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| NTRODUCTI ON

1. The first session of the Conmm ssion on Enterprise, Business Facilitation and
Devel opnent took place from20 to 24 January 1997. Fol | owi ng an i n-dept h exchange
of views and experiences on the basis of the docunmentation prepared and
presentations nade by the secretariat on item 4 of that session's agenda
(services infrastructure for devel opment and trade efficiency), the Comm ssion
provi ded guidelines and set priorities for the work of the secretariat in the
rel evant areas.

2. In this connection, the Conmi ssion decided inter alia to convene an Expert
Meeting on Tel ecomuni cations, Business Facilitation and Trade Efficiency. It
specified that “the focus of the neeting should be to assess the practical trade
and devel opnent inplications of the dobal Information Infrastructure (Gl),
including its applications for the 3 obal Trade Point Network (GIPNet)”

3. This decision needs to be considered agai nst the broader background of the
final outcome of UNCTAD | X (M drand, April-My 1996), since paragraph 94 of the
Conference’s final text “APartnership for G owth and Devel opnent” speci fied t hat
“in order to provide practical support to entrepreneurs in devel opi ng countri es,
UNCTAD should follow up on the results of the United Nations Internationa
Synposi umon Trade Efficiency (UNI STE), held at Col unbus, Chio, in Cctober 1994.
Wthin existing resources, it should in particular ..., taking into account the
relati onship between trade efficiency and information infrastructure, in close
cooperation with I TU assess the practical trade inplications of the energing
d obal Infornﬁtion Infrastructure (A1), andidentify rel evant avenues for action
in this area”?.

4. Wen it was launched in 1991, one of the main objectives of UNCTAD s Trade
Efficiency Initiative was to provide practical ways and neans to reduce
dramatically the transaction costs associated wth international trade
operations. This was expected to be achieved in particular through a nore
i ntensive use of information technol ogi es. Since then, a nunber of factors have
affected the fields of business facilitation and trade efficiency, includingthe
fol | owi ng:

(b) The pace of the so-called tel ecomrevolution (whereby the capacity to
transmt information over tel ecomunications networks i ncreases whereas
the cost of such transnission di mni shes) has not been reduced; on the
contrary, events such as the rapid growh of the Internet have
contributed to enhancing the ability of smaller players to benefit from
the | atest advances in multimedia interactive conmuni cations;

(b) Al parties involved in international trade (private and public) have
become increasingly aware of the wvital inportance of adequate
t el econmuni cations to trade and i nvestnent globally. |n many respects,
t el econmuni cati ons have become an “infrastructure service” for
i nternational flows of goods, services and capital and in many respects
al so, the new dynamics of multilateral trade negotiations (as visible
through the placing of a “trade facilitation” itemon the WO agenda,
or t he sequence “I nformation Technol ogy Agr eenent (I TA) -
Tel econmuni cations Basic Services Agreenment - Financial Services
negoti ation” constitute further evidence of this phenonmenon

(b) The nature and characteristics of the technol ogi cal progress achieved
inthe field of tel ecommunications are such that they of fer new avenues

L “A Partnership for Gowh and Devel opnent”, TOY 377, 24 May 1996.
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for bridging the gap between the information haves and have-nots, and
enhancing the participation of snaller players (such as devel oping
countries and snmall and mediumsized enterprises) in international
trade, practical exanples such as UNCTAD s d obal Trade Poi nt Network
(GTPNet) offering interesting evidence in this context.

5. The present docunent attenpts to delineate sone of the nai n conponents of the
above devel opnents, while indicating some of the areas in which participating
experts might be in a position to offer UNCTAD practical proposals and
i ndi cations for pursuing and inmproving its work in the area of business
facilitation and trade efficiency while enhancing the ability of devel oping
countries and econonmies in transition to benefit fromthe energence of a G oba
Information Infrastructure (A1). The general institutional and substantive
background of UNCTAD s approach to tel econmunications in relation to business
facilitation and trade features is addressed in section |. Section Il focuses
on the main specificities of recent advances in the area of globa
tel econmuni cations, including the emerging GI1 and the potential inpact of
tel ecommuni cations’ |lower price/performance ratios on international trade.
Section |1l attenpts to explain how the elenents described in the first two
sections are generating new anal ytical and practical concepts in the area of
trade policy and trade negotiations, giving particular inportance to el ectronic
conmerce. Finally, in section 1V, practical exanples are givento illustrate the
use that smaller players (especially devel oping countries and small and nedi um
sized enterprises) can make of new tel ecomunications services with specific
ref erence being nmade to the d obal Trade Poi nt Network.

SECTION | - BUSI NESS FACI LI TATI ON, TRADE EFFI Cl ENCY AND THE TELECOM REVOLUTI ON
1. UNI STE s recommrendati ons concerni ng tel econmuni cati ons

6. UNI STE (the United Nations International Synposiumon Trade Efficiency, held
in Colunbus, ©Chio, in GCctober 1994) considered a nunber of practica

recomendations in the area of teleconmunications (see docunent TD/ SYMP. TE 2

par agraphs 61-68). Dividedintotwo nain categories (nmeasures relatingto access
to tel econmuni cati ons networks, and neasures relating to access to services on
t he ot her), these recomrendati ons were only partially di scussed duri ng UNI STE and
its preparatory process.? It is therefore clear that the UN STE recomendati ons
in the area of telecommunications still offer a broad area for further
i nvestigation and exani nati on by UNCTAD.

7. Since UNISTE was held, a nunber of nmajor changes have affected the
t el econmuni cati ons sector and t he use of tel econmuni cations in business and trade
transacti ons. Anong such changes, the followi ng are of particular significance:

(b) The extrenel y rapi d devel opnent of the Internet (and in particular of its
Wrld Wde Wb conponent);
(b) The so-call ed convergence of various nodes of transmtting information

(tel ephony, broadcasting, interactive nultinedia), which through the
process of “digitalization” offers unprecedented possibilities for
exchangi ng various types of information (voice, data, image) using the
same infrastructure and equi pnent;

(b) New chal | enges to traditional ways of addressing regulatory and pricing

2 In the Ad Hoc Working Group on Trade Efficiency, and later in the
Preparatory Committee of UNI STE, del egations chose to focus on the neasures
requiring governnent action, leaving for further examination the
recongendations concer ni ng acti ons by t el ecommuni cati ons operators and service
provi ders.
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i ssues, especially in the area of international telecomunications;

(b) The possibility that new technol ogi es and i nfrastructure such as gl oba
non- geostati onary satellite systens (LECS) could dramatically affect the
cost of nobile (wireless) tel ephony in the next few years.

