Public

FTAA.ecom/inf/99

October 24, 2001


Original: Spanish

Translation: FTAA Secretariat

FTAA – JOINT GOVERNMENT-PRIVATE SECTOR COMMITTEE OF EXPERTS ON ELECTRONIC COMMERCE

URUGUAY

THE DIGITAL DIVIDE

CURRENT MAGNITUDE AND OUTLOOK

W I P O

SECOND INTERNATIONAL CONFERENCE ON ELECTRONIC COMMERCE AND INTELLECTUAL PROPERTY

THE DIGITAL DIVIDE

Speaker: 

Ramiro Soto Platero

Uruguay

Geneva, 19-21 September 2001

THE DIGITAL DIVIDE

CURRENT MAGNITUDE AND OUTLOOK

Preliminary considerations

The rapid advance of information and communications technologies (ICTs) has spawned what has come to be known as "the digital divide", for although they have developed in all countries of the world, the pace has been extremely dissimilar among and even within them.

To bear this out, we will analyze two "star" ICT products: the Internet and electronic commerce. Despite being closely linked, the development of each can and does in fact diverge.

In both cases we will adduce some figures to give an idea of the scale of the issues at hand, and it should therefore be pointed out that the numbers vary widely depending on the enterprise or entity selected to carry out the quantification. This is so because we are dealing with a new field where there is no uniform gauging methodology and just about all countries lack reliable official statistics. Only a few months ago the U.S. Census Bureau established a methodology for e-commerce and is now disclosing the first findings for that country. The remaining cases rely on estimates that strive to reflect reality as faithfully as the polling techniques allow.
As pertains to Internet users, the discrepancies between assessments can be as great as 50 per cent or more and in the case of e-commerce, as much as sevenfold for revenue estimates for the same country produced by two different pollsters. Yet this does not preclude drawing valid conclusions from inter-country comparisons, for given the consistency of the methodology at the levels of breakdown, relative shares show a high degree of correlation even between assessments with considerable differences in the global findings.

The Internet
In terms of Internet access, the digital divide exists between countries and within each country. In the latter case, various factors were studied with respect to highly developed countries: 

· geographical area (rural or urban)

· income

· educational level

· gender

· age

· race

It is concluded from that study that Internet users in those countries are mostly: white, urban, with average-to-high and high income, well educated, male (except the USA) and 35-45 years old. In developing countries the percentage of users displaying these characteristics is even higher than in developed countries. The factors of greatest impact underlying the differences between groups are income and education, and considering that in many countries education is determined by income, it is reasonable to conclude that this is the most decisive factor behind the dramatic inter-group divergences when it comes to Internet access. According to the US Department of Commerce, in the year 2000 the percentage of households with Internet access was 77.7 per cent for those with annual incomes of over USD 75,000 and 12.7 per cent for those whose annual income was less than USD 15,000. This yields a factor of six between either extreme. In 1998, the difference between the extremes was eight-and-a-half times, which shows a trend toward a narrowing of the digital divide, in the USA at any rate.

As for the number of users world-wide, the increase has been significant. According to the International Telecommunication Union (ITU), in 1995 there were 121 countries connected to the Internet with 34 million users, while in 2000 there were 214 countries connected with 315 million users (5 per cent of the world's population). For those same years, the number of users in developing countries rose from 10 per cent to 26 per cent of the total, which reduced the share of developed countries from 90 per cent to 74 per cent of the total.

This indicator would also suggest that the digital divide between both groups has narrowed. And it is true, but even so, penetration for 2000 in developed countries was 28 per cent of the population, while the figure was a mere 1.6 per cent for developing countries. In both cases, year-to-year growth slowed between 1999 and 2000, but while that slowdown was 18 per cent in developed countries, the corresponding figure was 40 per cent for developing countries. This would suggest that the latter are facing an uphill battle in attempting to close the gap.
The slow diffusion of old technologies in developing countries owing mainly to their low income levels only reinforces the suspicion that the digital divide between both groups will persist for the time being.

