminigered by the Regisrar Generads Depatment, the Copyright office oversees issues

relating to Copyright.

In spite of the fact that there are laws in dl the areas of intdlectud property, there are no
poicy guidelines to determine the direction of the subject. To address this anomdy, by the
time of this dudying 2006/2007, a nationd committee composed of key dakeholders hed
been condituted to draft a policy on intelectud property. Indicaions are that the policy
guiddines would address information technology issues to remove the manud operdions of
the two offices adminigering Intellectud Property. These would cover gpplications for
regidration for rights, searches, oppogtions, regigraions and renewa of rights. It is expected
that by the end of the life span of the Ghana Trade Sector Support Programme (i.e. 2010), the
intellectud property offices would have been fully edablished and effective and hence
encourage different innovationsin the country.

Egypt

Egypt has been gpplying protection for Petents snce 1949 (under Law No. 132/1949) with
the definition of paentability provided by the Convention of Pais A new Egyptian
legidation for the protection of intellectud property rights was issued in 2002 (Lawv No.
82/2002), amed at protecting the rights of software companies and fight software piracy. The
law dated that every software company has to seek a license to record and register origind
computer software and databases.

The government is currently enforcing the intdlectud property lav and is goplying the
jurigdictions of crimind law on violaors in order to provide a far and competitive setting for
the industry. According to Egyptian ddtidicd records, pirecy rates currently reach
agoproximady 65 percent, a figure that they argue, if reduced by only 10 percent, will redize
anincrease in growth of the sector equivalent to 20 percent.

Ethiopia

The sudy findings reved that the Ethiopia Science and Technology Agency (ESTA) in its
mandate, has the protection of intdlectud property rights as one of its draegic dements,
which would promote cregtivity and the dissemination of technologicd —innovation™.
Consequently, measures hae been taken to dreamline the legd and adminidrative
framework of intelectua property in the country. The Patent, Technology Transfer and
Devdopment Depatments have been crested under the Ethiopian Science and Technology
Commission. The Patent law wes enacted in 1995 &fter the adoption of the Nationd Science
and Technology policy and the issuance of the 1994 proclamation tha entrusted Ethiopian
Science and Technology Commisson to dedl with patents. This was regarded as a milestone
in the establisment of anationd patent system.

Redizing the importance of bringing the adminigration of different components of
intellectud property under one umbrdla the Ethiopian Intellectua Property Office was
edablished by Prodamation Number 320/2003 in April 2003. The office is mandated to
promote intdlectud propety as a tool for naiond devdopment and economic growth in

4 IDC country comparison, 2005
“ Science and Technol ogy Agency, 2006
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collaboration with responsble agencies minidries, research organizetions and other sSmilar
inditutions.

The legd framework for the protection and enforcement of intdlectud property rights is
condituted in severd proclamations. A section in the Civil Code of Ethiopia deds with
"Literary and Artigic Ownership® regulating mainly issues of copyright. The prodamation
concerning  innovaions, minor inventions and indudrid deigns issued in 1995, the Copyright
and Related Rights Proclamation of 2004, the Trade Practice Law of 2003 which deds with
unfair competition, the Trademark Directive issued in 1986 and a wide range of civil and
cimind remedies for the infringement of copyrights and indudrid property rights were
included in the Ethiopian laws. Trade names and trademarks are governed by the provisons
of the Commercid Code and Proclamation No. 67/1997 and technology licensng is governed
by Regulaion No. 121/1993. There is adso another piece of legidation, Procdlamation No.
123/1995, which govens inventions, minor inventions and indudrid designs focusng mainly
on patents.

Although these measures are steps in the right drection in the country’s IPR regime, the dtate
of IPR in industry, universties and research organizations is in its rudimentary stage. These
inditutions do not have intdlectud property rights policies desgned to promote the cregtion,
acquigtion, protection and exploitation of inventions and creetive works.

Kenya

In Kenya three government minidries adminiger intelectua propety rights Kenya
Industrid  Property Indtitute (KIPI), a body corporated in the Minisry of Trade and Industry,
which administers the Indudtrid Property Act 2001 of the laws of Kenya covering patents,
trade marks, sarvice maks, indudrid desgns and utility modds. Copyright is administered
by the Copyright Board of Kenya an office in the Attorney Genera Chambers under the
Copyright Act 2001 of Kenya The Plant Vaidies Act of Kenya is administered by the
Kenya Plant Health Inspectorate Services (KEPHIS).

In Kenya, intdlectud property is protected by nationa laws, which ae unique to each
country. Some countries, including Kenya, have become Sgnatories to multinationd  tregties
and agreements, which provide some form of harmonization in the protection of intelectud
property. Kenya is a member of the following organisations protocols, tregties and
agreements. World Intdlectud Property Organization WIPO; African Regiond Intellectua
Property Organisation (ARIPO); Trade Mark Law Treaty - now Singapore Treaty on the Law
of Trademarks since 28th March 2006; Paris convention for protection of Indudria Property;
Madrid Union (Madrid Agreement & Protocol) on International Regidtration of Marks, Nice
Agreement on classfication of Trade and Service Maks (about to regigter); Kenya uses
Vienna Classfication adthough not a member of Vienna agreement (there is a provison in
Trademarks Act for both Nice and Vienna classfications); Patent Cooperation Treaty (PCT);
Berne convention on Copyright; Narobi Tresty on the Protection of the Olympic Symbol;
UPOV for New Plant varieties; and Trade Related Aspects of Intellectua Property Rights
(TRIPS). Kenyas exiging intdlectud property legidations have been drafted in line with
these provisions®

2 For more details see Sylvance Anderson Sange, Introduction to Intellectual Property Rights, Kenya Industrial
Property Institute (KI1PI)
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The importance of putting in place an IPRs regime has been augmented by what has been
experienced in Kenya in recent months. Kenya lost its rights to the Kiondo basket weaving
design and nearly did o with the Kikoi design because it was not vigilant in utilizing the
importance of IPRs. The country consequently logt its Kiondo export business because it did
not protect it as a cregtion of Kikuyu and Kamba women weavers who over the years have
perfected the at. Kenya could have protected the Kiondo by regisering it internationaly,
possbly as a patent or trade mark, or as a “geographicd indication” just like the French, for
example protect their wines. Kenya need not have logt the trade to Jgpan and other Far
Eagtern countries, which turned the hand-woven basket into a massmade product using
modern technology. The aftermath was that Kikuyu and Kamba women, who supplemented
their incomes by weaving the Kiondo for the export, were edged out of the market.*®

5.6 CONCLUDING REMARKS

In this chapter an assessment of the development and significance of IPR regimes in Africa
was presented. The analyss revedled that developing countries had not redly experienced the
benefits of implementing IPR drategies. This was suggested to have been due to very low
technologicd inventions and even though innovations might exig, they were of very low
qudity to qudify for the application of IPRs. Above dl, there was very little coverage in
terms of awareness about the significance of IPRs in most African countries as evidenced by
the Kiondo example in Kenya, where African countries might be loosng more due to
unprotected innovations on the world market. In spite of the fact that there were laws in dl
the areas of intdlectud propety, as most countries goplied the jurisdictions of crimind law
on violaors in order to provide a far and competitive setting for the indudry, there was no
policy guiddine to determine the direction of the subject. Hence there had been little or no
significant contribution of IPRs to trade through technology transfer and FDI in Africa

“* For more details see KenyaDaily Nation Media April 21, 2008.

54



CHAPTER SIX

BUSINESS PROCESS OUTSOURCING FOR DEVELOPMENT:
THE CASE OF SOUTH AFRICA, GHANA AND SENEGAL.

6.1 INTRODUCTION

The main objective of this chapter is to creste awareness among African countries & well as
in many of ther busnes sectors of the new opportunities created by ICTSs especidly in
SMMESs, which lag behind in terms of their familiarity with these opportunities. Internationa
outsourcing has become a growing phenomenon in world trade. Advances in ICTs and their
busness gpplications, together with the globdization of the world economy, have led to a
rgpid internaiondization of  informaiontechnology-enabled  services  (ITES), including
busness process outsourcing (BPO). Outsourcing has been used for decades, especidly in
manufacturing, as a way of reducing costs and decreasing investment in capital assats. It has
been found that internationa outsourcing grew gpproximately by 30 percent between 1970
and 1990 (UNCTAD, 2003). More recently, the atention in many countries has shifted away
from outsourcing of materias to services outsourcing. This, it has been argued, is in line with
the current thinking thet recent innovations in communication technology should reduce the
search codts for interndtiond service patners, as evidenced in the growth of internationd
traded sarvices as wel as dronger productivity benefits from internationd outsourcing of
services than from materids.

6.2 BPO &0- A SYNOPSIS

International outsourcing is used to designate the use of goods and services produced outsde
the enterprise. Outsourcing can occur within the country where the company is locaed
(domestic outsourcing) or aroad (outsourcing abroad). The term  offshoring is used to
desgnate outsourcing aboroad. This could be where an enterprise trandfers some of its
activities to its foreign affiliates (which may dready exis i.e. offshore in-house sourcing or
Greenfield effiliates i.e. those that are created from scraich or might aso refer to the transfer
of the production of goods and services aroad to a non-afilisted enterprise (offshore
outsourcing) i.e. subcontracting abroad.

To compete in increesngly competitive economic environments, decisons to offshore
company activities are essentidly driven by factors related to costs of production, digtribution
and production itsdlf. From the firms perspective, offshoring is therefore seen as pat of its
busness draegy. For example, a firm could relocate its reatively inefficient production
processes to extend provides with chegper and perhgos more efficient production
cgpabilities. This can then endble the firm to turn its focus to aress where it has a compardive
advantage and expand output, or engage in new busness activities. This thinking led to an
increese in imports of inputs used between 1987 and 1997 in the US manufacturing from 10.5
percent to 16.2 percent and from 26 percent to 38 percent in high tech. Manufacturing (Olsen
(2006)). The moetivation on the pat of the US firms has been driven by the low cogt of
manufacturing abroad, primarily in the East Adan countries such as Tawan, China, South
Korea, Mdaysa and others as wdl as the avalability of chegper <killed labour, the
promotion of busness friendy environments and exigence of production and supply
networks in these countries.
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BPO is becoming very popular in globd trade reations and has a totd market vadue of
approximatdy  $300 hillion, of which, $110 hillion will be offshored by 2010* Countries
such as India, Singgpore, China and Irdand have emerged as the most preferred destinations
for companies in the devdoped world to offshore ther busnesses. India is edimated to
capture about 50 percent of the market and generate export revenue of over $60 hillion by
2010®. It therefore becomes paramount that countries develop the necessary infragtructure to
use BPOs to fadilitate their competitiveness in trade, both a the nationd and the internationd
levels

However, the new wave of outsourcing has been from the software sector, which was the firgt
sector to trandfer Sgnificant activity to foreign location, leading to the cregtion of a criticd
mass of expertise and resources in concentrated locaes, for example, the City of Bangdore in
India This wes origindly driven by the ongong longterm support to manege the ever-
changing information technology infrastructure. While the push factors for business process
outsourcing or busness sarvice outsourcing (BSO) are dmilar to those in manufacturing and
ae lagdy cogt driven, the pull factors and atributes of countries and economies providing
outsourced services are somewhat different. Internet research firms have estimated that in the
next few yearss BPO will continue to grow internaiondly, becoming one of the fastest
growing eccommerce and e-busness sarvices (UNCTAD, 2003). With the abundant and
avalability of the pull factors African countries dand a better chance of Sgnificantly
benefiting from business process outsourcing and offshoring (BPO &O) hence contributing to
thelr economic growth.

BSO has not spared the African continent due to its competitive resource base referred to
herein as pull factors and certain economic attributes in some African countries. These with
other factors put Africa @ a rdaively competitive advantage in the BSO sector especidly
with reference to the BPO business environment factors in countries like the US, UK and
even some East Adan countries. Severd developing countries have dready Sarted to benefit
from ICT opportunities through outsourcing usng new technologies India is the man
outsourcing provider among developing countries. In Africa, the fird African country to
benefit from BPO&O is RSA. With RSA’s strong and consistent economic performances in
the post-gpatheid era, the busness processng outsourcing and offshoring phenomenon has
developed into a cutting edge, knowledge driven economic sector in which RSA is poised to
play a leading role on the continent. South Africa and Ghana ae used as examples to
demongtrate how African countries can benefit from BPO&O. These countries have made
headway in cresting conducive environments for BPO& O.

6.2.1 Business Processing Outsourcing in South Africa

In light of the growing evidence of the role of BPO&O in simulaing economic growth, the
South Africen government's “Accderated and Shared Initigtive for South Africa’, has
identified BPO as one of the immediate high priority sectors. Both the government and the
private sector view the BPO& O industry as a source of economic and employment grovvth46.

The BPO&O is one of RSA’s fastest growing economic sectors. llludtrating this is the cal
centre sub-sector, which has been growing at about 8 percent per anum in the past 4 years

“ http://www.nasscom.in/Nasscom/templ ates/Normal Page.aspx 2 d=2599
“® http://www.nasscom.in/Nasscom/templ ates/Normal Page.aspx 2 d=2599
“® For more details see http://www.info.gov.za/asgisa/asgi sadoc. pdf
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and currently employs about 54 000 cal centre agents. Mogt activity ocaurs in the cdl centre
and back office processing spheres, serving both loca and offshore customers.

One of the reasons why RSA is succeeding in the BPO&O sector is because the country is
able to offer a bdance of high qudity and low costs as a dedtination for offshoring business
processes. The country dso offers a large and well-educated labour pool, world-class
infragtiructure that supports dl BPO&O invesments and, has good language ddlls culture
and time zones and thus having a competitive advantage over other countries in Europe and
the Far Eadt. It is edimaed that the sector has the potentid of contributing up to US$790
million in GDP by 2009 and creste up to 100,000 new jobsin RSA by 2014 (RSA, 2007).

BPO&O Development Initiatives

Among the countries developmentd initigtives, the South African government has put in
place drategies to creste a conducive environment for BPO&O. This was led by the
devdopment and gpprovd by cabingt in 2006, of a draegy tha identified the man
condraints to the establishment of a sgnificant BPO&O sector in RSA. This srategy mainly
identified condraints like high tdecommunications cods the need for skills development
especidly in the ICT rdaed fidds and competition for foreign investment, to be the man
bottlenecks to the devdopment of the sector egpecidly in enhancing trade through
outsourcing services to other countries.