8. Al these new devel opnents have had profound effects on the way in which
busi ness and trade transactions are carried out, as well as on possibilities now
available to enterprises (including snall- and mediumsized ones) to conpete
efficiently on international nmarkets. The UNI STE recommendati ons t her ef ore need
to be revisited and enriched in the light of these recent devel opnents.

2. Inmpact of teleconmunications on the other sectors of trade efficiency

9. In the UNI STE context, telecomrunications has been one of the six trade-
supporting sectors addressed by UNCTAD s Trade Efficiency activities. It shoul d,
however, be borne in mind that a clear hierarchy exists anbng these sectors,
whi ch stresses the central role of tel ecommunications vis-a-vis all other trade-
supporting services. This hierarchy can be described as a “one-two-three nodel”
in which one sector (tel ecomrunications) appears as an infrastructure for two
other trade efficiency sectors, nanely business information (which cannot be
collected, transmitted or handled efficiently in the absence of adequate
t el econmuni cations) and trade facilitation (which greatly benefits fromadvances
ininformation technologies, as is clear fromthe gai ns made by the enterprises
and countries that have adopted “paperless” ways of trading).ln turn, benefits
realized in these two “internmedi ate” sectors will benefit the remaining three,
nanmely custons, transport and financial services (banking and insurance). This
“one-two-three nodel” can be synbolized as foll ows:

Banking
Customs Transport and
insurance
Trade Business
facilitation information

Telecommunications

Figure 1. The one-two-three nodel of trade efficiency
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Box 1: A practical exanple of how tel ecommunications
affect business and trade: The Czech Republic

During the |l ong period of conmunist rule, tel econmunications in the
Czech Republic suffered fromconti nui ng under-i nvest ment and resul ti ng hi gh costs
of communication in terns of tine and noney. Business often had to resort to
traditional means of conmunication, such as nail or telex. Transition to the
mar ket econony system brought about a radi cal change in the understandi ng of the
i nportance of the teleconmunications sector for the devel opnent of business
activities. As a result, massive infrastructural investnents were nade,
dramatically inproving the quality of the telecomunications infrastructure
Si nul t aneousl y, a range of newtel econmuni cati ons services, such as the I nternet,
have been devel oping at a rapid pace. |In 1996, the Czech Republic ranked fourth
in the world in the rate of growh of Internet connections (145 per cent, as
conpared with the world average of 70 per cent). Increasing conpetition puts
pressure on | arge tel econmuni cati ons conpani es, and the prices of sone services
tend to decrease.

The devel opnents in infrastructure, as well as in the range and
prices of telecomunications services, have facilitated the adoption of nore
advanced busi ness practices. The process is likely to go through three stages.
As a first step, digital lines speed up tel ephone and fax commruni cation and
elimnate the dependence on nail.

Second, conputer-to-conputer comunication through fax-nodem or
electronic mail starts to crowd out faxes. According to recent research, half of
the current 150,000 to 300,000 Internet users in the Czech Republic (which has
a population of 10 mllion) use the Internet for business purposes. Such an
approach generates economies of noney and time, better quality of data
transmitted and the possibility of their further processing. As M. R ha, the
owner of the Inexi mSped conpany puts it: "W often trade with countries of the
former USSR Phone and fax communi cati on practically do not work there. The only
reliablelink is vialnternet. W frequently conmmuni cate wi th our branch in Ki ev.
After having swi tched towards the Internet, we have cut our teleconmunication
bill from 150,000 to 20, 000-30,000 crowns [30 Czech crowns are apﬁroxinately
equivalent to 1 dollar] per nonth. The docunents received through the Internet
cannot be distinguished fromoriginals and it is also possible for us to work
with the data that we receive".

More and nore entrepreneurs are also discovering electronic
publicity. Small and nedi umsized enterprises (SMEs) nmay decide to join efforts
to pronote their products on the Internet. For exanple, the Czech and Mravi an
Uni on of Producers’ Cooperatives, with a nmenbership of nore than 400, placed a
web page on the Internet describing its nenbers and their products, sometines
even in the graphic formof an el ectronic catal ogue.

Another step will be the transition toward electronic data
i nterchange (EDI), wherever economically feasible. Skoda, a mmjor Czech car
producer, whose parent conmpany i s Vol kswagen, adopted ODETTE, an EU-desi gned data
I nt erchange system based on EDI FACT, for conmunication with its suppliers. ED
is also making inroads into the banking sector. For exanple, the country’'s
Central Bank - the Czech National Bank - uses EDI to exchange information wth
ot her banks. The Czech Commerci al Bank, one of the country's four nmajor banks,
i ntroduced EDI into its system of comrunication with clients.
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SECTION | | - TELECOVMUNI CATI ONS AND THE GLOBALI ZATI ON OF | NTERNATI ONAL TRADE:
A VITAL ROLE FOR SMES

10. The advent of a so-called dobal Information Infrastructure (A1) has often
been described as the necessary ingredient wthout which the benefits of the
third industrial revolution (that of information and information technol ogi es)
woul d remain out of reach for a large part of the world s population. As trade
in services (and, in particular, information-intensive services) increases, and
as trade in both goods and services becones itself nore dependent on
international information flows, teleconmmunications play an increasingly
important role in the process of globalization of international trade. How can
devel opi ng countries benefit fromthis process? Before an attenpt is nmade to
answer this question, it is inportant to address two prelimnary (and often
i gnored) questions: (a) what is the GI1? and (b) what is the exact nature and
i mportance of the “tel ecomrevolution”, especially in devel oping countries?