The telephone was invented 120 years ago and yet today, over one-half of the world's population has never made a telephone call. And it is not difficult to imagine the group of countries that encompasses those who have never used a telephone. A resident of the Gambia spends one-and-a-half days' wages for a three-minute local call, while a French resident spends two-thousandths of day's wages for the same call.

In 2000, 16 per cent of the world's population had a fixed telephone line (ITU), though in the USA and Canada the figure was 70 per cent and in Africa and Nepal 2.5 per cent and 1.16 per cent respectively. The picture is similar for cellular telephones: 36 per cent of European own one, 6.5 per cent of Asians and 0.03 per cent of Nigerians.

A telephone line is not enough for Internet access, as this requires a PC (or PC substitute) and here again the aforementioned disparities are evident. For the year 2000 there were 7.68 computers for every 100 inhabitants worldwide (ITU): in the USA, 56.5 per cent, in Africa, 0.94 per cent and in Indonesia, 0.99%. It is clear that for this invention - more recent than the telephone - the gap is more than twice as wide.

It will not be difficult to understand the problems facing the vast majority of the world's population for the purposes of "surfing" the Internet and taking advantage of the wealth of information on offer when we further consider:

· that 40 per cent of the world's population lacks electric power;

· the fact that over 70 per cent of web sites are in English;

· the cost of the Internet service provider (ISP);

· the fact that most countries invoice telephone connection by the minute rather than by a flat rate;

· the lack of sufficient bandwidth, which makes downloading more costly as it is slower and takes more minutes, which are themselves expensive.

We can therefore understand some of the reasons behind the disparity in the numbers of Internet users between developed and developing countries and within them, between high and low-income groups.

The United Nations Human Development Report 2001 is categorical as to the positive relationship between technology and growth. High-income countries invest four times as much of their GDP in Research and Development (R&D) than the countries of Latin America and the Caribbean. This is a crucial factor, as higher R&D expenditure by the underdeveloped world would meet a two-fold objective: incorporating technological innovations more appropriate to their needs and avoiding the brain drain in this field. Let us not forget that nine out of every ten patents registered for 1998 pertained to OECD countries, where almost all of India's emigrant engineers work, and that India's R&D spending amounts to a mere 0.7 per cent of its GDP. Many developing countries complain that they spend enormous sums to turn out graduates in this field only for the benefits to accrue to the rich countries to which these highly qualified graduates migrate, and that to top it all, they must then pay patent fees for innovations that those same emigrants helped to develop. To counteract this phenomenon caused mainly by the paucity of R&D spending in these countries and the higher salaries earned by migrants in the countries of destination, some developing countries are promoting the establishment of Silicon Valley-type technological parks within their own borders, as is the case of Bangalore in India, which has become one of the most advanced of the 46 technological growth hubs across the world despite being located in a country with 44 per cent adult illiteracy. Ten of these technological hubs are situated in cities in developing countries.
The Report states that "technology is like education: it enables people to lift themselves out of poverty", and further underlines that the past 30 years have witnessed impressive progress in developing countries: today's children have eight years more of life expectancy at birth, the literacy rate has risen from 43 per cent to 73 per cent and average income has doubled in real terms, among other positive factors that foster the belief that poverty can be eradicated. It is nevertheless acknowledged that much remains to be done considering that 2.8 billion people today live on less than two dollars per day, a figure that is as striking as those for the accomplishments on record.

The Internet is a formidable tool for attaining these goals, and with respect to the past six years it is observed that "more people have access to more information (2.5 billion pages at present) a lower cost." In regard to this latter point, it indicates that "E-mailing a 40-page document from Chile to Kenya costs less than 10 cents, faxing it about $10, sending it by courier $50." Regrettably, only 0.7 per cent of Kenyans are in a position to receive it by e-mail and less than 1 per cent by fax.

Bridging the gap

Aware of the problem, governments and NGOs and particularly the United Nations, WIPO, World Bank and other multilateral institutions as well as the private sector have started devising policies and strategies to reduce the current gap, or failing this, to prevent it from widening still further.