As a remedy, this led to the introduction of a devdopmenta telecommunications pricing
modd which led to the reduction in prices in the sector; the Nationd Treasury adlocated funds
to be used as an incentive for the investors in the BP&O sector; and the Department of
Labour dlocated funds for the skills development programme among others. These initiatives

werevery sgnificant to the growth of the sector.

From this andyds it can esdly be obsarved tha despite RSA having a well-deveoped
tedlecommunications infragtructure  than most of the African countriess most of the
characterigtics that have led to the success of the BPO& O sector in the country were not very
different from those in most African countries. For African countries to register success in
this area, government commitment and a wel developed draegy for implementation and
incentives for investment are therefore key. This being the case, countries like Egypt, Kenya,
Senegd and Ghana have joined the BPO&O business and some seem to have advantages
over RSA expecidly in terms of offering chegper tdecommunication rates. A very good
example is the edablishment of the “PrecissPatro Kenyd’, founded by a young Kenyan
woman entrepreneur.*’ Thisis expected to increase the value of trade flowsin these countries.

6.2.2 Business Processing Outsourcing - Ghana

Ghana is ranked among the preferred countries for BPO activities. The A.T. Kearney Index
ranked Ghana 22nd out of 40 preferred countries which indude India, China, Philippines,
United States, Irdand, South Africa and others in BPOs®. Therefore, it is important thet this
recognition as a preferred outsourcing country is utilised effectivdy to the country’s
advantage in the world trade.

47 See UNCTAD, 2003 for more details on this.
4 See hitp://www.atkearney.com/shared_res/pdf/GSLI|_Figures.pdf
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In Ghana a number of companies have been edtablished to participate in BPO activities The
lead company is the Affilited Computer Systems (ACS), which was established in 2000.
Others indude, AQ Solutions May Greendade, Data Management International and Rising
Data Solutions. Companies, which are yet to commence operations are, Plainum, ABM
Linksand Globa Response among others.

Initidly incubator laboratories and BPO training centres were established under the Ghana
Multimedia Centre where a number of people have been trained in medicd transcription, data
entry and cdl centre management. Mogt of the initid activities caried by the Ghana
Multimedia Centre will be teken over by Information Technology Enabled Services (ITES) -
BOP Secrdaria, which is pat of the e-Ghana Project. The e-Ghana project ams a
supporting  pragrammes  enuncigted to  implement the country’s ICT-led deveopment
strategy. Under the eGhana Project, BPO training will be formaised and will be affiliated to
fooma traning inditutions such a Ghana Inditwte for Management and Public
Adminigration (GIMPA) and Kofi Annan ICT Training Centre. Further, the government has
taken steps to assess the country’s readiness to utilise BPOs and drategise to improve its
preferred gatus.  In 2005, the government commissoned an ITESBPO sudy with the
objectives of:

Recommending concrete actions for Ghana to increase its competitiveness and
cgpability as an Information Technology Enabled Services (ITES)-BPO destination;
Tageting ITES-BPO ativities and maket segments in which Ghana can be
competitive in the short and medium terms;

Chating a roadmap for developing ITES-BPO indudry in Ghana, induding a skills
development component, policy framework and a measurement matrix; and

Recommending an invesment promotion drategy for developing and  aitracting
investmentsin the ITES-BPO for Ghana;

Monitoring and evduaing framework for the ITESBPO sector in Ghana, providing
basdines and targets and

Andysng Ghand's ability to compete globaly as well as regiondly in ITESBPO and
the primary condraints to improving Ghana s compstitivenessin ITES-BPO.

The results of the study provided indications about Ghand's readiness to use BPOs as e
savice to facilitate trade.

6.2.3 Business Processing Outsourcing in Senegal

In terms of etrade development, the study reveds that Senegd has advantages for the
drengthening of its international competitive podtion paticulaly in the West African sub
region. It has the potentia to develop a red eservice industry, which can generate thousands
of high-grade jobs. Severd Senegdese enterprises are present on the European e-service
market. Thee enterprisess have edtablished business contacts with drategic  partners
expecidly on the French market, hence encouraging outsourcing services from these
countries to domestic firmsin Senegdl.

The study observes that one of the areas in which Senegd stands a competitive advantage is
in the busness processng outsourcing and offshoring area Senegd is one of the developing
countries increesingly offering services to indudridized countries in aess ranging from
enginering to daa collection and processing. For example, through computer design
software, enginearing plans are being developed in Senegd for implementation in developed
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countries without loss of qudity, but a& low cost due to the avalability of the skilled and
chegp labour in Senegd in comparison to countries in Europe. May foreign companies,
through tdecommunications, are requesting the services of companies in Senegd for the
collection and processng of data This has further led to the edtablishment of busness
partnerships between Senega ese companies and European ard USA based clients.

The study reveded that at the end of the 1990s some enterprises in Senegd embarked on the
telecommuting market and acquired subcontracts in computer services such as development
of software and trandation of documents for French enterprises. Congdering the specific
nature of esarvices eg. daa collection issues on the vaue of goods and services involved in
transactions through etrade, the estimate of the vaue of the exportable supply faces a mgor
quantification issue. However, a minor survey catried out within the framework of the
Grappe e-sarvices in Senegd indicated very high potentid for exportable goods and services.
The results are shown in the table below:

Table 6.1: Turnover and exports of enterprises in the sector

Enterprises Overall turnover Export turnover

Senegal ese Telecommunications (STE) 147 000 000 Francs CFA 14 700 000 Francs CFA
Macsym 100 000 000 Francs CFA 40 000 000 Francs CFA
ATI 4100 000 000 Francs CFA 300 000 000 Francs CFA
E-services SA 300 000 000 Francs CFA 300 000 000 Francs CFA
Africanet 443 000 000 Francs CFA 443 000 000 Francs CFA

Source: E-Trade Senegal Country Study Report (2006)

Other companies like Africatd, AVS and Cheka Computer, which specidized origindly in
voice savers, embarked on the establishment of cal centres for the nationa and sub regiond
market. Furthermore, the infrastructure and fecilities in Senegd encouraged new investors in
the cdl centre business, hence promoating trade through outsourcing and offshoring services.

From Table 6.1, it can easly be observed that Senegd stands a better chance of increasing
revenues and creating jobs for the economy through outsourcing. The study showed that gpart
from continuous emphass on infrasructure development, increesing leved of illiteracy with
regard to increase in <killed ICT personnd and the medstery of English language as another
offica languege gpart from French, would lead to Sgnificant contribution to the growth of
the BPO& O sector and hence trade and economic growth.

6.3 CONCLUDING REMARKS

The main objective of this chapter has been to bring to the atention of African countries that
they have the cgpability to offer competitive BPO&O services teking into consderation the
avalability of the abundant and required human resource for the sector as wdl as the
infrastructure  available in most of these countriess What is needed is government
commitment in putting in place required initiatives that will be able to creste a conducive
environment for the provison of these sarvices such as those leading to competitive prices,
devdloped tdecommunications infragtructure,  skills  devdopment in terms ICTs and
invesment incentives in the sector. Investment in these activities is envissged to have a
significant contribution to trade and economic growth.
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CHAPTER SEVEN

ICTs, SMMES AND ECONOMIC GROWTH

7.1 INTRODUCTION

One of the main objectives of this study was to examine and assess private sector’s readiness
or capacity, particularly in SMMESs regarding the use ICTs to promote trade in Africa® The
potentid contribution of ICTs to smdl enterprise development can only be assessed by firg
underganding the current environment in which they operate as wel as ther needs and
condraints. With the am of undersanding the level of usage of ICTs by SMMEs and the
environment in which they operate in Africa, these country studies organized smdl surveys
on selected SMMEs in different countries.50

Entrepreneurship is conddered the engine of economic development. The SMME sector has
the potentid to address socio-economic chdlenges facing both developed and deveoping
countries. It is agued that without smal busness deveopment, economies gSagnate,
unemployment levels continue to rise and the generd Sandard of living deteriorates. ICTs
have been identified as a mgor area of need to develop the SMME sector, especidly in aress
of information provison, access to naiond and internationd markets and other aess of
business development and support induding e-trade.

In this chepter, the role SMMEs play in trade and economic growth in Africa, the role of
ICTs in SMMEs growth and devdopment (business operations), as wel as opportunities,
chdlenges and congraints faced by SMMEs in Africa in rdation to ther contribution towards
e-trade development and growth is reviewed.

7.2 THE ROLE OF SMMES

The African private sector, which conssts to a greater percentage of smdl, medium and
microszed enterprises (SMMES) and the informd sector, is widdly regarded as a potentid
engine of growth and economic deveopment in the information economy globdly. A large
body of evidence shows thaa SMMEs contribute greetly to the development of a country in
severd ways. They contribute to a country’s naiond product by ether manufacturing goods
of vaue, or through the provison of services to both consumers and/or other enterprises. This
encompasses the provison of products and to a lesser extent, sarvices to foreign dients,
thereby contributing to overal export performance and trade in generd.

SMMEs contribute to the innovation process by introducing new products and adapting
exiging products to the needs of customers. Moreover, SMIMEs foster competition, ensure a
more productive and efficient use of resources and simulate the cregtion and the diffuson of
innovations. SMMEs ae gengdly more “market” and less “research” driven, quicker to
respond to new opportunities and more oriented to smal incrementd advances. SMMEs are
widdy acknowledged to contribute towards the promotion and devdlopment of inventions,
epecidly minor inventions and indudrid desgns thereby generating  employment
opportunities. SMMEs thus have a sgnificant impact on economic growth of a country as

4% SMMEs constitute a greater percentage of the private sector in most African countries.
* These were Egypt, RSA, Kenya, Ghana, Senegal and Ethiopia
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they creste new jobs expand the tax base and drive innovation. It has aso been argued that
the best way to reduce poverty in a country in a sustainable manner is to promote economic
growth, through wedth and employment crestion hence emphaszing the dgnificance of
SMMEs as they make up a very dgnificant part of the economy. They are a mgor source of
income, breeding ground for entrepreneurs and providers of employment for a large segment
of the population.

From an economic perspective, however, enterprises ae not just suppliers, but adso
consumers, which have an important role to play if they are able to postion themsdves in a
market with purchesng power. Their demand for indudtrid or consumer goods will simulate
the activity of their suppliers, just as their own activity is simulated by the demands of ther
dients. Demand in the form of investment plays a dud role, both from a demand-side (with
regard to the suppliers of indudrid goods) and on the supply-dde (through the potentia for
new production aisng from upgraded equipment). In addition, demand is important to the
income-generation potentidd of SMMES and ther ability to simulate the demand for both
consumption and capitd goods.

Mog importantly, and from the African context, SMMEs have, a least in theory, the
potentid to generate employment and upgrade human capitd. Economic higtorians have
demondrated the importance of this phenomenon in Europe's indudridisaion and the
ubsequent  development of other emerging economies. As technological progress in
agriculture liberated the agrarian labour force, this unskilled excess labour force was
absorbed into smal manufacturing industries and exposed to business experience, thereby
encouraging a “learning-by-doing” effect. This combination of the employment of a vacant
labour force and improvement of their skills through business exposure strongly characterised
the process of indudtridization and development during the time.

Most of the African countries current economic dtuation is compareble to the above
scenaio: the excess labour force is “rdeased,” not so much from the agricultural sector, but
rather from large enterprises in the secondary and tertiary sector. Generdly, these enterprises
ae not necessxily facing economic recesson, but rather are growing and transforming
themsdves in such a way that ther demand for unskilled labour is decreasing. This results in
an abundant pool of unskilled Iabour, which SMMES can possibly employ and upgrade.

From a different viewpoint, it has been suggested that, in cases of “jobless growth” and a
mismatch between the demand and supply of unskilled labour, a shift in both the sectord
compogtion of the economy and the occurrence of growth in different categories of firms
may be an important avenue for the generation of both employment opportunities and growth.
The question here is whether a more robus SMME growth drategy in developing countries
will bring aout such changes. This in turn depends on whether SMMES are more labour -
intensve and therefore likdy to employ unskilled labour and whether they are able to provide
a “sills upgrading process” With these caegories of functions defined from a theoretica
perspective, it can esdly be observed tha policies and drategies leading to a vibrant SMME
environment  will dSgnificantly impact economic growth in Africa To achieve dgnificant
SMME growth, as well as their future prospects, there is need for them to adapt and survive
in a new economic climate subject to increased levels of domestic, regiond and internationa
competition. There will aso be new opportunities paticularly where links can be forged
with larger, more technologically advanced export-oriented companies.

All in dl, in the case of developing countries in Africa, SMMEs are particulally important in
the context of ther poverty-reduction drategies because they ae the seedbed for the
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development of medium and larger enterprises and because they absorb agriculturaly under-
employed labour and diversfy the sources of income for farming families Aress of high
potentid for SMMEs incdude, animd husbhandry, poultry, slk harvesting, honey production,
sndl-scde gament menufacturing, metd work, congruction and increesingly urbantbased
sarvices such as olid waste collection, smal shops and repair services.

7.3 ICT SIGNIFICANCE IN SMMES

In mogt Africen countries SMMEs account for a dgnificant share of production and
employment and are therefore directly connected to poverty dleviation. SMMEs ae very
relevant for employment and as an income source especidly for the poor populdion in the
rurd aress. However, SVIMEs are chdlenged by the globdisation of production and the shift
in the importance of the various determinants of competitiveness especidly in developing
countries. Through the rapid spread of ICTs and ever decreasing prices for communication,
markets in different parts of the world become more integrated. Therefore, the main question
would be how the use of ICT (as production technology, as information processng
technology or as communicatiion technology) can hdp SMMES to cope with these new
chdlenges.

Over the past decade, the Internet has profoundly transformed the way business is conducted.
The high profile falures of the dot-com bubble notwithsanding many corpordions,
paticulaly in the US, have enjoyed success with e-commerce. Most experts on ICTs for
development have long herdded the opportunities for leveling the playing fidd for SMMES
especidly in deveoping countries. This area has been of specid interest because it provides
dgnificant employment in poor countries especidly for those people in rurd aess as
previoudy indicated.