1. What is the A17?

11. Since 1994, the year of the Buenos Aires Wrld Tel econrunications
Devel opnent Conference, the acronym“G 1" has been used extensively. Coined on
the basis of “National Information Infrastructure” (N1), it has never been
precisely defined. Generally, it is understood as a worldw de infrastructure
conposed of a nix of high-speed conputer and tel econmunications equipnent,
all owi ng the fast transm ssion of informati on anong enterprises and i ndi vi dual s.

12. Depending on which industry (conputer manufacturers, telecomrunications
carriers, content suppliers) or potential user (large multinationals, SMEs,
school s, hospitals, Governnents) looks at it, the Gl is sonetines described in
di fferent fashions. Some would rather see it as a vehicle for the transni ssion
of data, others as a vehicle for the exchange of multinmedi a nessages, and yet
ot hers as the “gl obal comons” whi ch woul d under pi n uni versal tel ephony services
wor | dwi de. However, nost anal ysts agree today that the G| will have three main

characteristics: (i) it will be digital (thus allowing the undifferentiated
transmi ssion of all nessages - voice, data and images); (ii) in terms of
capacity, it will largely overconme the obstacle of scarcity, which had been a
mai n constraint on network design and expansion until now, and (iii) it wll

of fer broad possibilities for tailoring its services to the specific needs of
i ndi vi dual users.

2. Nature and extent of the “tel ecomrevol ution”

13. O particular inportance to trade and developnment is the second
characteristic nmentioned above, nanely that available capacity will increase
dramatically. This can be consi dered as t he worl dwi de ext ensi on of the phenonenon
whi ch appeared in the previ ous decade on the nost popul ar information hi ghways,
such as transatlantic cables (see figure 2) - the unit cost of transmitting
i nformation between any two points of the globe should dininish to the point of
bei ng al nost negli gi bl e.
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Cost ($) Capacity (K)

6 120,000
5 100,000
4 80,000
3 60,000
40,000
20,000

B Cost per hour ($) M Circuits (K)

Figure 2. Transatlantic cables: Cost and capacity (1956-1996)
(Source: UNCTAD, on the basis of |ITU data)

14. This phenonmenon, however, has been seen by sone as largely linmted to (i)
t he nati onal economies of a small nunber of advanced countries (e.g. countries
where the concept of NIl was considered a priority) and (ii) nmain comunications
lines ampbng such econonmies. At the present tinme, a major question facing
devel opi ng econom es is “how global will the Al be?”, or in other words, can
devel opi ng countries benefit fromthe “info new deal "?

15. The gap which separates the infornmation haves and have-nots is still very
wi de, as shown by the nunber of tel ephones per capita (see figure 3): there are
still today fewer tel ephones in the whole of the African continent than in the
city of Tokyo, and some 2 billion human bei ngs have never seen a tel ephone. It
is clear that technol ogy now offers unprecedented ways of bridging this gap:
t el econmuni cati ons and conputing are easier to learn and use, and |less costly,
t han ever before. However, as all major indicators show, devel oping countries -

and especially the LDCs - will not be in a position to benefit fromthis new
wave of opportunities unless they can nobilize the necessary financial resources
to nmake sure that the G 1 “branches out” to their markets, rather than by-passing
t hem

16. On the other hand, this static picture needs to be conplenented with nore
dynam c elenments. Over the l|ast decade, a significant nunber of devel oping
countries have i nproved their tel ecomunications infrastructure, and ot hers have
set inprovenent as a priority for the near future. Projections by the Wrld Bank
indicate that a mgjority of developing countries have indeed initiated
significant efforts to be part of the energing A1. This is clear both fromthe
projected growh in tel ecomunications |ines and fromthe average annual tel ecom
i nvest ment considered for the period 1970-2005 (figures 4a and 4b).3

% Figures 4a and 4b use Wrld Bank groupings for econonies in transition

and devel opi ng countries, nanmely NIS (newWy industrialized countries and the
former Soviet Union), ECA (Eastern Europe and Central Asia), LAC (Latin
Anerica and the Cari bbean), AFR (sub-Saharian Africa), MENA (M ddl e East and
North Africa), SAS (South-East Asia) and EAP (East Asia and the Pacific).
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Figure 3. Tel ephones per 1000 i nhabitants (1993-1995)
Source: UNCTAD, on the basis of |TU data
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Figure 4. MIlions of newlines installed or projected (1970-2005)

Sour ce: Pyram d Research (1994) “Anal ysi s of Tel ecomruni cati ons | nvest mnent and
Fi nancing in Less Devel oped Countries”, report prepared for the Wrld Bank,
(see http://ww. worl dbank. org/ ht m /f pd/ har nessi ng/ hi d2. htm ).
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Figure 4b: Investnment in tel ecomruni cati ons, nade or projected (1970-2005)

3. Avital role for SM:s

17. Awareness and priority setting, however, are not enough to turn strategies
into devel opnment opportunities. For nost devel oping countries, the investnent
required for connecting to the GI generally far exceeds |ocal savings

capacities. For instance, it has been estinmated that, in order to bring the
average level of telephony in Africa to the level of that of Southern Europe,
sone $50 billion would be required. Only a relatively small proportion of these

funds should be expected to cone from national savings or external donors
(bilateral or nultilateral). This neans that in order not to mss out onthe Al,
devel opi ng countries need to attract private investors to their tel ecomsector.
This can be a realistic hypothesis once a critical mass of |ocal users has been
identified and nobilized to turn info-opportunities into actual econonic
benefits. In view of the current structures of nost devel opi ng econom es, such
a critical mass nust be sought in the export-oriented segnent of the |ocal
busi ness community, i.e. mainly export-oriented SMES.
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Box 2: An alternative way to finance tel ecominfrastructures:
t he exanpl e of G aneenPhone in Bangl adesh

G aneenPhone is a premumpriced cellular telephony (GSM offering for
i ndi viduals and business in Bangladesh’s urban centres and has about 4,000
subscribers. It is a consortiumof three foreign tel econmuni cati ons conpani es
pl us Graneen Tel ecomof Bangl adesh, a subsidi ary of the well-known G aneen Bank.
Its, conprising two nillion househol ds, base of borrowers represents prospective
custoners for the GraneenPhone servi ce through t he ext ensi on of the bank’s micro-
credit scheme to provide GSM as a unique part of its services in the villages.
Tel ephones and airtinme will be |l eased at a discount to individual G ameen Bank
borrowers, who in turn will offer a tel ephone service to villagers who cannot
af f ord ongoi ng tel ephone subscriptions. Proceeds fromthe tel ephone service can
then be used to pay back the bank | oans.