To this end, a range of initiatives has come about, including:

1) Government-level advisory bodies for the "information society".

2) The breaking of the monopoly and the privatization of state-owned telephone companies and the opening up of the market to Internet service providers (ISPs).

3) Encouraging the installation of portals and content in the national language.

4) Increasing bandwidth by satellite and/or fiber optics.

5) Installing national networks to avoid connection through servers located outside the country, thereby reducing connection costs since 90 per cent of traffic is currently routed to sites on US servers and that country collects the two-way cost of the connection (contrary to the practice in international telephony). These national networks are in turn beginning to interconnect with networks in neighboring countries, thus creating a regional network with more content and at less cost by avoiding the double toll charged by the USA.

6) Installing telecenters equipped with telephones, PCs and faxes in the nature of public booths that provide access at lower prices for the people who lack access either at home or in their enterprise. These telecenters are usually subsidized by governments, private enterprises or multilateral organizations as none of them has managed to become self-supporting so far.

7) Financing at lower-than-market rates for the purchase of computer hardware and peripherals.

8) Training programs in the use of the new technologies promoted by governments, sometimes with private sector cooperation.

9) The installation of computers with Internet access in government schools.

10) Tax incentives for the purchase of hardware by enterprises and for staff training expenditure.

These initiatives feed through more slowly to rural areas but it is hoped that in the short term, thanks to the development of the mobile Internet and wireless devices, these areas will be better supplied and at more affordable prices than at present.

In short, many governments are now alive to the problem and are endeavoring at varying paces and with different degrees of success (e.g. the failed project to finance the purchase of PCs in Argentina) to close the gap with the leaders by sometimes leapfrogging stages of technological development that they have been through, to go directly to the incorporation of the latest innovation in an attempt to provide their people with an extremely powerful tool for the practical application of their natural creativeness and imagination.

Electronic commerce

As we said at the beginning, this other "star" product of the new ICTs is smaller in scale than the one discussed above and, like all young stars, is experiencing some growing pains.

The failure of the "dot coms" starting last year and drawing to a close this year effectively cleansed the market of many enterprises that were based on a business model that did not yield the promised results in the vast majority of cases and, what is worse, absorbed 90 per cent of the available venture capital (case of the USA), to the detriment of other traditional projects that might have been more successful.

In its two varieties - business-to-business (B2B) and business-to-consumer (B2C) - e-commerce represents a minute proportion of world trade. This encompasses transactions conducted under the Electronic Data Interchange (EDI) system that predated open e-commerce.

E-commerce estimates are at least as uncertain as those for the Internet. According to e-marketer, worldwide e-commerce revenue was USD 286 billion, while Forrester Research put the figure at USD 657 billion. Both marketing research firms believe that by 2004 the figure will be 11 times that of 2000.
Of the USD 285 billion estimated by e-marketer:

72.30 % corresponds to the USA and Canada

 1.29  %          “          to Latin America

12.00 %          “          to Europe

12.66 %          “          to Asia, and

 1.75 %           “          to the Rest of the World.

Eighty per cent of the revenue comes from B2B commerce and the remaining 20 per cent from B2C commerce.

According to the forecasts, the predominance of the USA and Canada will lessen, mainly in favor of Europe and Asia. By International Data Corporation (IDC) estimates, by 2004 the USA will account for 38 per cent, Western Europe 33 per cent, Japan 12 per cent, Asia 10 per cent and the Rest of the World 7 per cent.

The e-commerce divide is considerably wider than that observed for Internet users.

The prerequisites for participating in e-commerce are greater than those for Internet access.

They include:

· Domestic and international legal and regulatory frameworks

· Adequate distribution and delivery systems

· Efficient on-line payment systems

· Secure servers offering strong encryption

At present, 68 per cent of secure servers are located in the USA and Canada (64 per cent and 4 per cent respectively).

By and large, the developing countries fail to meet the four prerequisites mentioned above and this accounts for their limited participation in e-commerce.