One of the man issues to be addressed by developing countries to fully benefit from the
contribution of ICTs in SMMEs devdopment is by cregting a conducive palicy environment
in these economies. It is widdy bdieved tha the edtablishment of a favourable policy
environment will gregtly fecilitate e-trade activities by enhancing competition and business
efficiency and by fadilitating the integration of African countries into the globa economy. E-
trade has a lot to offer for advancing Africas development. Busness practices in globd
markets are changing because of the growing use of etrade as a medium for exchange
African economies must adapt to these changing globd patterns as falure to do so will lead
inexorably to busnesses beng less compditive and inefficent on the globd economy.
Businessto-Busness (B2B) e-commerce will provide opportunities for competent African
busnesses to increase their markets and trading potenti well beyond their nationd borders
Businessto-Consumer (B2C) e-commerce will have the grestest initid economic impact in
such aress as tourism by bringing new money into the economy.

The spread of ICT has led severd commentators to argue that these technologies are cresting
a new economy — an information economy — in which information is the critica resource and
bass for competition in dl sectors egpecidly maenufacturing and probably even more in
savices. Generdly, from the performance perspective, the competitiveness effect of ICTs
derives from the impact that ICTs have upon the productivity of the factor inputs. In this
regad, ICTs can improve efficiency and incresse productivity through different ways
induding, improving efficdency in resource dlocaion, reducing transaction costs and
technologica improvement leading to the outward shift of the production function.
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In addition to increesing business opportunities for African entrepreneurs, there is a great
spin-off potentid in the cregtion of a digitd economy in Africa Severa opportunities are
emaging from the globd informatiion economy that potentidly have grest draegic
importance for Africaand may have sgnificant impact on socio-economic developmentt.

It is agued tha in remote regions, the disadvantages that arise with isolation can be
ggnificantly lessened through access to rapid and inexpensve communication. However,
there are dso more pessmidic views, which assume that the digita divide will increase and
therefore producers in devedoping countries and especidly in rurd aess will face even
grester disadvantages reletive to their competitors in developed countries.

7.4  FINDINGS FROM THE SMMEs SURVEY

This section presents an overview of SMMEs usage of ICTs in promoting trade teking into
condderation the environment in which these enterprises operate as wel as the chalenges
they face. The countries analysed include Egypt, Ghana, Kenya and Ethiopia

7.4.1 GHANA
7.4.1.1 ICT Readiness of SME Employees

The reaults of the sudy on SMMEs in Ghana indicate tha the mgority of SMMEs in the
country did not regard ICT literacy as a prerequisite for job placement. With the exception of
a few job titles tha required ICT readiness, the mgority of employees did not need to be
grictly ICT literate. However the SMMES expressed their willingness to build their ICT
skills. It has been the expectation of SMIMES to recelve ICT training and capacity building
from ther busness associaions and public organisations. Only 12 percent of the SMMEs

clamed to have received ICT training from their respective effiliations.

7.4.1.2 ICT— Competency of SMMEs

Direct involvement of SMMEs in teking up trade opportunities through ICT was imperative
to mantaning and improving the export performance of the SMMEs and that of Ghana as a

whole. However, a notable portion of Ghanaian SMMEs was Hill wary of dectronic trading.
They viewed ICTs as vauable communication tools, but not as an essentid aspect of
competitiveness. The survey sought to identify ICT fadlities avalable to SMMES how
predominantly they were being used and the importance atached to each facility. The survey
involved the assessment of fadilities like fixed telephone services and mobile phone services
and mobile banking; usage of leased lines and VSAT; usage of the Internet, websites and
emal fadlities fax machines, laptops and desktop computers, and dectronic payment cards
and dectronic fund trandfer.

Fixed telephone, mobile phone, leased line and Vsat.

As is the case with mogst African countries, fixed telephones were the only facility available
to dl SMMEs in Ghana, and it had been the earliest ICT product to be introduced to SMMESs.
Thefacility was the most widely used in SMMEs for trading activities.

The limited fixed telephone network had fudled the rgpid growth of the Globad System for
Mobile (GSM) communication networks.  The mobile phone maket was the mogt
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competitive area in the Ghanadan ICT sector. Mobile phones were used by SMMEs to
upplement or  subditute fixed lines sarvices. The SMMESs interviewed were however not
conversant with the sgnificance of leased lines.

SMMEs had however raised concerns about the hidden costs and incondgtencies in ther
fixed line bills and the longer time it took to acquire new lines. Generdly, the poor fixed line
network and the uncertainty over the tedecom regulaiory environment was a mgor
impediment to economic growth in Ghana™.

Fax was commonly used by 98 percent of SMMES survey respondents and smilar to fixed
lines, this had been one of the earlies fadilities to be introduced and was ill an important
tool for communication. Very Smal Aperture Terminds (VSAT'S) were not popular within
the SMMEs and only a few individuds and inditutions had the fedlity. VSATs have an
initid high ingdlation cog which was found to be a barrier to many inditutions dthough
some SMMEs utilised VSAT’ s to mitigate unrdliable connection through Ghana Telecom.

Internet, Website, and E -mails, Laptops/Personal Computers

As early as 1995, Ghana became the fird country in Sub-Saharan Africa to have full Internet
connectivity when Network Computer Systems (NCS) established the first connection®. The
subsequent  years experienced a rise in Internet connectivity and use of computers in
busnesses. SMMES took advantage of this and mogst of them were usng computers and were
connected to the Internet. The survey recorded an average of 16 computers for an SMME
and the survey reveded that 93 percent of the SMMES were connected to the Internet and
most of them had their websites hosted on the Internet.

SMMEs to a large extent utilised computers and Internet connectivity in ther adminigrative
arangements, and in & least one or a combingtion of the following areas. adminidration,
finance, accounting and management; marketing, sdes didtribution and invoicing; production
or manufecturing; record keeping, sock control and warehousing; communication and
webgtes, entry, processng and control of data qudity control, purchases and supply chan;
and payroll and human resource management.

However, the survey reveded that there had not been concerted efforts on the part of most
SMMEs to use the Internet as a tool to increese or a least, maintan internationa
competitivenessin their businesses especidly in reation to trade.

Cell phone Banking, Electronic Payment card, Electronic Fund Transfer

Cdl phone banking and dectronic payment cards had just been introduced in the Ghanaan
market recently through the commercid banks. The dectronic payment cards were mostly
“debit cads’ and thus SMMEs did not have an opportunity to access credit or short loans
through the direct use of the cards. Even at the locd leve, these dectronic cards could not be
used to cary out eectronic transactions, increesng busness community skepticism on the
use of these technologies. There was need for a culture change as eectronic payment systems
would eventudly play an integrd pat in Ghanaan SMMESs performance in the current digitd

51 See the International Finance Corporation ‘ Investment Opportunitiesin Western Africa|CT and Internet
sectors, final report -Ghana . October 2003.
%2 Ibid.
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economy. The Internet had provided an added boost to the digitization process in Ghana by
lowering costs of carrying out business transactions.

742 EGYPT

The survey was conducted among 1821 companies sdected from dl Governorates of Egypt.
The sample was divided in thefollowing manner:

Micro enterprises -with less than 10 employees (condituted 77percent of the totd
enterprisesin the sample);s

Smdl enterprise - with between 10 and 49 employees (condtituted 18percent of the
total enterprisesin the sample;

Medum enterprises - with between 50 and 249 employees (condtituted 4percent of the
tota enterprisesin the sample; and

Large enterprises with 250 employees (condtituted 1percent of the tota enterprises in
the sample).

The totd number of employees in the sample enterprises was nearly 199111 employees, with
aound 60000 in micro enterprises 68000 in smdl enterprisss and 54000 in medium
enterprises.

The survey ingruments atempted to highlight the usage of ICT within businesses and the
extent to which Egyptian SMIMEs rdied on advanced technology and the degree of
conducting e-commerce® among Egyptian SVMMEs. The questionnaire was structured as

follows use of teephones (fixed and mobile) and fax machines, use of PCs connectivity;
Internet use and e-commerce; and ICT usage breskdown by economic sector.

7.4.2.1 ICT - Competency of SMMEs
Telephony

The findings of the survey reveded that 96.2 percent of the companies had fixed telephones
in ther offices, fadilitated by the modernized teephone service provided by Tedecom Egypt.
While fixed tdephones were a fundamentd pat of the businesses, mobile tdephones use
was remakably less in busnesses, around 33 percent of the companies had mobile phones,
which showed a greater dependence of the business sector a fixed lines than mobile phones
Companies using fax machines a work were 65.4 percent.

Computer Usage

Computer usage was the second indicator investigated in this survey and the results indicated
that around 62.8 percent of companies reported using computers a work. All the SMME's
surveyed were using computers a work, but only haf of the micro enterprises (51.6 percent)
had computers. In addition, micro enterprises usudly operaed in activities that did not need

58 According to the UN Core ICT Indicators report, any placement or receiving of orders over the Internet is
considered to be e commerce activity even if the payment took place offline.
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computers such as pedries or smdl shops. On the other hand, SMME's had a least 10
employees and thus usudly used a least one computer for financid accounts or secretarid

functions such as typing memos and letters™.

While the above figures were of importance as they reflected a high rae of computer usage
among enterprises surveyed, the percentages of employees usng computers were not
encouraging, as that was only 13.8 percent for the employees in enterprises surveyed. The
highest percentage was in large enterprises as 62 percent of their employees used computers,
while this percentage dropped to 10 percent and 13 percent in SMME's respectively. As for
micro enterprises, only 4.2 percent of the employees used computers.

Thee results indicated that the percentage of employees usng computers increased as the
sze of enterprise increased, which confirmed that computers in smdler enterprises were
usudly used for adminidrative purposes, while in larger ones they were used by employees
for peforming dayto-day functions Besdes, SMME's lacked the capacity to provide
computer kills training for their employees, in addition to the predominatey labour intensve
functionsthat did not entall the use of computersin such enterprises.

The results of the survey showed that most enterprises used computers for typing,
adminigrative functions, surfing the Interngt, following-up and monitoring activities and
traning. The reasons for not usng computers reflected the lack of awareness on the
importance and benefit of usng computers among computer non-users. Only 14 percent of
those who did not use computers reported lack of financia resources to procure computers
while 17 percent said that they lacked appropriate skills to use computers at work and another
17 percent lacked the gppropriate sdtware.

Connectivity

The survey reveded that only around 30 percent of the companies had LANs. This low
percentage had been attributed to results from micro enterprises, which done comprised 76.9
percent of the sample surveyed. Only 14.9 percent of micro enterprises were connected
through LANS, snce they had a smdl number of employees with limited use of computers
for conducting business activities. Smilar to computer usage, availability of LANSs increased
as the number of employees in the enterprise increased - 75.2 percent of smal enterprises, 91
percent of medium enterprises and 94.1percent of large enterprises. This demondrated that as
the number of employees in the enterprises increased, there was redization of the need to
facilitate the workflow through connecting different computersin the work areavia LAN.

Internet

It should be noted that the Internet was the most commonly used ICT tool in facilitating
trade, as it played a dgnificant role in increesing market reach and reduced costs of narketing
and publicizing goods and services Sixty percent of enterprises usng computers reported
usng the Internet for performing their functions. A bresk down of enterprises according to
ther sze indicated that 63.9 percent of the enterprises conssted of micro enterprises. For
SMME's, this figure was a modest 53.2 percent.

54 Source: UNCTAD Questionnaire on ICT Usage by Enterprises and on the ICT Sector
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Results of the survey reveded that the Internet was used for the following purposes.
E-mail usage- 85.7percert;
Information search and research activities - 48.8percent; Around of the companies use
the Internet for
Internet banking and other financid services — 19 percert;
E-government services - 3.8percent.

These results highlighted the importance of increasing the awareness of private enterprises on
the different uses of the Internet that could improve the flow and quality of SMMES
activities and help improve revenue generation and hence contribute positively to the
economy.

Applications of E-Commerce among SMMEs

The results of the survey showed that more than haf (52.8 percent) of the enterprises using
the Internet had webdtes which they use as tools for facilitating their marketing and
publicity purposes. On the other hand, the number of enterprises involved in e-commerce was
vay smdl, snce companies recaiving orders over the Internet represented nearly haf (49
percent) of the enterprises having webdtes, while those placing orders over the Internet
represented 315 percent. It was however difficult to obtain clear responses as to the
percentage of saes or purchases carried out over the Internet.

Regarding the bendfits of utilisng e-commerce, the results revedled that most of the surveyed
enterprises (94 percent) consdered that usng e-commerce speeded up operaions, while only
aound hdf of them (51 percent) ldieved it increased customer's accesshility. Other benefits
such as reducing transaction costs and increesing security regisered 31 percent and 16
percent of respondents respectively. More private enterprises in the Egyptian economy could
be encouraged to be invaved in e-commerce activities as such activities would dlow
customers to have easy access to goods and services and reflect pogtively on sdes revenues
and profits. The increese in the number of enterprises usng e-commerce in their business
operaionswould therefore have positive implications on the economy.

ICT Usage in Enterprises in Different Economic Sectors

The gudy focused on the breskdown of ICT usage by enterprises according to different
economic sectors to determine the sectors with high or limited ICT usage. The results showed
that the most important sectors in terms of ICT usage were manufecturing, hotels and
resaurants, and financiad sarvices Other sectors included agriculture, mining, congtruction,
eectricity, trangportation, trade, red edtae etc. These sectors were evauated based on the
intengty of computer and Internet usage, webste hogting and receiving and placing orders
over the Internet.

The manufacturing sector utilised different ICT gpplications and concerted efforts had been

made to modernize the manufecturing sector in the past years, such as the establishment of
the Industrial Modernization Center (IMC)>®

%5 IMC was established by a presidential decree number 477/2000 as an independent body to implement and
coordinate the modernization of the Egyptian industry. It is jointly funded by the European Union, the
Government of Egypt and the Egyptian private sector with atotal budget of €426 million.
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In the hotd and restaurants sector, the results indicated that 13 percent of the enterprises used
computers, 15 percent use the Internet, 20 percent had webstes, 19.2 percent and 21.9
percent of the enterprises received and placed orders over the Internet respectively. This
showed the importance of ICTs in this sector, mainly in activities such as ticket bookings and
hotd resarvations, in addition to sdtling arangements and program schedules with  tourism
companies.