The consortium partners were attracted because G aneen Tel ecom has the
licence to access 300 kil onmeters of fibre route along the railway |ines between
the main cities, Dhaka and Chittagong, to which it can connect its radi o base
stations. Furthernore, the bank’s 1,076 branch offices can be used as a | ocati on
for base stations and its 13,000 enpl oyees provi de a ready workforce for a nobil e
t el ephone service. Mre strong points can be seen in the nati onwi de goodw I |
enjoyed by the bank, which enabled it to overcome commercial and regul atory
hurdl es, the enviably low default rate anong its borrowers and the existing
billing and |oan collection mechanismns. Mohanmed Yunus, the G aneen Bank’s
founder will spend $70 million in 1997 and build up a total investnent of $500
mllion over the next five to six years, and prom ses “the fastest inplenentation
of any cellular project globally and the cheapest nobile service in the world”.
G anmeenPhone is planning to provide coverage of 98 per cent of the country by
its fifth year of operation. This GSMventure is unique in nore than one way:
a 51 per cent majority equity is held by Tel enor of Norway; and G anmeen Bank,
as a non-governnental agency enjoys tax-free status and has been all owed to enter
one of the nost profitable new sectors in the country.

In addition to G ameenPhone, there are two other new GSM |icensees in
Bangl adesh trying to react to this situation, but Bangl adesh wel comes foreign
noney to strengthen the system s backbone, so that newoperators can benefit from
reliable access to the network.

Sour ce: Conmuni cations International, June 1997.

18. The trade competitiveness of local SMEs should therefore be considered a
priority target for the introduction of teleconmunications and information
technol ogi es in devel oping countries, especially those which nmay not have the
m ni mal market size to attract foreign investors to the financing of their
t el ecomuni cations infrastructure®

4 Aternative financing schemes have been initiated, for exanple
GranmeenPhone in Bangl adesh (see box 2), which involve not only SMEs but al so
even mcro-enterprises.
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SECTION | I - THE NEW DYNAM CS OF | NTERNATI ONAL TRADE

19. COver the last 10 years or so, increasing attention has been devoted to trade
in tel ecormunications services, especially in the GATT/ WO context. The matter
is of i mediate i nportance to devel opi ng countries, since in an increasing nunber
of sectors (including education and health, for exanple, but also, increasingly,
in the areas of business facilitation and trade efficiency) tel ecomunications
are a key infrastructure, in which nost equi pnent and servi ces renai n unavai |l abl e
fromlocal producers and thus need to be inported. On the other hand, the rapid
growm h of international trade in tel ecom equi pnent and services (see Box 3)
rai ses specific issues for devel oping countries, e.g. as regards the accounting
rates used to establish international settlenent paynents anong countries.?®

20. However, considerably less attention has been given to the role of
tel econmuni cations in trade. This is all the nore surprising that, in many
respects, recent advances in information technologies and internationa
i nformati on networks have radically nodified the dynam cs of (and sonetines the
rationale) for international trade. The new dynamni cs need to be consi dered when
attenpting to identify the areas in which devel oping countries and their SMEs
coul d benefit fromthe emerging G 1.

1. Tel ecomuni cations and new trade paradi gns

21. In the 1980s, nany anal ysts and trade policy nmakers canme to realize that the
tradi tional approach to “econom c devel oprent” (wher eby a country woul d gradual |y
develop its production structures fromagriculture and raw nmaterials to i ndustry
and ultimately to services) did not apply to trade: in an increasing nunber of
i nstances, services had becone a prerequisite for the conduct of internationa
trade. The “old paradignf therefore had to be shifted (figures 5a and 5b).

Services

Goods

Agriculture/commodities

Figure 5a: The old “production” paradi gm

5 On the issue of accounting rates/settlenent paynents, practica

proposal s have started to be discussed in the | TU context, which are expected
soon to pervade the WO arena. See, for instance, T. Kelly “Ten propositions
for accounting rate refornm’, paper presented at the Devel opnent Synposi um of
Asia Telecom (Singapore, June 1997), available through the Internet at
http://ww.itu.int/indicators.
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Box 3: What is trade in tel ecomunications?

VWhat is trade in tel ecomunications, why does it matter and what are the
benefits? The third edition of the ITUs Wrld Tel ecormunicati on Devel opnent
Report provi des answers to these three questions. The report is tinely because
it coincides with the conclusion of the negotiations conducted inthe Wrld Trade
Organi zation by the Goup on Basic Tel ecomruni cati ons. The agreenent reached
brings basic tel ecommunications into the framework of the General Agreement on
Trade in Services (GATS). This is significant because it extends the coverage

of the GATSto virtually the whol e of the $600 billion tel econmuni cati ons service
sector. Traditionally, international telecomrunications services were traded
under a system of bi | at eral agreenments between nations. The WO

t el econmuni cati ons agreenment opens the way to a nmultilateral framework for freer

trade, market opening and conpetition. The | TUreport tracks the devel opment from
an old regime of international telecomunications to a new regine of gl obal

conpetition. Bringing together data that have never before been published, it

quantifies the value of cross-border trade in tel econmunications, estimted to
have exceeded $100 billion in 1996 (see the figures in this box).

