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Foreword

Contributing to global development is a key objective of the OECD. Though aid remains a tool for poverty reduction, mutually supportive policies across a wide range of economic, social and environmental issues are needed to accelerate progress. Due to its multidisciplinary policy expertise and direct contacts with national ministries and authorities, the OECD can play an important role in this respect.

Beyond fairness in the international economy and the commitment to the Millennium Development Goals, achieving policy coherence is increasingly in OECD countries’ own interest. In a global economy, countries are mutually dependent Supportive policies in OECD countries are necessary to create the conditions required for growth and poverty reduction. If development progress falters, highly negative economic, humanitarian and security impacts can result.

Access to electronic communication networks and use of information and communication technologies (ICTs) have become major drivers of economic growth and social development. ICTs are crucial to poverty reduction and can improve access to health and education services, as well as create new sources of income and employment for low-income populations. In the last decade, ICTs, particularly mobile phones, have opened new channels for the free flow of ideas and opinions which can promote democracy and human rights. However, there are substantial discrepancies in access to ICTs between countries, particularly at the North-South level. This is also true within countries, depending on key factors such as gender, rural coverage, skills and educational levels.

The Internet has been remarkably successful in developing greater opportunities for communication access for the first billion users. Internet access depends on telecommunication connectivity that underpins the nexus of networks. The viability and prices of service providers in developing countries depend not only on supportive domestic policies but also on the structure and competitiveness of their access to international bandwidth markets.1 In this area, there is a widespread perception that the policies pursued by developed countries with respect to international Internet traffic exchange are hindering communications access in developing countries. Whether such policies – in OECD or developing countries – are conducive to development and, as a consequence, poverty reduction is the main issue considered in this report. This issue was also discussed at the OECD’s Ministerial meeting on “The Future of the Internet Economy” held in June 2008 in Seoul, at which this report was tabled.

This report was originally presented to the Working Party on Communication Infrastructures and Services (CISP) in May 2007 and to the Development Assistance Committee (DAC) in October 2007. In October 2007, the Committee for Information, Computer and Communications Policy (ICCP) recommended that it be made public.

Dr. Sam Paltridge of the OECD’s Directorate for Science, Technology and Industry prepared this report as part of the Policy Coherence for Development programme co-ordinated by Raili Lahnalampi. Comments from Alexandra Trzeciak-Duval and Jenny Hedman were helpful in improving the analysis herein. Amelia Smith edited the report.

Notes

1
The amount of data that can be transmitted in a fixed amount of time. Bandwidth is usually expressed in bits per second (bps) or bytes per second.
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Executive Summary

The Internet, in little more than a decade following its commercialisation, has been remarkably successful in developing greater opportunities for communication access for the first billion users. The challenge for all stakeholders is to expand the economic and social opportunities made possible by the Internet for the next several billion users. This report examines where these users will come from, as well as the large shifts in communications policy which enable expansion to be a practical possibility. It also considers how different government policies affect Internet accessibility. The question of whether these policies – in OECD or developing countries – are conducive to development and poverty reduction is discussed as part of the OECD’s programme on policy coherence for development.1

All indications are that the majority of the next several billion Internet users, mainly from developing countries, will connect principally via wireless networks. In some developing countries wireless subscribers already outnumber those using fixed networks by more than 20 to 1. The characteristics of these “new” Internet users will be vastly different from the first billion. The majority of those now joining wireless networks, for example, have incomes of less than USD 2 per day.

Liberalisation has played a key part in the expansion of fixed and wireless access networks. This in turn makes access to the Internet possible, increasingly affordable and applicable to people with very low incomes. This report notes the increasing innovation occurring in a number of developing countries with competitive markets. It also highlights the employment, micro-entrepreneurial and social development opportunities which have emerged as access levels have risen among low-income users.

More than 70 countries still have monopolies over international gateway services. Such monopolies raise the prices for accessing international capacity far beyond costs, and reduce the affordability of Internet access to business and end users.