The financid services sector included banks brokerage firms, insurance companies and
different enterprises which used computers, LANs and Internet. Introducing ICT applications
in the sector had enabled bank customers to manage their accounts from the Internet and
investors to engage in the buying and sdling orders of socks and bonds in the stock market
after introducing online trading services. Online trading provided the ability to place, execute
and manage invedors orders, transactions and information directly in the market usng a
gngle sysem, which should manage portfolios, online payment toffrom brokers, give online
price feed and market news and be dble to trade in different makets and financid
ingruments. In Egypt, online trading was expected to increese liquidity, trangparency, daily
market volume, investor protection and foreign investments. At the same time it would
reduce human erors and trading costs, diminate investor-broker trading problems and solve
cash problems during public tenders. Online trading was just an example of many other ICT
sarvicesthat could be introduced in this sector with high potentid for usng ICT.

Enterprises in dl other sectors combined represent around one fifth to one quarter of the tota
of enterprises in each category, which showed modest ICT usage by such sectors. More
atention should be given to these sectors 0 as to increase their awareress on different ICT
uses that could improve work flow of and save ther time, money and effort, in addition to
encouraging the three top sectors to apply more of these sarvices dfter redisng ther
importance and benefits.

743 KENYA

The surveys undertaken in Kenya examined ICT impects in severd dimensons suggested in
the emerging literature. The surveys mainly focused on the manufacturing sector and the
sarvice sectors in Kenya

7.4.3.1 Manufacturing Sector:

In the manufacturing sector, the totd sample condsted of 61 firms. Ownership
characteristics showed that the highest percentage of the firms were Sole Proprietorships
(73.8 percent), Partnerships (21.3 percent) and limited concerns (4.9 percen)..

The results showed that only 115 percent of enterprises in the manufacturing sector hed
Internet access, only 3.3 percent of firms had websites and about 1.6 percent and 3.3 percent
of firms use dectronic daa interchange (EDI) and the inventory control software

repectively.

Regarding the type of ICT facilities that manufacturers used, the survey yielded low response
rates from the sample except for mobile telephones and post boxes. The survey reveded the
following reults:

Use of fixed line telephones- 34.4 percent;

Mohbile phones - 70.5 percent;
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Working fax machines- 13.1 percent;
Use of post boxes - 70.5 percent;
Working computers- 18.0 percent; and
Internet connections- 6.6 percent.

Among the respondents, the average numbers of ICT facilities in use per category are plotted
inFigure 7.1

Figure 7.1: Number of working ICT facilities in the
Manufacturing Sector
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The results in the figure above showed tha the most important item of which firms use at
leest one is the postbox, followed by the mobile phone and the fixed line teephone
Although only about 11 percent of firms had & leed one computer, at least 3.3 percent have
a leest 2 computers and another 3.3 percent dso had a least 3 computers. On the other
exireme, the leading item in the category ‘none in use, is Internet connection, followed by
fax machines and computers. Overdl, less that 5 percent of firms had in use ICT items in
excess of one, and when they did, it was the mobile phone or a computer.

It should be understood that functiondly, average numbers of ICT items in use did not Sgnify
productivity eg. the numbers of post boxes in use and vadue added to the firm differed for
example from the numbers of computersin use and vaue added in afirm.

7.4.3.2 Service/Retail Sector:

In the servicelretall sector, the totd sample conssted of 216 firms. The man ownership
characterigtics showed that 65.7 percent of the firms were Sole Proprietorships, 24.5 percent
were Partnerships and 7.4 percent were limited liability companies.
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Regarding Internet access, 25 percent of firms had access to the Internet, which was higher
than in the manufacturing sector. Some 5.1 percent of the sample had websites while 1.9

percent used the éectronic data interchange (EDI) and 3.3 percent, used the inventory control
software.

On the types of ICT facilities that servicesector operators used, the survey yidded
subgantidly higher response rates from the sample than in manufacturing, again led by
mobile telephones and post boxes. The results showed that 66.7 percent used fixed line

telephones, 89.4 percent had working mobiles, 25 percent had working fax machines, 83.8
percent had post boxes, 435 percent had working computers and 11.6 percent had an Internet
connection.

Figure 7.2 beow shows the average number of working ICT facilities that firms had. Overdl,
the average numbers of ICT fadlities in use in the sarvice sector were subgtantidly higher
than in manufacturing. Access to important ICT items such as Internet was low. However,
from the results, the most important item of which service sector firms used a leest one was
the postbox, followed by mobile phones, fixed line tdephones computers and faxes. For
firms that had more than one item, that extra item was mog likely to be a mobile phone or a
computer. Even then, the average number of working computers in use was highest (45
percent) followed by working mobile phones (3.2 percent) and working fixed teephone lines
(25 percent). This pattern replicated usage in the manufacturing sector. The leading items of
the ‘nonein use category were the Internet, the fax and the computer, in thet order.

Figure 7.2: Working ICT items — Services Sector
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Source: Survey Data
7.4.3.3 Lessons from the survey
From the survey, it was evident that ICT infrastructure and intensity of use differed amongst

the economic sectors depending on naure of business and need for product specidization.
Of the indicators above, emal and web use were leaders within the manufacturing and

sarvice sectors relative to computer usage.  However, web use was higher in the service
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sector than in manufacturing and a much higher rate of employees used computers in the
service sector (40 percent more) than they did in manufacturing.

Firms that provided ICT services proved to be the heaviest users of both websites and emal.
In both the red estate and the hotdl and restaurant sectors, about 70 percent of firms used ICT
goplications to interact with clients and suppliers. The Kenya findings were roughly smilar to
globd paterns. In the paitern, reldive intengty in the service sector was high.  About 67
percent of employees in the accounting and finance sector used computers, the highest
percentage in any sector.

The findings of the survey show that the service sector employed larger numbers of ICT
items then did the manufacturing sector.  In the ‘at least one item in use category, the sarvice
sector led manufecturing in dl items except mobile phones, where further scrutiny showed
that the sarvice sector had grester numbers in other ‘more than one ‘ categories and reported
only 10.6 percent ‘nonein se compared to 29.5 percent in manufacturing.

7.4.4 ETHIOPIA
7.4.4.1 Enterprise and Owners Profile

The SMME survey in Ethiopia reveded that 48 percent of the sdected firms were sole
proprietorships while 43 percent were private limited companies and 5 percent were ether
joint ventures or share companies. With regard to the sectors in which the firms operated, the
results revedled that 65 percent of the firms sampled were engaged in retall and wholesdle
trade, aout 8 percent in trangport and logisics and 3 percat in smdl manufacturing
activities. The results showed dso that the mgority of the firm managers were mdes (93
percent). In terms of the educationd levels of the firm mangers, more than 80 percent of the
managers had ether college diplomas or degrees.

7.4.4.2 ICT Penetration and Utilization

The results of the survey reveded that 93 percent of the firms had a least one direct
telephone line and at least one Persond Computer (PC). And al the firms were using PCs for
basic office applications and records management. In addition, 36 percent of the firms had a
least one mobile line and 90 percent of the firms had less than four mobile lines. More than
78 percent of the firms had less than five PCs of which, 55 percent had only one or two.
According to the survey, 95 percent of these PCs were used for running baesic office
gpplications while 65 percent of the firms used the PCs to handle office records.

The PCs were mainly used for word processing, accounting and finance and in some cases for
data processing. According to the survey about 50 percent of the firms used them for price
data exchange with locd and internationd suppliers and 425 percent for information
exchange within the firms. Mot firms did not have LANs and websites. The results showed
that only 20 percent of the surveyed firms had LANs and 7.5 percent had websites. About 80
percent of the firms had Internet connections, of which 77.5 percent had a dia-up connection
and only 2.5 percent had a dedicated line connection.
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Figure 7.3: Firms’ Purpose for Internet connection
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Figure 7.3 illudrates a snapshot of why enterprisess in Ethiopia used the Internet.
Approximately 67 percent of the firms used the Internet mosily for emall services followed
by 17.5 percent for information seerch. The firms dso used the Internet to access databases of
suppliers of goods and sarvices. This was the next dominant use while provison of sarvice or
product information to customers and purchasng of goods and sarvices over the Internet was
the leest practiced activity by the firms. Bariers prohibiting firms from owning Internet
accounts included lack of awareness, lack of IT sills high equipment and high Internet
connection codts.

7.4.4.3 Sales and Purchases via the Internet

The survey indicated that while some of the sampled firms had received orders via the

Internet, online payment had not been possble for them. Out of the sampled firms, 43 percent
of the sampled SMMEs dated that they had received orders via the Internet. This indicated
that firms were generdly less active in sdling their products using the Internet and most of
them depended on the conventiond way of handling sdes Online payment was not possble
even for those firms that had received orders via the Internet because of the absence of
gppropriate legd and regulatory framework governing such payments.

The sampled SMMEs were dso requested to indicate their experience in epurchases, if any.
According to the results, some 45 percent of the sampled firms indicated that they made
orders for the purchase of goods and sarvices via the Internet while the remaining firms did
not make any purchase via the Internet. However, e-payment was not practiced among the
sampled SMMEs because of lack of gppropriate legd frameworks.

On the main advantages of using ICTs in trade, the following responses and results  were
gve:

Reduction of transaction cogts - 93 percent;

Improvement of customers satisfaction - 75 percent;

Expediting of transactions 65 percent and

Avoidance of corruption - 43 percent;
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7.4.4.4 ICT Skills in SMMEs

The levd of education of the managers and their basc ICT <kills is an important factor,
which can enhance ther utilizetion of ICTs for various business purposes. The survey results
showed that 11 percent of the managers in SMMESs had postgraduate degrees, 70 percent of
them were college diploma or degree level trained professonds. Another 5 percent graduated
from Technicd and Vocationd training schools and 13 percent were below high school leve.
The survey findings reveded that, only 25 percent of the SMMEs included in the survey
were headed by a manager who had basc ICT skills From the firms included in the survey,
only 45 percent had hired ICT skilled professonas. From these ICT professionds, 94 percert
were mae and only 6 percent were femde. A little more than haf of the firms (57.5 percent)
enlised some form of ICT professond services from permanent and contract employment
basis.

7.4.45 Source of Finance for ICT investment

The most important source of ICT investment is owners capita. According to the results of
the survey, mogt of the sampled firms (85 percent) had used their equity capitd for any ICT
related investment. Retained earnings were the next most important source of finance for ICT
investment.

7.4.4.6 Legal and Regulatory Framework

One of the mogt important inhibitors of the use of ICTs in trade was the absence of an
appropriste legd and regulaory framework in Ethiopia More than one third of the sampled
firms indicated that some rdevant government information and some eectronic forms were
avalable on the Internet. However, more than two fifths of the sampled firms stated that such
information and dectronic forms, which could have reduced transaction codts, were not
avalable on the Internet. There were some efforts by some government ministries to upload
some forms so tha customers could download and complete these online before submission
to the rlevant minigtry.

The sampled SMMEs were dso asked if they planned to dat online busness in the
immediate future and whether they percaived any legd problems. Some of the sampled firms
indicated that they had a plan to start online business but mogt of them indicated dso that the
legd and regulatory framework was not conducive to dat e-commerce in Ethiopia The
results showed that some 75 percent of the sampled firms would want to dat online
busneses. More than 40 percent of the firms indicated that an gppropriate legd and
regulatory framework was lacking to conduct business online in the country. One third of the
firms did not have any dear knowledge on the regulaiory and legd framework. According to
the survey, many firms fdt tha there was no legd and regulatory provison that could
authorize the egablishment of online crossborder businesses. This was the most serious
perceived legd barier to sarting online cross-border businesses.

The lack of a legd provison for recognizing eectronic contracts and the eectronic
transaction of goods and sarvices, as wel as the recognition and vdidity of eectronic
sgnaures were the most serious condraints hampering the deveopment of online businesses.
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Absence of an epayment procedure was dso posed a dgnificant problem for some of the
firms.

7.4.4.7 Obstacles and Constraints on the use of ICTs by SMMEs in Ethiopia.

While ICTs may be important for the development of SMIMES in countries like Ethiopia, the
goplication of the technology in trade was quite limited. To identify the main obstacles on the
use of ICTs in trade the sampled SMMEs were asked to indicate the main condraints reaed
to Internet sales and purchases.

Absence of an online payment system and an gppropriate legd framework for ecommercein
Ethiopia were reported to be the main obstacles to expanding the use of ICTs in trade,
confirming the need for a trusworthy environment in which to cary out e-commerce
activities. Uncertainties concerning contracts, terms of ddivery and guarantees were arees of
high importance for many firms. Lack of client firms and customers who were ready to use
the Internet to exchange goods and services, as wel as the non-conformity of the products
and sarvices SMMES transacted, were cited as additiona barriers to expand e-commerce.

The sampled firms were dso requested to suggest and identify possble solutions to mitigete

the problems facing e-commerce in the country. Severd areas of intervention to expand and
enhance the use of ICTsin trade were identified thus:

. Improving the tdecommunications services,
Lowering the service charges of the telecommunication service;
Introduction of new business licensing procedures,
Introduction of an e-payment system;
Encouraging the participation of the private sector in ICT infrastructure development;
and
Improvement of the customs and trade regulaions.

7.5 APPLICATION OF ICTS IN SMMES - SURVEY RESULTS

The study aso attempted to assess the level of awareness and usage of ICTs within SMMEs,
especidly the extent to which the SMMEs relied on advanced technology to do business as
well as the degree of conducting e-commerce activities among African SMMEs. The study
specificdly anadysed the use of ICT's i.e. teephones (fixed and mobile) and fax machines,
PCs, connectivity, Internet and ecommerce, by economic sectors and dso the policy
environment in which SMMEs operated.

The findings indicated that a gSgnificant and growing number of SMMES exporters were
regigering success in conducting busness online despite the difficult conditions encountered
in these developing countries. It was observed that the use of teephones both fixed and
mobile and fax machines was very popular among SMMEs in the countries surveyed.
Regarding the usage of computers, the survey results showed that most of the companies had
computers but they were mogly used for secretarid functions i.e word processng,
accounting and finance and in some cases, for daa processng. In most of the countries
surveyed, the findings reveded that computers had become an integrd part of the operations
of SMMEs, however there had been no concerted effort on the pat of most SMMEs to
acquire e-competency or to use the Internet as a tool to incresse or & leest mantan
international  competitiveness. Connectivity to the Internet was viewed as a vduable tool for
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communication, espedidly through emails, but not an essentid agpect of enhancing business
competitiveness both domestically and internationaly.