Trends in gl obal tel ecommunications trade, 1990-1995, and
gl obal sal es of tel ecomuni cations equi prrent and services, 1990-2000

Global telecom trade Global telecom industry revenue ] gquipment
(US$ billion) US$ billion B Services
100 7 Other 1,400 projection
1,200
80 Settlement
1,000
payments
60 800
40 Telecom 600 1
equipment 400 |
20 quip
200 1
0 i

1990 1991 1992 1993 1994 1995 1990 1992 1994 1996 1998 2000

Not e: The | eft-hand chart shows the val ue of the tel econmuni cati ons nmarket traded
i nternationally. “Tel ecomequi pnent” exports cover product categories SITC764.1,

764. 3, 764.81 and 764.91. “Settlement paynents” refers to the estimates of

paynments nade under the accounting rate system to termnate international

tel ephone calls. “CQther” is an estimate of other types of tel ecomunications
trade carried out, for instance, by foreign direct investnent in privatizations,

nobi l e ventures, Build/ Transfer arrangenents, |icense awards, |oans and aid,

t el econmuni cati ons consultancy, and nobile roaning. The right-hand chart show
the total value of the tel ecomunications market.

Source: | TU World Tel econmuni cation | ndi cators Dat abase.
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Fi gure 5b: The new “trade” paradigm (1)

22. However, anong services, sonme (often called “trade-supporting services”)
play a particularly inportant role as “enablers” for trading other services.
Hence, the new paradi gm descri bed above needs to be refined as indicated in
figure 5c.

Figure 5c: The new “trade” paradi gm (2)

23. Moreover, anpng these trade-supporting services, a hierarchy exists between
the sectoral services such as transport, banking, insurance or the software
required to collect and transnit trade information on the one hand, and the
“infrastructure service” which tel ecomuni cati ons constitute on the other hand.
Thi s provides the basis for an even nore detail ed description (figure 5d) of the
trade paradi gm described earlier.
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Figure 5d: The new “trade” paradi gm (3)

2. Consequences for policy makers and negotiators

24. Considering tel ecomunications as an infrastructure service allow ng the
ener gence of trade-supporting services, -whichinturnwll enable trade in goods
and services- has inmportant policy consequences. In particular, it underlines
the inportance of the concept of trade efficiency (defined as a strategy to
generate synergi es anong trade-supporting services) as a vital elenment of any
trade policy aimed at enhancing national conpetitiveness on international
markets. It also has significant consequences regarding the dynam cs of
multilateral trade negotiations, since it suggests that those countries which
are ready to participate in the kind of “global trade” which information
technol ogies now allow will give high priority to liberalizing trade in
t el econmuni cati ons services, as well as trade in the goods and services which
al l ow the production of such services.

25. This is exactly the sequence whi ch was observed after the conclusion of the
Uruguay Round, in the context of the Wrld Trade Organi zation: the Information
Technol ogy  Agreenent (1 TA was signed in Decenber 1996, and the
Tel econmuni cati ons Agreenent was signed in February 1997,°% opening the way for
further “sectoral negotiations”, for instance in the area of financial services.

3. The nissing link of electronic conmerce

26. Considered from the point of view of this “dynanmic sequence” of
negoti ati ons, the rel ati onshi p bet ween t el ecomuni cati ons, busi ness facilitation
and trade efficiency raises a nunber of interesting issues:

(b) One such issue relates to the concept of “trade facilitation”, which was
one of the new items placed on the WO agenda at the Singapore
mnisterial neeting of Decenber 1996: if indeed sone services play the
role of “trade enablers” or “trade facilitators”, they would need to be

51t is interesting to note that, considered together, the | TA and the

Tel econmuni cati ons Agreenment cover international business worth over $1
trillion US dollars, that is roughly the equivalent of world trade in
agriculture ($ 444 billion in 1995), autonobiles ($456 billion) and textiles
($153 billion) put together.
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consi dered in that context as well.

(b) Anot her inportant issue worth considering in this area is that of the
“nmodes of delivery”, nmentioned in the General Agreenent on Trade in
Services (GATS), which is part of the Uruguay Round package. Article
1.(2) of the Agreenment states that services can be traded in four
di fferent “nodes”, nanely cross-border provision, comercial presence
(i.e. through investnent); novenent of custoners (outside their country)
and novenent of staff (to the inporting country).

27. Clearly, an increasing nunber of services can now be traded under the

first node, whereas a few years ago they required either a commercial presence
or a nmovenent of persons. This is largely due to the availability of cross-border
data networks, which, to quote N cholas Negroponte, allow countries to trade
“bits” rather than “atons”’.

28. It follows therefore fromthe previous point that sone parties should
now be i nterested in establishing as rapidly as possible anultilateral franmework
to allow services tradable in the first nbde to be exchanged as easily as
possi ble round the world. Seen from that perspective, the liberalization of
electronic conmerce constitutes a “missing link” between the |TA-telecom
agreenment on the one hand and further efforts to liberalize trade in other
servi ces such as financial services or professional services, on the other hand.
I f di scussions on the theme of el ectronic conmerce were to be initiated in a WO
context (either under “Uruguay Round” itens or under one of the four “new
headi ngs” adopted at Singapore), it would be inportant that all parties be as
wel | informed as possi bl e of the current state of el ectronic commerce and |ikely
devel opnents in the years to cone. In such a context, the experience gained by
a | arge nunber of UNCTAD nenbers through their participation in the Trade Point
programme could be of critical value.?

29. Over the last 12 nonths, the vol ume of el ectronic conmerce has increased
dramatically in the United States, affecting many sectors of activity such as
banki ng, publishing and advertising, as well as web-ordering for conputer
equi prent and software, books, notor cars and travel packages, for instance (see
box 4). It is nowto be expected that a simlar trend will affect several other
CECD countries, especially those with high Internet connectivity. This phase of
rapid i nternationalization of electronic commerce will naturally rai se a nunber
of delicate issues in areas such as paynents (see box 5), privacy, intellectua
property and regul ation (including regulation of content). Those countries that
may still be unaware of the current or future inportance of these issues as
regards their own trade and devel oprment perspective may soon find thensel ves
confronted with a set of rules which will have crystallized before their voice
coul d be heard.

30. To a large extent, electronic conmrerce (especially when, as is
increasingly the case now, it uses the Internet as its infrastructure of choice)
is happening in uncharted territories, where few safeguards and little

international regulatory instruments exist. This means that there is no text book

” N. Negroponte (1996) “Being Digital”, MT Press, Canbridge.