The Economist Intelligence Unit and Pyramid Research analyze the “business environment” for e-business in their “e-readiness” rankings for 60 countries, basing themselves on the following six categories whose weights are given in brackets:

1) Connectivity (30%)

2) Business environment (20%)

3) E-commerce consumer and business adoption (20%) e.g.: efficient electronic payment mechanisms and distribution systems

4) Legal and regulatory environment (15%) e.g.: digital signatures

5) Supporting e-services (10%) e.g.: portals, web-hosting, application service providers (ASPs)

6) Social and cultural infrastructure (5%).

In the May 2001 ranking, only three developing countries made it to the top 26 (e-business leaders and contenders), namely Singapore, Hong Kong and South Korea. A comparison with May 2000 reveals that the top 26 had included two other developing countries (Argentina and Chile) which lost their place among the "leaders and contenders" to become "followers" one year later.

The upshot of this is that instead of narrowing, the divide has widened over the past year. Although it is claimed that the Internet has reduced distances and removed the borders between countries, this is only partly true of e-commerce. Any product or service that is transacted over the web and which cannot be 100 per cent digitized must be carried by conventional means and must cross frontiers that are often hostile considering the tariff levels, import quotas and other tariff and non-tariff barriers involved.

The developed countries are situated mostly in the north while most developing countries are in the south, with the result that distance continues to be a handicap by pushing up freight costs. Undoubtedly, the countries with the greatest power to institute tariff and non-tariff barriers or which grant subsidies to inefficient domestic producers are the developed ones, the most emblematic case being that of farm produce, which is clearly damaging to developing countries.

Cross-border e-commerce therefore represents the smaller portion of the figures seen above. The bulk of e-commerce is that conducted within each country. It is no surprise therefore that the USA largely dominates e-commerce, being the leader in e-readiness while having a domestic market which is the largest single market in the world when weighted by its purchasing power.

Neither is it surprising that countries such as Uruguay that lack a domestic market do not even appear in the statistics of the aforementioned research firms referring to Latin America, despite the fact that Uruguay is the leader in the region when it comes to all the per capita variables vital for the Internet and e-commerce: greatest number of users (12 per cent) and hosts per capita, largest percentage of PCs and fixed lines (100 per cent digital), high mobile phone and credit card penetration, the highest rate of adult literacy (98 per cent), number one in the HPI-1 ranking (United Nations Human Poverty Index for developing countries) which classifies 90 developing countries, and a software industry among the region's leading exporters. But its population is a mere 3,300,000 and, as we have seen, size does matter in e-commerce for the time being.

Some developing countries with reasonably well educated populations are striving to attract investments to develop their software industry with potential for export via digital networks, but are hamstrung by the lack of adequate intellectual property protection laws, which discourages leading companies from setting up in the area.

Government intervention to foster e-commerce by creating an adequate legal environment is therefore a matter of urgency, and even more so when we consider that it is an action that entails no investment whatsoever. 

Cooperation between government and private sector is a potentially efficacious vehicle for creating national and regional "virtual markets" where enterprises, chiefly SMEs, can trade with suppliers and buyers, sharing infrastructure and software that would otherwise be beyond their reach. In this way the promotion and diffusion of such business portals could be more viable and take on a "visible" presence in the jungle of the over 2.5 billion currently existing Web pages, of which even the best search engines can access only 50 per cent. Those who succeed in selling a "country" or "regional" brand will have the best prospects of success.

Conclusions
The digital divide is a fact of life and there are signs that nurture the belief that it will narrow in the future, though others, above all in e-commerce, would suggest the complete opposite. Every day more organizations are joining in endeavors to close it, for countries that are left behind will undoubtedly suffer even greater economic constraints than those they currently face.

It would be extremely audacious to try to predict future developments with respect to the proportions of the digital divide. We can only trust that in addition to the efforts deployed thus far, there will be others on a larger scale that will create the concrete possibility of catching up with the e-business leaders in the shortest possible time.
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