Very few companies in these countries surveyed had webstes as marketing tools with the
exception of Egypt and RSA, where a sgnificant number of SMMES were involved in e
trade. The results of the survey in Ethiopia showed that gpproximatey 67 percent used the
Internet for e-mail purposes. The provison of sarvices or product information to suppliers as
well as the purchasing of goods and sarvices over the Internet was the least practiced activity
by firms on the Internet (See Figure 7.3 above). In Egypt, the results of the survey showed
dso tha the highest percentage of enterprises used the Internet for emal communication as
compared to providing client sarvices as wel as receiving orders in the Egyptian SMMES
(See Figure 7.5 below).

Figure 7.4: Internet usage in Egypt.

In teems of ICT usage in different economic sectors, the results reveded that ICTs were
mosly used in the manufecturing, the hospitdity indusry and the financid services sectors.
The results adso indicaied that a greater proportion of firms had managers who were computer
literate as opposed to generd employees.

7.5.1 Major challenges facing these companies

The mgor chalenges being faced most SMMES in Africa are given an Ethiopian case study
as it ecompasses most of the issues raised by SMIMESs in the countries covered in this study.
Most SMMES as they commenced their ecommerce activities, they had been facing severd
chdlenges. One of the main chdlenges faced by the companies, in ther effort to expand their
e-trade initistives was the incompatibility of the exiding legd framework in Ethiopia The
exchange control regulaion of the Naiona Bank of Ethiopia (NBE) —Ethiopias Centrd
Bank - required that goods and services worth more than $250 USD (locd currency
equivdent) could be exported only if the full payment of the goods or the services wes
effected through the Letter of Credit (LIC) System. The exporter had to open an L/C prior to
exporting of any product. The export and exchange control system did not have any provison
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for eectronic payment. This regulation was generdly incompatible with the promotion of e
trade where transactions were mostly conducted online through gppropriate credit cards and

therefore serioudy undermined the role of ICT in these companies' trade.

In addition to the incompatible legd provisons payment could not be effected through a
credit card system since most of these companies did not have specid permits to acoept credit
cads from ther clients. These permits were only issued by the Minidry of Trade and
Industry®. The absence of an e-payment system in the country, had forced some of the
companies deders to employ Credit Card Clearing Companies (CCC), which were located in
Europe and Canada to verify the vdidity of customer credit cards. After checking the
authenticity of the credit cads, the Clearing Company transferred the price equivaent
amount of the goods that were to be exported to the companies locd account based on trust
that these Ethiopian companies had developed with the clearing companies However, this
procedure was cumbersome and expendve paticulaly if the transaction involved smdl
amounts of money.

The customs clearance requirement was aso cited as a mgor problem in enhancement of e
Trade in Ethiopia Apat from the lengthy process of the Customs Procedures, it was dso
required of an exporting firm to provide the Custom’s Authority with an Exchange Control
Permit, an Export Control Permit and other documents in order for the firm to obtan export
clerance. In addition, an exporting firm was required to complete a declaration form for
goods to be exported. In the end these requirements rendered Customs Clearance procedures
very expensdve, cumbersome and incompatible with the e commerce environment.

Mogt of the companies were dso not able to use the export incentives provided for firms by
the government and did not enjoy duty free privileges such as other companies operating in
the traditiond trading mode. This was because, while using the eectronic means of export, it
was nhot possble to produce traditiondly required paper based documents, invoices, signed
contracts etc, for one to be entitled for the duty free privileges. This was due to the absence of
legd provisons to accept dectronic documents and a sysem to cetify the vdidity of
electronic documents through the authentication of eectronic dgnatures. These battlenecks
forced some of the companies to gradudly reduce ther etrade activities and resort to the
conventiond trade format. As a result, most of the companies Internet sales had considerably
been eroded while the sdes through the traditiond trading systems of doing businesses had
increased.

The other mgor problem that hindered the companies etrade was the accessng of the
companies webstes as wdl as their regular update, which was often difficult because of the
low access speeds and high cost of Internet connections. Low ICT skills, absence of reevant
busness information security and privecy protection mechanisms were dso among the maor
problems faced by the SMMEs in Ethiopia Due to these reasons, most of the companies
became |ess competitive in the globa market in respect to etrade activities.

In addition to the above chalenges, it was dso observed that there was limited awareness on
the part of the policy makers and the generd public about the relevance and importance of e
trade, hence there was dow development of the ICT infrasructure and policy framework in
the country which was negatively affecting the companies etrade activities. Moreover, these
companies had a week policy influencing podtion since very few of them were engaged in e

% Some tourist trading shops, travel agents and higher grade hotels are permitted to accept credit card from their
clients.
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commerce activities in the country, hence they faled to create a criticd mass. However, in
soite of the above chdlenges, the companies had been trying to handle various orders within
the existing legd framework and attempting to ensure custome satisfaction and profitability.

Findly, in order to expand e-trade in Ethiopia severd issues to be addressed were proposed
thus:
A need to improve the export procedures,
The credtion of enabling legd and the regulatory framework for e business -
recognition of eectronic documents/sgnatures/e-transactions,
Export permit and the Customs Clearance procedures need to adapted to ensure
compatibility with e commerce environment;
Reduction in transmisson cods i.e Internet connection, telecommunication charges,
has to be reduced consderably as well asthe cost of computers and their accessories.
Conducting ICT cgpacity building activities foo SMMEs to expand e-commerce
activities,

7.6 CHALLENGES AND CONSTRAINTS BEING FACED BY SMMES IN AFRICA

While ICTs may be important for the development of SMIMEs in African countries, the
goplication of the technology in trade is quite limited. There are severd reasons why the
goplication of ICTs may be low in Africa As in many developing countries, the Internet in
Africa is expensve, low qudity and unrdidble Gengdly, the high codts, the poor qudity of
fixed line networks and the uncertainty over the tedecommunication regulaory environment
ae the mgor impediments to growtt®’. Therefore, any effective use by SMMEs of an e
commerce solution requires off-line operation to minimize the nead for usng expensve, low
qudity bandwidth in African countries In addition, computer usage and <ills is low and is
often affected by eectric power outages, which is mostly concentrated in urban centres in
most African countries. This is exacerbated by the lack of client firms and customers within
the different countries who are capable of using the Internet to exchange goods and services
a wel as the nonconformity of the products and services SMMEs transact, have been
identified as additiond bariers to expand e-commerce eg. those SMMEs involved in
trangport and condruction see no Sgnificant benefit from e-trade as Sgnified in the sudy. It
is dso observed that the use of computers and the Internet for business, let done ecommerce
is not widdy understood by many SMMESs in African countries. Furthermore, being part of
globd trade, e-commerce processes reguire knowledge of many complex systems induding
orHine promation, internationd payments and shipping procedures that are beyond the
current limited capacity of most SMMES. Moreover, many entrepreneurs are now skeptical of
usng ICTs for trading purposes, due to the concerns on the issues of security and privecy.
This means that more knowledge needs to be imparted to SMIMES to encourage them to use
ICTs in order to exploit business opportunities and to gain exposure and representation on the
globd market.

The other congraint for most SMMES has been the source of finance for invesment. The
most important source of ICT investment is owners capita. According to the results of the
sudy, most of the firms have been using ther equity capitd for any ICT rdated invesment.
Retained earnings are the next most importart source of finance for ICT investment. With a
low per cgpita anud GDP in most African countries, very few individuas or SMMEs can

57 International Finance Corporation ‘ Investment Opportunitiesin Wester n Africa|CT and Internet sectors, final
report-Ghana' . October 2003.
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aford to own a computer dong with the phone line, printer, soecidized software and digita
camera that are prerequisites for e-commerce. Therefore it is necessary to find mechanisms
where SMMESs would be able to access finances for the initid cost of acquiring ICT facilities
and the cogt of running them.

Absence of online payment sysems and abosence of gppropriate legd and regulaory
frameworks for dectronic commerce in most African countries are some of the man
obstacles hindering enhancement in the use of ICTs for trade according to the survey
findings. This confirms the need for a trusworthy environment in which to conduct e
commerce. Uncertainties concerning contrects, terms of ddivery and guarantees are of
importance for many firms. According to the survey, many firms fet tha there was no legd
and regulatory provison that authorizes the establishment of an online cross border business.
Lack of legd provison for recognizing dectronic contract and the eectronic transaction of
goods and sarvices as wdl as the recognition and validity of an eectronic Sgnature were
identified as condraints hampering the devdopment of online busness. Chdlenges and
Opportunities of the Ethiopian SMMEs in Box 7.1 aly summarise the gStudion faced by
most SMMEsin Africa

7.7 CONCLUDING REMARKS

Much of the hype of the new ICTs has been focused on its potentid to wipe out geogrgphicd
bariers and potentidly create new markets for exising busnesses and firms. In the late
1990s, the use of ICTs to foser commerce was thus initidly seen as one of the key drivers of
the so-cdled ICT revolution. Eight years into the new Millemium a more sober picture has
emerged. E-commerce is certainly not a panacea dthough it has worked for quite a few
companies.

This study was motivated as a result of an observetion that the role of ICTs in supporting
Smdl, Medium and Micro Enterprisess (SMMES) in devdoping countries had not been
properly addressed in mogt of the policy sudies Mos poor countries had very few large
enterprises that could benefit from usng ICT by becoming competitive on both nationa and
internationa markets. As a matter of fact, most of the enterprises in these economies were
SMMEs This was particularly so when focus was placed in urban poor and rura aress. Thus,
the study had indicated that targeting SMMES in developing countries was one of the ways in
which ICT could hdp dleviade povety and hdp these countries achieve the Millennium
Development Gods (MDGs).

The dudy findings indicate that there is high potentid for ICTs in asssing smal enterprise
development. As the globd economy becomes increesngly reliant on ICTs to receive,
process and tranamit information, SVIMES in developing countries should not be left behind
les they lose out on opportunities to integrate into the globd supply chain for outsourcing
businesses and increasing productivity.

The study has attempted to outline the different ways in which ICTs can benefit SMMES in
the arees of business productivity, efficiency (i.e improve communication among different

departments within the firm) and dso linking SMMES more easly and chegply to externd
contacts, whether locdly or globaly which isthe genesisof e-trade.
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Despite the obvious and concrete benefits that ICTs can bring to SMMES, in most developing
countries SMMES have been dow to adopt ICTs. At the same time, most governments have
not mangreamed ICTs into thear SMME policies. The study findings reved that this has
mostly been exacerbated by a lot of chdlenges and condrants that respective governments
need to address so that SMMEs, through the use of ICTs, can sgnificantly contribute towards
economic growth and development. Mot prominent of these challenges and condraints are
the issues of infrastructure development and the legd and regulatory framework in which
these SMIMEs operate. There is need to put in place rdevant legd and regulatory structures
that would enhance e-trade in African countries.

Box 7.1: Ethiopian SMMESs’ e-Trade Challenges and Opportunities

Most of the SMMEs in Africa face dmost smilar chalenges and opportunities. To have an indepth
understanding of these chdlenges an example of SMMESs in Ethiopids manufacturing sector is presented.
This industry presented is a subsector of the manufacturing sector. Ethiopia is believed to possess huge
livestock resources. However, this sector has not been well developed and properly exploited. Recently,
there have been some initiatives by the government to exploit some of the potentials of the sector with the
esablishment of the Leather Technology Inditute as one such example. In addition, several private
companies have dso dated to observe the huge potentiad of the sector and have dated to be engaged in
some business activities rel ated to the livestock sector.

Due to the abundant avalability of hides and skins many companies have been edablished recently to
exploit the abundant raw materid available in the country. Most of these companies have been established
with the purpose of processng and exporting leather products, and they have crested employment
opportunities for many jobless individuds. Most of these companies have tried to promote their activities
aggressively and have participated in severd trade fairswithin and outside Ethiopia

According to officids in these companies, an extended chain of actors characterize the conventiona export
channd. The traditiond system is very expensve to sugtain and is less competitive in the globd market.
SHling online is by far chegper for both the producer and the consumer. Internet sde makes business to
consumer transaction more efficient and prices dtractive to both parties Therefore, it had become
imperative for the companies to find an dternative mechanism for the promotion and exporting of lesther
products. Hence, some of these companies crested websites as a way of promoting efficiency in their
business transactions. Most of these companies opted for this initiative a the time when there were no
Internet Service Providers (ISP) in Ethiopia, the companies had to use overseas ISPs to register their domain
names and get their webste hosted through the support of the Pan African Development Information
Savices (PADIS) - ECA. The companies dectronictrade was mainly focused and tailored to consumers
(B2C), which improves the companies competitive postions and reduces marketing and other transaction
cods. The new system adso enabled the companies to outreach their products to a wider network of
consumers.

A snapshot evaluation of the performance of the companies show that after the introduction of the website,
interesting progress was made. Some of these companies websites have been visted by more than 5.8
million people over the last ten years. There has been a steady increase on the online and domedtic sdes. In
addition, the traditiond export market has dso showed an increasing trend. The introduction of the Internet
adso enabled the companies to capture the fashion trends more eesily and quickly. The cost of advertising
and promotion of the companies products have been changed from a Catdogue based on trade fairs to
electronic advertising and promotion over the Internet. As a result companies have experienced reduction in
the cost of advertising and business promotion.
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CHAPTER EIGHT

MOBILE COMMERCE IN AFRICA

8.1 INTRODUCTION

Undoubtedly, the fastest growing ICT sector in Africa is mobile tdephony, which is credting
immense interest in the sector. Mobile phones are an important ICT tool for devdopment due
to their ability to easly legpfrog the infragtructure barriers in remote and rurd aress in Africa
Furthermore, the rapid advancement in the technologies and ease of use, coupled with faling
prices in devices, presents the mobile phone as an appropriate and adaptable tool to bridge the
digitd divide The scope of goplications for deveopment is wide, and as it can reach the
magority of people its impact is enormous. Overdl, wirdess communications provide the
long sought after plaform that can make digitd data trandfer possble in many developing
countries. This is due in part to the lower cogts of mohile sysems relative to fixed networks,
the provison of short message sarvices (SMS) and the endbling of wirdess Internet
connections.

This has spurred the advent of m-commerce, a new form of eectronic commerce brought
about by the rapid growth of wirdess communications in many Africa countries. The most
common definition of m-commerce is the buying and sdling of goods and sarvices using
mobile phones. In Africa and other developing countries, most mobile services are prepaid
usng sored vaue cards. This mitigates pod-paid subscription problems of creditworthiness
and billing.