8 Inportant initiatives have been taking place around the concept of
“gl obal electronic conmerce” in the CECD context. In the United States in
particular, the task force chaired by Ira Mugaziner has nmade innovative
proposal s such as the creation of a “tax free zone” for electronic comrerce
carried out onthe Internet. See “A gl obal franmework for el ectroni c conmerce”,
available fromthe Internet at http://ww.iitf.nist.gov/eleccom
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or even conprehensive body of jurisprudence for electronic commerce. Wen the
time comes to negotiate an international framework for its orderly devel opment,
those who will be in the best position to use it advantageously will be those
who have actually wutilized it. This is an area in which international
organi zations such as UNCTAD and its trade efficiency partners (e.g. the
International Trade Centre, |TC UNCTAD) WO and the United Nations Econonic
Conmi ssion for Europe) can continue to play a useful role for their nenbers.

Box 4: How big is electronic commerce and how fast will it grow?

“From a di sappoi ntnent in 1996 ...

You can spend an hour just finding a product. No wonder analysts reckon that
consuner Internet transactions in 1996 were worth a total of only around $500m
600m ... In the three years since the Internet has taken off, the slow growh
of electronic commerce has been one of its greatest di sappoi ntnents.

.. toa boomin 1997?

Ci sco Systens, a network-equi prment maker, is already selling products fromits
Web site at the rate of $1 billion a year. CGeneral Electric is saving a fortune
by buying $1 billion-worth of goods fromits suppliers online. Dell Conputer is
selling $1mworth of Personal Conputers a day on the Web. “W have waited a | ong
time for broad-based el ectronic conmerce, and it | ooks |ike 1997 will be the year
that the nmarket gains legitimacy,” says Bill Gurley, an analyst wth Deutsche
Morgan Grenfell.

El ectronic conmerce will not be what it was expected to be

I ndeed, practically everythingthat was predi cted about el ectronic comerce t hree
years ago has turned out to be wong. For a starter, the big noney is not in
consuner shoppi ng but in busi ness-to-busi ness conmerce. Thi s shoul d not have been
asurprise —it mrrors the physical world, where business transactions are worth
about ten tines as nuch as consuner sales — but few realised how quickly
apparently stodgy firns would convert. Second, the industry has defined
electronic comrerce too narrowmy. Mst analysts include only transactions
actually carried out on the Internet; but nmany consuners research their purchases
online and then buy in sonme other way. No wonder the analysts’ forecasts are so
wi dely spread. Only 3%of busi ness-to-business Wb sites are designed for direct
sal es, rather than for marketing and customer service, says Forrester Research,
a Massachusetts consul tancy. Even for consumer busi nesses, only 9%of sites offer
online transactions. A CommrerceNet/Ni el sen survey in March found that whereas
53% of Internet users in the United States and Canada had used the Internet to
reach a decision on a purchase, just 15% carried out the final transaction on
the Web. Yet it is just that last bit that is usually neasured.”

Source: “A survey of Electronic Conmerce”, The Economi st 10 May 1997.
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SECTION |V - NEW OPPORTUNI TI ES FOR TRADE AND DEVELOPNENT

31. The first three sections of this docunent have attenpted to underline
how and why recent advances in tel econmuni cati ons have contributed to reshaping
not only the world of business and trade transactions, but also nore
fundanmental | y the underpinnings of trade policy and trade negotiations. These
el ements would fully suffice to justify a high level of attention being accorded
to tel econmuni cations-related matters by all countries and enterprises invol ved
in international trade. Also, it has been stressed in those sections that the
enmerging G obal Information Infrastructure within which an increasing share of

busi ness and trade transactions is taking place is still largely uncharted
especially froma regulatory point of view® In such a context, those players
with a broader range of practical experience will be in a better position to

appreci ate the respective costs and benefits of the alternatives proposed. This
is another nmjor reason why developing countries in particular should grant
priority to obtaining such hands-on experience.

32. There is an increasing nunber of ways through which this can be done.
This last section will explore two of them which are of direct relevance to
UNCTAD s nenbership, nanmely the Internet and the G obal Trade Point Network
(GTPNet ) .

1. Internet potential

33. Because of its ease of use and its remarkably | ow cost, the Internet is
becoming the avenue of choice for participating in the so-called globa
information society. It has been estimated that the nunmber of Internet users
al nost doubl es every year.

34. Depending on the infrastructure and equipnment available 1locally,
i ndi vi dual s and enterprises can access electronic mail, text files (through file
transfer protocol, ftp) or multinmedia documents (through hypertext transfer
protocol, http) on the Wrld Wde Wb (WWY. Al though to varying degrees, nost
of the world now has sone access to the Internet, as shown in the map bel ow
(figure 6).

9 One cannot ignore the pioneering efforts made by standard-setting bodi es

such as those of ITU UN-ECE (in the are of EDI in particular), or by other
institutions such as the OECD (transborder data flows) or UNCI TRAL, which
produced a Mdel Law of Electronic Comerce in 1996. However, as
t el econmuni cations and trade issues continue to converge (e.g. in the field
of el ectronic commerce), nore universally accepted rules wll be required by
Covernments and by the business comunity. See “Regul atory inplications of
t el econmuni cati ons convergence”, Report of the sixth regulatory colloquium
(CGeneva, 11-13 Decenber 1996), ITU, 1997.

10 “Wor|l dwi de, sone 23m househol ds are now connected to the Internet,

which translates into around 55m users. Sone estimtes, taking a broad
definition of Internet use, say that by 2000 the nunber could grow to 550m

10% of the world s population.” (The Economist, “A survey of electronic

commerce”, 10 May 1997).
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INTERNATIONAL CONNECTIVITY
Version 15 - 6/15/96
Il nternet
[ E-mail only (UUCP, FidoNet) At
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m"":"::" mwr“r:‘:“mm::a thla copyright notlos.
Figure 6 - Internet connectivity in 1996 (Source : Internet Society)
35. For devel opi ng countries, one of the major interests and specificities

of the Internet (in addition to its wunrivalled price/power ratio) is its
interactive nature: when using the Internet, devel oping countries cease to be
at the receiving end of the international information network. They can provi de,
publish and disseminate their own information, in the format and words they
consi der nost appropriate. This is particularly inmportant for SMEs interested
inparticipating ininternational trade, since they nowhave a | ow cost and hi gh-
efficiency way to approach potential custoners worl dw de. !