This report considers the international debate which has taken place in fora such as the World Summit on the Information Society and the Internet Governance Forum. It concludes, consistent with previous OECD work, that the current model for Internet traffic exchange has been highly successful and that regulatory reform over the past decade has been positive in developing communication access.2 At the same time, tremendous opportunities exist for reducing costs and increasing competitiveness through the development of local infrastructure and human capital. For example, as of April 2007, 92 countries did not have an Internet Exchange Point (IXP). Continuing capacity building efforts are needed with respect to the inter-networking skills required to run IXPs.3

The report raises issues of an economic nature which may surround security as the next several billion Internet users join the network. It highlights the challenges surrounding security for low-income users and the impact this may have on the rest of the Internet. It also notes the innovative approaches being taken to address these issues.

It is suggested that the characteristics of access in developed and developing countries are likely to exhibit significant differences in the short to medium term in areas such as fixed and wireless, narrowband and broadband. The largest differences in commercial arrangements for interconnection will not be North-South but between countries with different models for traffic termination on domestic access networks.4 As convergence toward the use of the Internet Protocol (IP) continues, more and more traffic will be exchanged using the Internet’s commercial model across a variety of broadband platforms. Coupled with the commercial arrangements which have typified these networks in the past, significant international differences could emerge.

The report concludes with a number of policy recommendations applicable to the development of communication markets and the goal of extending the benefits of Internet access to the next several billion users.



	The next several billion Internet users represent a commercial opportunity rather than a burden. This should be reflected in policy approaches.

	There is now a large body of experience to draw on in reforming communications markets and orienting them towards growth. These include the introduction of competition, separating the function of policy making from operational responsibilities, and creation of independent regulators with the power to enforce appropriate regulatory safeguards.

	Liberalisation of communications markets focuses competitive forces on the expansion of access and affordability for low-income populations and promotes innovation applicable to local circumstances, as highlighted by recent experience in some Asian and African developing countries. Improved access and lower communication costs generate general economic and social benefits. Historically, in markets typified by monopolies and little momentum for growth in access, the cost of establishing and maintaining service to low-income users was unsustainable.

	Opening communications markets enables private sector investment to respond to demand and allows governments to direct scarce development resources to other high priority areas (e.g. health, education). The development of a competitive and commercial market stimulates the build out of infrastructure which can then enable targeted intervention by government to achieve public policy goals (e.g. access provision in underserved areas at a reasonable cost, such as a village access point).

	Higher prices for communications services generally exist where one or more players can exercise monopoly power in the use of existing infrastructure (an undersea cable or international gateway) or prevent the development of more cost efficient infrastructure (IXPs). Governments should aim not only to ensure competitive markets for users in their own countries but for the delivery of international services through lower termination rates.

	The barriers to establishing IXPs in countries where they do not yet exist are largely non-financial. There is a lack of appreciation among all stakeholders of the mutual benefits which they can enable. An efficiently managed IXP can rapidly generate savings that pay for its establishment and maintenance as well as improve Internet performance in the country concerned. It is estimated that less than USD 40 000 would fund the establishment of an IXP in each of the 92 countries that do not have them (i.e. a total of under USD 4 million). However, such expenditure – in the form of development co-operation – would only make sense if conditions are in place to enable the IXP to operate efficiently and become industry driven.

	It is necessary for OECD and developing country governments to closely consider the overall coherence of their policies in order to support development. The benefits of liberalisation – supported by relevant capacity building – extend well beyond the communications sector to economic and social use of networks and services.

	Policy or regulatory approaches that place burdens on communications access not related to sector specific goals, are additional to those applied to the rest of the economy or society (e.g. taxes, tariffs) or do not encourage competition act as a barrier to overall economic and social development.

	The global nature of the Internet means that policies and practices adopted in one country may affect the security and stability of network use in another. In this context, development of an international culture of security and the expenditure necessary to sustain it, is a particularly challenging priority. To this end, all stakeholders should support capacity building and developmental and cross-border co-operation.


Notes

1
Coherence can be promoted at four levels: (i) internal coherence within development co-operation policies; (ii) intra-country coherence, meaning consistency between aid and non-aid policies; (iii) inter-donor coherence, meaning consistency of aid and non-aid policies across OECD countries and (iv) donor-partner coherence to achieve shared development objectives.