In the study the definition of “M-Commerce’ included the contribution of the mobile phone
to busness through voice and daa services  The Study presents a number of emerging
initiatives, which use the current Globd System for Mobile (GSM) communications, data
exchange mechanisms of smal message services (SMS), Wirdess Applicaion Protocol
(WAP) and Undtructured Supplementary Service Data (USSD). These initiatives include
information only services, financid transaction services and amix of both.

When congdeing financid savices the spectrum of m-commerce responses has been
evaything from an informaion savice added to an exiding bank account, through to
propogtions thet enable informatiion and transactions on an exising bank account, to
innovative transformational  propositions such @ M-Pesa™® which endbles information and
transactions on a newly registered mobile phone enabled account.

The dudy reviews the tdecommunication and financid infragtructure and presents findings
of some recent studies on how households manage financid services and ther expectations
for ease of access. Infrastructure  expandon and upgrade, paticularly internaiona
connectivity and bandwidth, coupled with the convergence of GSM networks and IP
infrastructure, means that incressingly, sophigticated m-commerce gpplications are becoming
a redity across African countries. However, the nature of a number of congdraints (e.g. cog,
literacy, handset specification) means that use of m-commerce is likely to reman the preserve
of thewd| off for some time, hence exacerbating the digitd divide.

% See Box 8.1 below for more details about M -Pesa
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8.2 WHY THE STUDY WAS COMMISSIONED

The role of mobile phones for banking and conduction transactions was as a result of Sx-
country studies on ICT trade and economic growth commissioned by ECA under the ePol-
Net initigtive, whose objectives and findings have been presented in the previous chepters.
M -commerce/M-Banking was flagged out in some countries as a way for the poor to use
ICTs in thaer economic endeavours. Given the exploson of mobile telephony across the
continent, this became an important area of study for the ECA, particularly with respect to
interrogating the kind of policy reguirements needed to sugan this phenomenon, so that this
sector contributed fully to economic development in Africa This was dso highlighted during
the “Connect Africa Summit”, hdd in Kigdi, Rwanda, from 29-30 October 2007. At the
Summit, it was observed that the African mobile market was the greatest expanding market in
the world. In the past three to four years, some countries had recorded a growth rate ranging
from 40 to 50 percent, and in 2000, there were 16 million mobile telephone subscribers in
Africa and this number rose to 135 million in 2005. Presently, for each fixed teephone, there
are about five mobile phonesin Africa®.

This promisng experience reflects the implementation phase of the Tunis Commitments at
the World Summit on the Information Society (WSIS) and led to the commissoning of this
sudy by the United Nations Economic Commssion for Africa (ECA) within the framework
of the African Information Society Initiative (AlISl). The am of AISl is to provide Africans
with the means to improve their standard of living and reduce poverty through new ICT's. As
a result, UNECA launched severd programmes including the Nationd Information and

Communication Infrastructure (NICI) programme®.

It is within the framework of the NICI development that the African Initiative on ICT, Trade
and Economic Growth was launched following a Forum hedd on the subject from 14-16
March 2006 in Addis Ababa. The objective of the Forum was to examine the economic
sgnificance of ICT and determine their impact on African countries. This mcommerce study
is pat of the follow-up activities of the ePol-Net programme initiative. This initiative focuses
on the emergence, satus and the future of m-commerce — induding mobile phone encbled
banking. It brings together, three country studies on Senegd, Kenya and South Africa

8.2.1 The Study Objectives

The sudy was inditued to examine m-banking in a more traditiond sense linking mohbility
to banking and dso to examine the dternative banking gpplications, for ingance using cdl
phones to purchase goods and sarvices, i.e. pre-paid phone cards becoming a new currency.
Specificdly, the sudy was amed a providing an overview and dae of infragtructure with
reference to the soread of mobile technology in each country. In paticular, the Sudy
examined the types of wirdess technologies being deplored, the advantages and
disadvantages such technologies, the growth potentid of the mobile tdephony sector and
roll-out plans in these countries.

The study dso andysed the mobile market, which included an assessment of the extent of
innovaion teking place in cresting m-commerce opportunities as a mechaniam of opening up

% See | TU database on www.itu.org
% See NICI e-Strategies: Best Practices and Lessons, ECA, Addis Ababa, 2007.
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new revenue streams as wel as creating vaue chains. Possble business models to be adopted
to expand m-commerce to rural and remote areas were aso anaysed.

The dudy examined dso the extent of collaboration between mobile operaiors and finencid
inditutions such as banks and, where possble, credit card companies. The critica issue was
whether there could be collaborative vaue generaied as a result of mobile operators teaming
up with the financid inditutions to develop solutions. The exisence of content development
provides as wel as key sectors and gpplicaions that could drive m-commerce in these
countries was aso explored.

Some of the driving forces behind m-commerce development ae the issues of trud,
confidence and security. This being the case, the study dso andysed the extent of usage of
mobile teephony for commercid activities which was to a grester extent, determined by how
the dtizenry in a given country perceved the use of dectranic devices for monetary
transactions in terms of security, trust and confidence. As a result, it was deemed important to
asess the extent to which the business environment provided trust and confidence for using
the devices and the security measures that were in place.

The sudy aso assessed the legd and regulatory framework in which m-banking inditutions
operaed. In paticular, the sudy examined how exiding policies and regulatory frameworks
had affected the development and promotion of m-banking or e-commerce. It explored how
the policy and regulatory environments have affected technology promotion and adso how
regulaion could be effectivdy utilised to fecilitate market entry. Issues of service access and
affordability were aso examined

METHODOLOGY

The dudy used secondary data obtained from policy documents, relevant legidation and the
financid and tedlecommunication sector regulators. Primary data were collected using
interviews and directed questionnaires targeted a the financia sector, the mobile operators
and sdected companies in the retal, tourism and information services sectors of the
economy. Detals of sources used and interviews conducted can be found in the supporting
documents which include the three country reports “Staius of Mobile Commerce and Mobile
Banking in Kenya, UNECA”, by Professor Meoli Kashorda, April 2008; “Etude sur le m-
banking/m-commerce au Senegal, UNECA”, Par Mme Faimata Seye Sylla, April 2008 and
“A view of M-commerce in South Africa, UNECA”, By Dr Simon Batcheor, June 2008.

8.3 INFRASTRUCTURE

The gtuaion in each of the three countries is dgnificantly different, however, in dl these
countries, poverty reduction strategies acknowledge that reduction of poverty can be achieved
if communication services become affordable and accessible to the rurd and urban poor.

In dl the three countries, there is dSgnificant mobile network growth, both in terms of
network infrastructure and in market competition. In South Africa (with the highest GDP
growth among the three countries), the reach and coverage into rurd aess is Sgnificant,
however the price point is higher than the other two countries and this might have a negdtive
effect on economic development. In Senegd (the lowest of the three GDPs), there is a \ery
srong international  connectivity such that it acts as a regiond Internet exchange point, and
there is a grong fibre optic network throughout the country, dthough currently reach into the
rurd aess is a litle limited. Kenya holds the didinction of having good coverage and
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holding a mid point price. Againg this backdrop of a strong well-used mobile phone network,
what are the opportunities for m-commerce/m-banking?

In order to successfully establish m-banking/mcommerce, there should be collaboration
between the inditutions, actors of traditiond commercid transactions (i.e finandd
inditutions), busineses, tdecommunicatiions operators,  mobile operaiors, Internet  service
providers and the value added service providers.

The dudy findings reveded that Senegd, despite being the regiond Internet exchange poirt,
hed effectivdy no m-banking or m-commerce activities that could be used in the rurd aress.
Only Sonatel Multimedia had proposed an SMS banking solution. Others, such as Chaka and
CBO had projects, but despite their goodwill there had been very little invesment in the
sector at the time of this study (early 2008), indicating drawbacks in new technologicad
developments. The study observed that the rurd areas remained the poorest aress while they
condituted the mgority of the populaion and should therefore conditute the virgin aress to
be exploited by operators and service providers with the resources.

In contragt, Kenya and South Africa had a consderable number of initiatives, most of which
induded a focus on the rurd poor — who were regarded as the potentid market players. From
these countries, the studies noted that key to the incluson of the poor was a proportionate
response to the identification and asxociaed risk for the registration of new customers.
Kenya and South Africa had taken seps down this road and hence enabled the innovative

propogitions.
8.4 M-COMMERCE DEVELOPMENTS

In the last four years, the growth in the number of mobile tedephone users worldwide has
exceeded the growth in the number of fixed lines increesng from 50 million to dmost one
billion in 2002. Today, over 90 percent of countries have a mobile network and nearly one in
every sx of the world's inhabitants has a mobile telephone,

As mobile phone usage expands into the relm of commerce and trading, many other
opportunities are arigng, notably m-banking or m-payment, that dlow low-income people to
ue the phone for banking purposes M-banking transactions cost far less to process than
transactions a an automated teller machine (ATM) or bank branch. A 2008 survey estimated
that only hdf of South African adults had a bank account, but a third of those without an
account owned a mobile phone®. The survey reveded that cell phones had spread faster than
bank accounts across the rest of Africa FinMak, a Britishbacked non-governmenta
organization that looks a how financid markets can hep the poor, etimaes a least hdf of
dl bank accounts in South Africa will be adminigered through cdl phones within the next
five years®. There are currently severd modes of mbanking and m-payment that are being
developed throughout the developing world. In South Africa, there is the WIZZIT initiative, a
datup mobile banking provider that offers a transaction banking account accessble via
mobile phone and debit card. The company operaes as a divison of the South African Bank
of Athens targeting 16 million people (48 percent of adults) who are unbanked or who have
difficulties in having access to forma financid services. Since its launch in December 2004,
WIZZIT has acquired more than 50,000 customers.

6l Ria, 2008 South Africa - Policy vs. Performance - ICT Access & Usage in South Africa
82 See Finscope 2006 “Understanding Kenya's financial landscape - the FinAccess survey results 2006”,
FinMark 2006
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In Kenya, the M-Pesa modd is a new Safaricom (private mobile operator) service dlowing
trandfer of money usng a mobile phone. Kenya is the firs country in the world to use this

Box 8.1: Kenya’s M-PESA

M -Pesa functionalities were rapidly modified from simply enhancing micro-finance transactions to enabling users
to send and receive money. M-Pesa provides an affordable, fast, ®nvenient and safe way to transfer money by
SMS anywhere in Kenya. Using M-Pesa, a user can deposit money, withdraw money, send money to another M-
Pesa user, send money to a non M-PESA user who does not need to be a Safaricom customer, buy Safaricom
prepaid airtime and manage his/her M-Pesa account e.g. show the account balance, change PIN and change
language.

Registration for an M-Pesa service is done free of charge at any M-Pesa Agent location. A user is required to
provide a Safaricom SIM card, a mobile phone and a form of identification e.g. National 1D or passport. Since the
older versions of SIM cards did not have a M-Pesa menu, a replacement is done during registration. This is done
free of charge at the authorized M -Pesa agent. The agent assists usas to transfer phone book details to the new
SIM card. All SIMs since October 2006 come with an integrated M-Pesa menu and upgrading is free (Vaughan,
2007).

To Activate an M-Pesa Account, users choose an ‘M-Pesa’ menu on the phone and select Activate option. Upon
entering a ‘start key’ (a 4digit number issued by the system), the user can then create and confirm a new secret
PIN. The user then enters an ID number, which should be similar to the one entered by the Agent. Upon correct
entry of the above, the M-Pesa account is activated and the user can accesses the M-Pesa menu to view the
following sub-menus: Send money, Withdraw cash, Buy airtime, Pay Bill, My account.

An M -Pesaagent provides servicesto M -Pesa customers including the buying and selling of M -Pesa eeMoney and
the registration of new M -Pesa users. Agents are either Safaricom dealers who are operating one or more outlets
around Kenya or other retailers with a substantial distribution network like petrol stations/distributors.

sarvice, which is offered in partnership between Safaricom and V odafone (See Box 8.1).

The service is an daffordable, fast, convenient and safe way to transdfer money by SMS
anywhere in Kenya Apart from M-Pesa, there are other firms involved in m-commerce such
as Equity Bank Ltd, Jamii Bora and Sokotele, while the Commercid Bank of Africa only
dlows customers to access their accounts information, but not financid transactions.

Figure 8.1: An Overview of the M-Pesa service
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8.5 FINDINGS AND RECOMMENDATIONS

The <udies noted tha infrastructure expandon and upgrade, paticulaly internationd
connectivity and bandwidth, coupled with the convergence of GSM networks and 1P
infragructure, means that increasingly, sophisicated m-commerce applications are becoming
a redity across African countries. However, the nature of a number of congdraints (eg. cos,
literacy, handset specification) means that use of m-commerce is likely to reman the presarve
of the well off fa some time, hence exacerbating the digitd divide

Most of the mcommerce/banking examples are basad on partnerships between a bank and an
operator and the product is offered as added vaue of that bank or operator. This gives the
players a competitive advantage over their rivas in the sector. It has been observed thet
initiatives towards open dandards, enabling al mobile operators to provide access to m+
banking services would enable more people to benefit from these services.

The sudies reved that m-commerce or m-banking is one of the sectors tha can have a
ggnificant impact on the lives of the poor in Africa if properly and effectivdy managed
within an enabling environment. The findings show that the different African countries could
endble M-commerce or mrbanking to reach its full potentid through the generation of
incdlusve policies that put more emphass on rurd coverage in tems of both infrastructure
and banking savices, bdancing the maket and consumer protection through effective
regulatory policies and dso through recognisng information services as a vitd component in
the sector.

8.5.1 Generate inclusive policies

The dtuation in each of the three countries is ggnificantly different, but in dl the poverty
reduction strategies there is an acknowledgement thet reduction of poverty can be enhanced if
communication services reach to the remote rurd aress, and are affordable and accessible by
both the rura and urban poor.

Regarding information, it was observed that there is an increesng demand for generdised
information servicess The Nationd Media Group (NMG) and Sonatd Media cases from
Senegd, illudrate how ther offerings are being taken up by customers. Sonatd Multimedia
has proven tha an informationbasad solution is viable but only operates this in the dities
paticularly in Dakar. This does not address the needed incluson of the rurd aess. Banks
like CBAO and telecommunications operators such as Sonatd Multimedia do not want to
take risks with the rura areas (seeing them as illiterates with no bank accounts), and they do
not plan in the foreseegble future to target the rurd aress. Only the company Manobi has
included the rurd areas (busnessmen, famers etc.) in their products, offering a consultaion
by WAP on the price of agriculturd products in various markets (Xam Marse, the market in
red time on SMS). The country study concludes. - “The rura areas remain the poor aress
while they conditute the mgority of the population and should therefore be virgin aress to be
exploited by operators and service providers with the resources.”