36. There are still strong lintations, however, to the ways in which the
Internet can be used for the purpose of business facilitation and trade
efficiency. Anong such linmitations (real or perceived), the follow ng appear of
particul ar i nmportance for devel oping countries and econonies in transition and
woul d requi re increased i nternational attention: access cost (which still remains
too high in nany parts of the world, either because of tel ecomruni cati on charges
or ISP pricing or both), and security of transactions and paynents (see box 5
bel ow) .

11 Practical exanpl es of how pernmanent nissions in Geneva have been using
the Internet are mentioned in box 6 below. This ability to produce i nfornmation
(as opposed to sinply receiving it as in the traditional broadcasting nodel)
is even available to countries and enterprises which still do not have
Internet connectivity, as evidenced for exanple by GIPNet's “Wb i ncubator”,
see sub-section 2) bel ow
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Box 5 : Sone issues related to el ectronic paynents

1. Internet security: is the problemreal ?

“In a virtual world the issue of trust gets magnified.”, Steve Herz, Visa’'s
director of electronic comerce. Jim Barksdale, boss of Netscape, the |eading
Internet software firm insists that “lI don’t know of a dinme that’'s been |ost

over the Internet.” Even executives at Visa International, one of the world s
two top credit-card conpanies, are unable to point to a single properly
docunent ed case of fraud i nvol ving credit-card nunbers stol en over the Internet.
(...) This danger is not confined to the Internet”.

2. Smart cards and “secure transactions” are the way to the future
“By 1995 there were at | east seven conpeting paynent schenes, fromfirns such
as Cyber Cash, Wave Systens, First Virtual, D gi Cash and Di gital Equi pnent, al ong
wi th several universities. By 1996, the first three had gone public at a conbi ned
valuation of $1.4 billion. The three |isted conpanies conbi ned have done | ess
than $3mworth of business in their entire history; not coincidentally, their
total valuation has fallen by over $1.2 billion since going public. Their
troubles are rooted in a fundanental error. The digital-noney business is built
on the prenmise that electronic comerce wll bring a boom in ‘nicro-

ER1]

transactions’”.

“ To take off, digital cash will probably have to work hand in hand with sim |l ar
el ectroni ¢ noney tokens in the physical world. Conpanies such as MasterCard’s
Mondex subsi diary and Visa International are pronoting “smart cards” with stored
val ue, simlar to European and Japanese tel ephone cards but for use anywhere.”

“Visa and MasterCard, the two biggest credit-card clubs, are working together
on a technol ogy cal | ed Secure El ectronic Transacti on (SET) that coul d make credit
cards safer on the Internet than they are in the physical world. Today, standard
I nt er net - conmrer ce sof tware encrypts card nunbers as they travel over the I nternet
from custonmer to nerchant; but once the details arrive at the nerchant’s
conputer, they are dealt with in the sane way as if they had been handed over
the counter. SET will shield the nunbers from the nerchant by keeping them
encrypted all the way to the bank. This would be no help if the custonmer was
using a stolen card, but it would make it harder for unscrupul ous nerchants to
steal card nunmbers. *

3. Fiscal and nonetary issues

“Information goods, from software to news, can travel on the Internet itself,
wher e custons agents have not yet ventured. For noney, the leap into the virtua
wor |l d seenmed nore hazardous, so a whole new set of Internet currencies (digita
cash) was prepared to resi st every concei vabl e attack by hackers”. Broader issues
such as uncontrolled nonetary creation of massive tax evasion have al so been
rai sed; for instance UK's Chartered Institute of Taxation has warned of a
possi bl e “bl ack hol e in cyberspace”, after research suggested that 60 per cent
of financial services conpanies would use the Internet for deals, as opposed to
13 per cent today.

Sour ce: Quotes are from*“A Survey of Electronic Commerce”, The Econom st 10 May 1997, and (for the
last one) fromthe Financial Tines, 9 June 1997.
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2. GIPNet as an exanple

37. GIPNet was officially launched by the Secretary-CGeneral of the United
Nati ons at UNI STE (Col unbus, ©Chio) in Cctober 1994. Since then, the nunber of
Trade Points has doubled - there are currently 132 at different stages of
devel opnent - and mmjor achievenments have been nmade in the technol ogical
advancenent of the network.

38. The Trade Point Devel opnent Centre (TPDC), hosted since July 1995 by the
Royal Mel bourne Institute of Technology (Australia), has been responsible for
t he devel opnent of innovative tools and interfaces used by GIPNet, including the
El ectronic Tradi ng Opportunities (ETOs) Systent?, the GIPNet World Wde Wb site
on the Internet, and its corresponding “Trade Point Internet Incubator” (see
bel ow). Recently UNCTAD- TPDC has been wor ki ng towards noving Trade Points from
the pre-transactional to the transacti onal stage. At present, a secure intranet
link - the Secure Electronic Authenticated Link (SEAL) - is operating between
China, Australia and the United States?.

39. GIPNet currently features two UNCTAD rmai ntai ned Wrld Wde Wb servers in
Ceneva and Mel bourne. To increase the ease and speed of access to the network,
mrror sites of the main GIPNet servers are being set up around the world, mainly
at universities. To date, 39 mirror sites have been established in 24 countries
and territories. In addition, several Trade Points, such as Col unbus, Tanpere,
Jakarta, Harare, Moscow, Nanur, Zaragoza and Los Angel es, are nowoperating their
own servers.

40. Besides these servers, many Trade Points (approxi mately 40 of the total of
132) are connected to full Internet services (WW newsgroups, gopher, etc.)
using their local Internet providers. A survey carried out in 1996 with the
majority of operational Trade Points denonstrated that those Trade Points which
use the Internet nore actively to pronote their services or their clients’
services also facilitate a higher nunber of trade transactions per nmonth and
of fer a broader range of trade facilitation services than other Trade Points.
In addition, it was found that these Trade Points (which use new informtion
technol ogies nore frequently) usually reach their financial break-even point
faster than others.