2
The OECD has held a number of workshops on Internet traffic exchange, including in Dublin (1996), Osaka (1998), Venice (1999) and Berlin (2001). OECD reports on this subject include: Internet Traffic Exchange: Market Developments and Measurement of Growth (April 2006), Internet Traffic Exchange and the Development of End-to-End International Telecommunication Competition, (March 2002) and Internet Traffic Exchange: Developments and Policy (March 1998).


3
IXPs are places where different Internet networks can physically interconnect to send and receive traffic between their networks.


4
Different types of models include those used for meeting the cost of terminating (i.e. completing) calls on cellular mobile networks. These include, for example, payment by the calling party (i.e. calling party pays or CPP) or both the calling party and the receiving party (i.e. mobile party pays – MPP or receiving party pays – RPP).







Chapter 1

Policy Coherence for a Globally Accessible Internet

The 2002 OECD Ministerial mandate called upon the Organisation to “enhance understanding of the development dimensions of member country policies and their impacts on developing countries. Analysis should consider trade-offs and potential synergies across such areas as trade, investment, agriculture, health, education, the environment and development co-operation, to encourage greater policy coherence in support of internationally agreed development goals.”1 The concept of policy coherence for development covers the following main areas: (i) internal coherence within development co-operation policies; (ii) intra-country, meaning interaction between aid and non-aid policies; (iii) inter-donor coherence; and (iv) donor-recipient coherence.

Promoting whole-of-government coherence to achieve members’ development co-operation objectives is an important priority for the OECD. Greater attention to policy coherence for development seeks to avoid negative spillovers from policies introduced by OECD countries that could adversely affect the development prospects of poor countries. More positively, attention to policy coherence seeks to exploit the potential for beneficial synergies in the way OECD policy objectives are pursued.

There is a perception that the policies pursued by developed countries with respect to Internet traffic exchange are having a negative impact on the development of communications access in developing countries. Yoshio Utsumi, former Secretary-General of the International Telecommunication Union (ITU), argued in 2000


“At the moment, developing countries wishing to connect to the global Internet backbone must pay for the full costs of the international leased line to the country providing the hub. More than 90% of international IP connectivity passes through North America. Once a leased line is established, traffic passes in both directions, benefiting the customers in the hub country as well as the developing country, though the costs are primarily borne by the latter. These higher costs are passed on to customers [in developing countries]. On the Internet, the net cash flow is from the developing South to the developed North.” 2


This was reflected in the Tunis Agenda for the Information Society adopted at the 2005 World Summit on the Information Society (WSIS), which concluded


“We acknowledge that there are concerns, particularly amongst developing countries, that the charges for international Internet connectivity should be better balanced to enhance access.”


The Tunis Agenda also called for the creation of an Internet Governance Forum (IGF) to advise all stakeholders in proposing ways and means to accelerate the availability and affordability of the Internet in the developing world. As a result, at both the inaugural IGF in Greece in 2006 and the second in Brazil in 2007, “access” was one of four key themes selected for the program, with the cost of international Internet connectivity the leading issue. This issue will likely continue to be discussed at successive IGFs and be a leading topic at the ITU’s World Telecommunication Policy Forum (WTPF) in the first half of 2009.3

To assess whether reforms to global communication markets are having negative or positive impacts on the development of access for the next several billion Internet users it is necessary to examine the evolution of the market for Internet traffic exchange. It is also useful to critically assess the assumptions upon which the concerns expressed during the WSIS are premised. Is it correct, for example, to say that net Internet-related cash flow is from the developing South to the developed North? What is implied by the Tunis Agenda negotiated text which states “…charges for international Internet connectivity should be better balanced ....”? Would the wording “have a lower cost” instead of “be better balanced” lead to a better choice of policy settings to enhance growth in access?

The most important factor in achieving greater affordability is reduction of communications interconnectivity costs and access through the use of competition. Commercial negotiations best serve this purpose by encouraging each player to seek the most economical option for their needs. Striving for “balance” through an internationally mandated system does not increase affordability; rather it encourages operators to inflate purported costs instead of seeking low cost solutions.

In Kenya, for example, Kencall says it costs close to USD 17 000 per month to place 25 agents on line in a call centre. The company says the cost in countries against which they compete is USD 600 to USD 900 per...
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