In contrast, Kenya and South Africa have a congderable number of initiatives, most of which

indude a focus on the rurd poor — who the proponents see as new potentid markets. Figure
8.1 below illugtrates the ditribution on how people kegp their money in the three countries.

85



Figure 8.1: How people without Bank Accounts keep their money
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Key to the induson of the poor is a proportionate response to the identification and
asociated risk for regigration of new customers. Kenya and South Africa have taken
deps down this road, and hence enabled the innovative propodtions.  However, it
would be helpful to bring together good practice regarding this initiative.

Smilarly, the other mgor key to an inclusve response is enabling agents to accept
deposits and be the cash in and cash out points. Again, Kenya and South Africa have
enacted some  proportional  meesures, endbling agents to  represent  financid
inditutions. There is a need to identify best practices for this and take regulators on
board.

Regarding tdecommunication incluson, Universd Access Funds levied from the
mobile network operators have been used to promote the reach and access of the
network into remote areas in some of these countries. In this new converged space,
which incdudes both tdecommunication and finencid services and  with the
diminishing need for subddised universd access governments might  seek
ingruments to encourage reach and access of financid services into remote aress.

8.5.2 Balancing the Market

In responding to demand, paticularly in Kenya, it is cleer that mobile operators are criticd in
the success of mobile applications, especidly for amdl busnesses. This is because of the
dominant or drong barganing power of the mobile operators For example in the Kenya's
Equity Bank case dudy, it was found that the technica support of the mobile operators was
meking its mobile banking application expensve. The increesng power of the mobile
operators puts them in a grong bargaining postion — even when negotiating with banks. It
was therefore suggested that the ICT regulator could regulate partnerships between the
busnesses and mobile operators to ensure far play. For example, the vaue-added mobile
goplication providers should be protected from the dominant power of the mobile operators
especidly in sharing the revenues from such services There is dso need to expand the
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mandate of regulators so that the new laws should not only regulate e-commerce but aso
regulate spam or fraudulent SMS's as well as the partnerships between the different licensees

at the different layers of ICT.
8.5.3 Consumer protection

The study noted that each of the three countries had polides and hills in wating regarding
cusomer protection and security. These needed to be enacted as soon as possble in order to
increase the trust among people ad businesses especidly with reference to the recognition of
the electronic signatures necessary in mobile and e ectronic commerce transactions.

There was need to transform the business culture in order to promote ecommerce and mobile
commerce agpplications. At present, there was low trust between businesses and customers
because of lack of trangparency in business transactions with regards to e-commerce or m-
commerce. There were dso many fraudsters who took advantage of mobile commerce
applications, as was the case with the Nakumatt Supermarket chain case study in Kenya®.

8.5.4 Recognise that information services are important.

Mobile phones play a ggnificant role in peopl€és eveyday lives as they reduce cods
enhance interactivity and can be used to access specific vita informeation.

The Nokia research dudy indicates that the most important ypes of informeation to users are
news (locd and internationd), hedth (how to prevent and treat illness and diseases),
education (education and traning opportunities), income generadion (job  opportunities,
market information, avalability and price of resources) and information on new products and
service™. This indicates to the different countries that these are some of the generic aress in
which  m-content services could make a dgnificant contribution towards economic
development.

In condusion, the study findings reved that Africa is wdl placed for exploring and exploiting
the new opportunities presented by m-commerce. It has the core demand for such services
and in this sense is better placed than Europe where consumers have a wide range of
dterrtives.  There is need to put more emphasis on key infrastructure development

expecidly in the rurd aress where the mgority of the populaion lives and to formulate
inclusive palicies that enable m-commerce.

83 Nakumatt retail supermarket group experienced lots of fraudulent cases with the customers when they used
SMS based promotional services.

% Nokia 2008 “Towards Effective EGovernance -The delivery of public services through local e-content”,
Nokia 2008
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CHAPTER NINE

CONCLUSIONS AND POLICY RECOMMENDATIONS

9.1 CONCLUSIONS

The information revolution has transformed the way modern businesses are conducted. ICTs
have enabled people to exchange large amounts of information quickly and chegply. Those
who can best receve, process and innovate become the ultimate winners. Despite ICTs
playing a vitd role ether as a production sector or as an enabler of socio- economic
development, it is obsarved tha they play a more pivotd role in accderating a wider
development process through e-trade. E-trade has a lot to offer for advancing governance,
delivering effective government services in the public sector and promoting efficdency and
growth in the private sector through SMMES.

Although there is an increasing redizaion of the potentids that ICTs can offer for human and
economic development, ICT induced productivity and growth ae dill confined to the
developed world. This sudy reveds that Africa can dso benefit much from developing the
ICTs industry as a sector and usng ICT as an enabler. While it is dear that ICTs can
fadlitate domegic and interndtiond trade by improving effidency and by enhancing
productivity in developing countries, the sudy shows that not much is known about the use
of ICTsin facilitating domestic and internationd trade in Africa

The study’s review of the recent development strategies and sector policies indicate that ICTs
ae not taken as a dggnificant dement into most sector policy frameworks in  different
countries, except in the countries ICT policy documents. In mogt of the African countries the
PRSP programs have considered ICT as one of the drategic aress in which due attention
should be accorded to in order to support the poverty reduction process in which more
emphass has been placed on the contribution of ICTs in the countries economic and socid
devdlopment initidives. In spite of the promises @ the nationd policy levd, where there is
some commitment towards reducing cost of access to ICTs in terms of taxes and taiffs, the
dudy reveds that there is il very little incentive sructure geared towards faciliteting the
use of ICTsin different economic sectors.

Despite recognizing the important contribution of ICTs and setting several targets to expand
the use of ICTs and the development of appropriate infrastricture, the study found out that
PRSPs in different countries do not explicitly indicate the strategies to be pursued with
respect to the use of ICTs in trade. Given the recognition of the contribution of ICTs for
economic growth and poverty reduction and the high emphasis for infrastructure expansion
and the planned capacity building programs in most of these countries, it can be assumed that
ICTs will attract the attention it needs in the different economic sectors. The industrial
strategies in most of the countries studied recognized the importance of developing ICTsasa
key technological strategy for enhancing industrial development and sustainable growth of
the economy. The strategies also clearly acknowledged the important role of
telecommunications infrastructure in enhancing economic integration and increasing
efficiency. It is stated that an efficient and reliable telecommunication infrastructure is crucial
to expanding the ICT sector and improving the usage of the technology for industrial
development in the country.
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In this study it is dso reveded tha a a macroeconomic levd, the various foreign exchange
policies in mogt African countries did not explicitly recognize the need and sSgnificance for
an dectronic payment system in cross-border transactions. This serioudy discouraged the
devdopment of etrade. There were dso no provisons for dectronic application forms and
eectronic contracts and dgnature recognition in most of the African countries. In addition,
payments through credit cards were only posshle for very few services, especidly for the
purchase of goods and sarvices by travelers and tourists in sdected enterprises, which had
specid permits from the governments in most African countries. Other enterprises, which did
not have this specid permit, were not digible to conduct business using credit cards.

Rdaed to the foreign exchange policies is the dbisence of agppropriate legd and regulatory
framewark, which is one of the man condraints for the expanson of online trade. Ths has
been observed through the case studies (in sdected countries in this study) where the absence
of such regulations was a mgor impediment to making transactions across the border through
electronic means. Cregting a strong legd and regulatory framework for ICTs presented a
globd chdlenge. The devdopments in the ICT's out-paced the formulation of policy, legd
and regulatory frameworks in most African countries. Therefore a concerted effort among the
actorsin the areawas desirable.

The findings dso showed that despite the obvious and concrete benefits that ICTs could bring
to SMMEs, the SMMEs in most African countries had been very dow to adopt ICTs for
trading purposes, despite showing that some firms had been usng the Internet for sdling ad
purchasing of goods and sarvices. The sampled firms indicated that there was great interest in
usng ICTs for trade practices, neverthdess many firms faced different chalenges and
condraints ranging from the absence of legd and regulatory framework for e-trade, to poor
ICT rdated infrastructure and high cost of the technology. Such problems considerably
hindered the use of ICTsin trade by SMMEs.

With reference to IPRs, this sudy reveded tha there was very little progress made among
developing cauntries in Africa with regards to the application of property rights This was
atributed to the fect that there was very little investment in technologlcai innovetions as
witnessed by very low R&D expenditures in the African region®. Studies have reveded that
R&D expenditure was heavily concentrated in a number of technologicdly advanced
developed countries. Very few developing countries have been dble to devdop a strong
indigenous technologica capability.  This renders it difficult ether for them to deveop ther
own technology or to assmilaie technology from developed countries IPRs have had no
dgnificant impact on trade, as there have been no innovations to protect in Africa In sub-
Saharan Africa in 1998 (excdluding South Africa), 35 paents were granted to residents
compared to 741 for non-resdents. By contrast in Korea, 35900 patents were issued to
resdents compared to 16990 to nonresdents In the US, the corresponding figures were
80292 and 67228.%°

The other area that African countries sand a greater chance and potentid of benefiting from
and contributing greetly to economic growth, is the area of business processng outsourcing
and off-shoring. The sudy reveded that there was grest potentid in this sector due to the
human resource avalability in African countries the increesng ICT infrastructure
developments and the language and time zones that are in line with the European countries
who solicited alot of off-shoring opportunities.

8 See UNECA (2008), Investing in the Future: R& D Expenditure in Africa, Addis Ababa Ethiopia.
% WIPO Statistics htp:/www.wipo.int
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It was aso observed in this study that the African mobile market was the greatest expanding
telecommunications market in the world and this placed Africa in a excdlent postion for
exploring and exploiting the new opportunities presented through m-commerce such as
conducting transactions through maobie phones. The sudy reveded that this had dready
commenced in mogt of the countries and was paying dividends especidly in the rurd aress
where mogt of the unbanked population lived. The best practice modds being the M-Pesain
Kenyaand Wizzt in South Africa.

9.2 POLICY RECOMMENDATIONS

In generd, the systemdic review of the various economic and socid policies and drategies
adopted by African countries clearly shows that ICTs have not been effectivdly mainstreamed
as a tool for devdopment. There is, therefore, an important need to maingream ICTs in al
sectors of the economy to make the continent competitive on the globa market through trade.

The widespread adoption of informaion technology holds congderable promise for the
continent in its ques to enhance economic development. Governments have an important role
in defining and edablihing an endbling environment in which economic transformation
through digitd incluson can occur. Nationd draegies that recognize the criticd role played
by ICTs as a sector as wdl as, ICTs as an enabler of economic development are important.
The study has shown that most of the devdopment Srategies and the economic and socid
policies have not conddered ICTs as a tool for ther devdopment draegies As a result a
sense of direction towards use of ICTs hadly exigs in various sectors of the economy to
support and achieve Africas ICTs vison. This shows tha there is an urgent need to
mainsream ICT dtrategies in dl sectors of the economy, induding trade to creste a fertile
ground for the proper implementation of the proposed etrade drategies in different African
countries.

This sudy has examined in broad terms a number of policy issues relating to the prospects
and the opportunities for the deployment and the exploitation of ICTs to facilitate economic
growth through the promotion of African countries domestic and internationd trade. Based
on the deals of the andyss caried out as pat of this sudy, a number of policy
recommendations that coud guide and fecilitate the deployment and use of ICTs to promote
trade as a means to fadilitating Africas economic growth and development in the information
age emerge.

The key recommendaions ae summarized under the following headings which are
conddered the most crucid and pivotd if Africa is to bendfit fully from the ICT impact on
trade and make the African countries more compeitive in this information age on the globd
maket. These indude infresructure development, humaen capitd development, policy and
regulatory issues, IPR regimes and the development of SMMEsin Africa

9.2.1 Infrastructure development

It has been observed tha infrastructure development is the backbone of al ICT development
initiatives in each and every country. The exisence and spread of ICT infrastructure beyond
the mgor cities and towns is important for increasing ICT access and usage by many African
busnesses in order to exploit the potentid of ICT in trade. The study shows that to promote
and fadilitate African countries trade through ICTs there is need to address the poor and
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limited communications and telecommunicaions infrastructure of these countries.  Although
it can be acknowledged that Africas tdecommunications infrestructure has improved over
the years (especidly in the mobile tdecommunications), the levd of coverage and soreed of
the infragtructure as well as its capacity, has not reached the levd that can truly make these
countries  globdly competitive in the provison of ICT-endbled services induding m-
commerce, off-shoring and outsourcing sarvices that could dramdicdly boost the nations
trade revenues from nontraditional products and services including ICT services. To develop
Africds etrade will therefore require rolling-out advanced telecommunication sysems and
infragtructure, including edectric power supply whose reach should go beyond the capitd
cities and urban towns Inadequate supply of these sarvices would cetanly ddl the
increesing use of ICT in trade.

There is need for rgpid expanson of the countries communicaion infrastructure especidly
broadband to provide high speed Internet and multimedia services in every pat of the
respective countries. There is need to encourage public-private partnerships (locd and
internationd) to congtruct more undersea fiber cable links to increase the countries eectronic
links with the rest of the world as has been initiated in Southern and Eastern Africa To make
this a success, there is need for a review of the countries socio-economic and ICT landscape
incduding the levd of ICT infrasructure and deployment points This will enable the
identification of the developmenta chalenges faced by African countries thereby proposing
requiste solutions. There is dso a need for dectronic plafams such as trade portas and
interective corporae webdstes to support the provison of e-sarvices and information on
various countries tradable goods and services.

9.2.2 Human Capital development.

A successful ICT drategy requires substantid invesment in human cgpitd, active absorption
of technology, awareness rasng, and daity of roles and responghiliies and mohbilize and
complement available resources. This cdls for a radicd transformation in the education and
traning sysems, science and technology policies and development drategies. Extensve
technicd and managerid capacity-building programs are paticularly important in view of the
need to formulate and implement policies dandards and develop a proactively supporting
legd and regulatory environment. Extensve cgpecity building programs on ICT  ills
devdopment a dl leves in the public and private sector therefore have to be encouraged to
ensure information network development maintenance and support. This will dso  address
the aspect of keeping abreast with the latest ICT-rdated technologica developments.