41. Access to full Internet, however, is still far fromgl obal : anot her 35 Trade
Poi nts exchange information via E-mail and the rest, mainly in LDCs, still
communi cate via fax. For those Trade Poi nts which do not yet benefit fromfull

12 Several hundred Electronic Trading Opportunities (ETCs) are

di ssem nated daily. ETGOs are el ectronic nmessages sent out in free format or
in UN ED FACT conpatible fornmat, allowing easy retrieval and database
managenent independent of hardware, software or comunications nedia.
Internet and the advancenent of teleconmunications infrastructure make it
possible for nost ETOs to be dissenmnated to SMEs worldwide at a very |ow
pri ce.

13 SEAL was officially launched at the UNTPDC/ ESCAP conference on

I nf or mati on Technol ogi es and El ectroni ¢ Tradi ng hel d i n Bangkok, Thail and, on
21-23 May 1997. Thus, a further nilestone has been reached in transform ng
GITPNet froma pre-transactional electronic trading network to a transacti onal
tool where actual contracts can be signed and paynents made.

4 Australia, Bel gium Brazil, Canada, Czech Republic, Costa Rica, Egypt,

Finl and, Hong Kong, Indonesia, Israel, Italy, Japan, Poland, Portugal,
Republic of Korea, Russian Federation, Singapore, Slovenia, South Africa,
Spain, Switzerland, United States and Zi nmbabwe.
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Internet services, UNCTAD- TPDC has set up an Internet |ncubator which enabl es
Trade Points (especially in devel opi ng countries) wi thout access to the Internet
to use the UNCTAD TPDC servers as data repositories. It also hel ps Trade Points
in both devel oped and devel oping countries to use the | atest graphical design
techni ques to build their hone pages and product catal ogues. For instance, before
it started to operate its own server, Trade Point Harare used the Internet
Incubator to upload not only Trade Point information, but also an entire
sear chabl e dat abase on the GIPNet server.

42. Wb traffic over GIPNet has grown exponentially since the Wb site was
[ aunched in January 1995. The two main servers registered a total of 2.6
mllion hits for the nonth of January 1996 and 32 nmillion hits in February 1997.
Thi s makes the UNCTAD- TPDC WAV Site one of the nost active trade sites on the
I nternet.

43. Thus, the strategic choices nade by UNCTAD i n designing, inplenmenting and
enriching the dobal Trade Point Network reflect the current evolution of
el ectroni c conmerce, nanely:

(b) GIPNet is increasingly Internet-based,

(b) It is building upon its experience as a “pre-transactional network” to
nove to a fully transactional one (fromcontacts to contracts);

(b) It has been designed as a business-to-business tool, allow ng SMEs
wor | dwi de to contact each other with mninmal internediation; and

(b) Its approach to el ectronic paynent is based on a smart-card approach,

involving strategic alliances with traditional players in the field of
i nternational paynments (rather than using el ectronic noney).

3. Proposal s expected from participating experts

44, It is expected that, fromthe discussions raised by this issue paper,
as well as from the information received during the course of the neeting
(especially through exposure to the relevant sessions of [TUs Telecom
Interactive), participating experts will be in a position to offer views and
suggesti ons regardi ng the ways in whi ch UNCTAD s work coul d be further enhanced
in order to assist developing countries and economies in transition to take
advant age of recent devel opnments in teleconmmunications through greater trade
conpetitiveness, better business facilitation and higher trade efficiency. In
this context, accent should be put on ways and neans to offer practical tools
to the snaller players, in particular small and nediumsized enterprises, and
t he | east devel oped countri es.

45, Such views and suggestions will be of high value in the areas in which
UNCTAD might be called to contribute, including policy advice, support to the
process of nultilateral trade negotiations, and technical assistance (including
assi stance through the dobal Trade Point Programme). They will in particular
constitute a major input to future work by the Conm ssi on on Enterprise, Business
Facilitation and Devel opnent.
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Box 6: Practical exanples of how Internet can inprove nmethods of work:
presence of some Geneva pernanent m ssions on the Wrld Wde Wb

I TU | NFORVATI ON
ITU provides public docunen-
tation (press rel eases, speeches,
etc), public databases (e.g. |ITU

d obal Directory), docurent s

restricted to | TU menber ship. Madagascar
I TU has over 30,000 docunents and « Econony

sever al dat abases on the . Service offers
I nternet. « Wb sites

e Politics, Hstory
and Cul ture
e Ceography and Conmerce

¢ Busi ness and Commerce I'NTERNET SERVI CES

ITU provides Permanent M ssions

with electronic nmil, access to
Wor | d- W de- Wb, bulletin boards,
mailing lists and other services
like Gopher, FTP ( File Transfer Chi na

Protocol ), etc. .
e China ABC

e Across the country
e Tribune for special

TRAI NI NG AND TECHNI CAL SUPPORT topics
ITU provides a "reasonable" amount
Fr ance of training and support to menbers
of the diplomatic conmunity who need
help in the wuse of FEmil, PC
« Media connection, nodem use of FTP, basic
« CGovernment |inks help in the creation of Wb pages
e Practical information @and connectivity problens.
e Press rel eases USA

Wthin reasonable limts, |TU can

set up a WW (or Copher) server for « US Trade Law and

M ssions, provide necessary disk Trade Policy

space, train Mssion staff on renote e« USIA Publications
updating of information, provide and news sources
statistics on access to Mssion « Electronic journals

informati on.

Over 300 users from 55 Permanent Mssions currently use |TU Internet services.
Swi t zer | and- based Permanent M ssions which have a honmepage on the | TU server are:
Bul garia, China, Finland, France, GCermany, |ndonesia, Italy, Japan, Luxemnbourg,
Madagascar , Mal t a, Paki st an, United States, and Yugosl avia. Exanpl es  of
information offered by the Switzerland-based Permanent Mssions are: country
information (politics, business and commerce, geography, history and culture,
tourism etc), lists of permanent m ssions, enbassies, consul ates, press rel eases
and other topics of interest.
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