The effective and efficient gpplication of ICTs in trade presupposes the abundant availability
of a citicd pool of labour with the requiste technicad skills There must be ddiberate
policies geared towards the deveopment of such technicd <kills The edtablishment of
goecidisad ICT inditutions for this purpose is conddered as being very drategic. What is
envisaged here is the replication of indtitutions such as the Kofi Aman Centre of Excelence
in Ghana, which specidises in the training of software deveopers, hardware technicians,
programmers, etc.,in al regiond capitals within the respective African countries.

The education-industry linkege, which is a key agpect of officd trade and indudry policy in
most of the countries should ensure that ICT specidization becomes a prime focus This
programme should ensure that education becomes more rdlevant to indudries. This will seek
to achieve the right blend of managerid, technicad and entrepreneurship <kills in line with
eech country’s nationd development objectives. This will in tun engble a baance between
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education and technologicad innovetion. It is important therefore to ensure that educationd
outputs are adapted to meet the country’ s evolving manpower requirements including ICT.

The need for consgent capacity building is important for trede fadlitation as new
internationdly agreed rules and resultat chdlenges would require  modification  of
regulations and the training of officids, both public and private, in modern trade management
and cusoms techniques, automation systems as wdl as efficient port management and cargo
hendling. Such modifications and improvements should have longer-term maintenance and
folow-up perspectives s0 that innovations become permanently rooted. Cgpacity building
programmes should have cdearly defined gods to facilitate targeted assstance with clear
performance benchmarks and timeframes.

A redlated area of policy recommendation that could be pursued in order to devdop e-trade
capacity epecidly in ICT products and services is the implementation of policy initigtives
and incentive packages to support ICT indusry and services sector. ICT gpplications should
be focused on exiding directions of trade, with export intendties to Africa and indudrid
countries and import intendties (of inputs and consumer goods) from indudrid countries.
Policy should therefore remove market digtortions and market failures while engendering
grester competitiveness.

Findly, there is need to increase awareness among exporters on the role of ICT in facilitating
their busnesses through cooperation between universties, IT companies and business
entrepreneurs as has been the case in Egypt through the ITAC program®. This will increase
awareness of the importance of etrade amongst the busness community and will be able to
increase productivity and enhance performance of the whole internationd trade sector.

9.2.3 Policy and Regulatory Issues

An ICT friendly legd and regulatory environment that guarantees the development of the
sector and its use in trade is crucid. Legd and regulatory reform that enables the use of
gectronic documents (private and public), privacy and consumer protection, eectronic
sgnatures, dectronic payments for goods and services, dlowing the legd recognition and
enforcesbility of such insruments, is urgently needed in Africa

The effectiveness in developing and utilisng ICTs to faclitate trade, as wel as the
development of IT endbled services depends on the exigence of clear policy and wel-
functional regulatory frameworks. The existence of these frameworks does not only ensure
harmony, but is a prerequiste for atracting investment into IT enabled services that could
improve the country’s trade performance. To this end, respongble inditutions as wel as
government departments should expedite action on the implementation and promulgetion of
the dectronic transaction bills and the other rdevant hbills (that have been drafted in different
countries) to accord legd bads and security for dl eectronic transactions in the different
countries. Given the importance of these legidations especidly the dectronic transaction law
to etrade in both domedic and internationa markets, it becomes imperative that the
responsble minidries initiate the formulation process for the devedlopment of such kind of
laws or fast track the passage of these hills through the legidative process as mogt of the
countries such as Ghana, have aready drafted such bills.

67 This program is a joint cooperation between the largest 4 universities in Egypt and ICT companies, it is
tailored to support the research and development activities in ICT industries and the application of ICT in
businesses
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The dudy identified taxation policy as one of the aeass that dso needed greater atention.
There is need to advocate for changes in public policy with the view of reducing tariffs on
imported computer hardware. Taxaion of ICT is problematic and taxes are predominantly
shifted to consumers because the sector generdly lacks competitiveness. This impedes
investment and hence economic growth. Internet tariffs have remained high and unaffordable
to a mgority of Africans in the past years. This has hindered Internet usage by individud and
busneses, especidly SMMEs The sudy reveded tha increased competition and reduction
of the verticd layers of Internet service providers would reduce these tariff rates.

The crosscutting nature of ICTs requires gppropriate inditutiond arrangements that would
faclitate effective co-ordination, monitoring and evaduation of ICTs adoption and application
for the socio-economic development. Currently the ICT regulatory bodies are under different
minigries in most of the countries and it becomes very demanding to coordinate and facilitate
the implementation of the ICT policies induding devdopmet of ecommerce in such
circumstances®. There is need in a convergent environment for the merging of ICT related
regulatory bodies to establish asngle inditution.

Ancther issue of concern is the avalability of timdy and rdevant daa in rdaion to ICTs and
e-trade. Since this type of information is very scarce in mogt African countries, there is need
to have a data collection methodology incorporaied into regulatory, tax and datidicd offices
or bureaus of different countries. The fact that ICT is not trested as a separate category by
most of the Revenue Authorities or by datistical offices in Africa is a sgnificant weskness.
ICT research should be conducted more sysemdicdly, and regularly, since there is need to
have avalable and timey daa for policy formulation and andyticd processes in different
countries.

9.2.4 Intellectual Property Rights

If IPRs are to bendfit developing countries in Africa, such a benefit will need to be redized
through the promation of invention and technologicd innovation thereby enhancing growth.
It is bdieved that a prerequiste for sudanable developmet in any country is the
development of an indigenous scientific and technologica capacity.  This is necessary to
dlow countries to develop ther own processes of technologicd innovation, and to enable
them to effectivdly absorb technologies developed outsde these countries. For ingtance, it is
agued that the absence of IP protection encourages technology transfer and technologicd
learning through copying and imitation. The other argument is that IP protection is a
mechanism, which encourages technology transfer from abroad through direct investment or
licensng and the indirect effects ae an effective means of technologica learning. For
developing countries to fully regp the benefits of IPR protection, they will have to assess their
technologicad development levels and determine which innovetion to protect. This could
incdude traditiond knowledge, genetic resources, folklore, brands and even vdues African
countries could aso devise IP protection policies that a the same time would encourage
technology transfer and technologica learning to contribute towards economic devel opment.

There is ds0 need to educate the masses in most developing countries about the rdevance of
IPRs in African countries, s as to move effectively to protect not just locd inventions and
sdientific discoveries, but dso indigenous knowledge in, for example, agriculturd products,
ats, ritud dress and other culturd artifects. It is dso argued that IPRs are unlikely to be a

8 For example in Ghana ICT regulatory bodies are under the Ministry of Capacity Building, the Ministry of
Transport and Communication and the Prime Minister’s office.
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rdevant factor in the investment decisons of the less technologicdly advanced developing
countries. Therefore, to make IPRs more relevant, there is need to urge African governments
to inves more in technologicd innovations in order to have world dass and date of the art
innovations that could qudify for IPR protection hence leading to increases in trade and
€conomic growth.

9.2.5 SMMEs Development.

Snce SMMEs ae regaded as an engine for economic growth and development in
developing countries, governments must therefore encourage an  entrepreneurial - Spirit
amongst the business communities so that invesment in the new economy takes place.
African governments have to establish trede facilitation centers to develop the ICT industry
and atract venture capitd and foreign direct investment in innovative ICTs. In addition to
direct interventions in the market place, governments can dso provide indirect support to
private firms by setting and enforcing policies required to boost and protect financid returns
to ICT invesment. Excessve bariers to ICT invesments have to be removed and a
commitment to the protection of investment must be clearly specified and enforced, thereby
encouraging venture firmsto invest in the sector.

Since, SMMES have a great potentid in driving nationd economic growth, governments have
to support SMMEs development by removing the condraints and encouraging them to adopt
ICTs in therr business processes. Policies to encourage the growth of SMMES should include
smplified registration and export related legd and regulatory framework®®, provison of
busness and ICT <Kills chesper access to ICT infrastructure and provison of busness
fecilitation services to enable the harnessing of ICTsin ther activities.

Snce the tdecommunication sector is not fully liberdized in most African countries,
liberdization of tdecommunication sarvices has to be consdered in order to promote
competition which might lead to a reduction in prices and thus enabling SMMEs to acquire
ICTs as wdl as investing in the ICT sector. The credtion of trade fadilitation ingtitutions, such
a Trade Point in Ghana and Egypt, will be very ussful in developing market information
networks, from which SVIMEs could ben€fit.

It is ds0 dear from the dudies that the deployment and the exploitation of ICTs in different
countries can enhance the opportunities for the diversfication of busnesses into new aress
and cog effectiveness. For example, ICT deployment has resulted into a considerable
reduction in the cost of doing busness, as is the case with the financia services sector and in
the cusoms clearance area in most countries studied. The increasing agpplication of ICTs in
busnesses however comes with a number of chdlenges such as, the initid huge capitd
outlay and the continuous investments required to manage the systems and equipments. This
invesment is often out of reech of mos SMMEs and therefore, inhibits ther &bility to
congantly upgrade equipment. There is need for governments to sway financid inditutions to
lower the threshold for SVIMESs to have access to finance. In this regard, governments should
follow tgg Indian example where the government can guarantee or act as surety for loans to
SMMEs".

In the area of trade facilitation, smplified trade procedures not only reduce cods to traders,
but should dso hdp governments in terms of improving efficdency of controls and ultimaidy

% Ethiopian case study gives more information on this issue.
" See the South Africa etrade report 2006 for more details.
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leed to high revenue intekes. Such gains are especidly beneficid for amdl and medium size
companies as the cost of compliance with trade procedures are proportionatdly higher and a
disincentive to their expanson and growth.

The study noted aso that there was limited readiness and use of ICTs by SMMES in most
African countries because of lack of awareness of potentia benefits of ICT and lack of locd
ICT applications appropriate for the sector. The country’s ICT policy must am to promote
new ICT fadlitated busness practices, which could further be enhanced through digitised
government processes, which have potentia benefits to the economy.

There is need for a cocoordinated and integrated regulatory framework in the ICT sector
directly responsve to the ICT SMME sector. This is criticd as the ICT sector is pervasive,
comprised of savice providers and manufacturers and thus requires an integrated and well
coordinated nationad ICT drategy that will facilitate SMME growth a dl levels. Public sector
organs involved in ICT-SVIME development should integraie ther plans and drategies to
eliminate unnecessary duplication of efforts and resources (both human and capitd).

From some of the studies, especidly in South Africa, it was observed that most SMMEs were
owned by women, hence there was need for gender consderations to be pat of the SMMES
development process (See Box 9.1 beow). Efforts are required to ensure the employment of
women who are largely under-represented in the ICT sector. Given this fact that the mgority
of SMME owners are women, government monitoring and evauation of SMMEs must
encompass gender andlysis as well such that chalenges faoced are addressed by governments.
Women should be accorded sills training and exposed to ICT trade opportunities  More
trade shows exhibitions etc. should be hed to showcase and enhance women owned
busnesses. The booming of cdl centres in some African countries provide women with
immediate opportunities.  Governments and ther agencies should avall more funds to women
and encourage banksto review their policies towards women lenders.

Box 9.1: ICT and Gender in RSA

In the ILO Report 2001, it is argued that the digital divide also manifests along gender lines. The gender
digital divide appears in Internet usage, with women users in the minority in both developed and developing
countries. A gender digital divide is aso apparent in the work place, with women occipying lower level
ICT jobs while men rise to higher paying, more responsible positions. Furthermore, the report states that
while there are indications that there is a strong correlation between financial performance of companies and
women appointed in executive positions, gender bias against the recruitment of women in senior positions
continues.

Recognising the disparities evident in the sector in 1994, the national gender policy framework in South
Africa declared that “distributive justice requires that women should participate in the ICT driven
information sector on an equitable basis. Technological changes themselves should be used to promote
economic and social empowerment of women, thereby resulting in the enlargement of the market for service
delivery”. However, gender disparities persist in the recruitment of women in ICT companies in South
Africa. According to a DTS study conducted in 2003, women represent 12% of managersin ICT companies
although women enrolments and graduation in ICT qualifications have steadily increased since 2001.

The reports acknowledge that there is a dearth on research of ICT impact and that more
should be done through other patnerships to ensure more daa is avaldble Review of
exiging research highlights the demand from SMMEs for a sable policy dimate in reation
to the interest rates regime, economic growth policy and ICT policy.
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9.2.6 Business Process Outsourcing and Off-shoring

For Africa to fully benefit from BPO&O, there is need for government commitment in
putting in place required initiaives that will be able to create a conducive environment for the
provison of these services The initigtives should incude those leading to competitive prices,
developed tdecommunications infradtructure, ICT  skills devedopment and  investment
incentives in the sector. There is dso need to explore more areas of doing business under he
BPO & O sector, gpart from the booming call centres.

There is dso need to dimulae the private sector to view the operations of business and trade
portals as lucrative busness venture for invesments and attract more companies into the

BPO in order to increase the countries' share in the globa BPO trade.

9.2.7 Mobile Commerce

Since it has been obsarved that when financid services are congdered, the spectrum of m-
commerce activities has been everything ranging from, an informaion sarvice added to an
exiding bank account, to innovative trandformationd propostions such as M-Pesa, it is
therefore of paramount importance to enhance the collaboration between financid inditutions
and mobile operators. African countries could fully benefit from m-commerce or m-banking
through the formulation of incusve policies that put more emphasis on rurd coverage in
tems of both mobile technology infrestructure and banking services This should be
accompanied by effective and development oriented legd and regulatory frameworks that
cegie a levd playing fidd for dl the dakeholders while & the same time, providing
consumer protection (agang fraudulent acts, pricing eic) for the rurd populaion.. The study
noted that each of the three countries had policies and hills in waiting, rdaing to customer
protection and security. This cdls for an urgent need to enact these policies and hills in
order to increase the trus among people and large businesses especidly in as much as they
addressed  the recognition of the dectronic Sgnatures necessary in mobile commerce
transactions.  There is need to trandform the business culture in order to promote ecommerce
and m-commerce gpplications. At present, there is low trust between businesses and
cusomers because of lack of transparency in business transactions when it comes to e
commerce or m-commerce. There is evidently an increesng number of fraudsters taking
advantage of insecure mobile commerce gpplications.
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