JAMAICA’S TRANSFORMATION TOWARDS
THE NEW INFORMATION SOCIETY

PETER W. JONES

VOLUME X

ECONOMIC DEVELOPMENT INSTITUTE

I nfor mation Booklet Series|
June 2003

GLOBAL THINKING RESEARCH & DEVELOPMENT



TABLE OF CONTENTS

ACKNOWLEDGEMENT ..o 6
INTRODUGCTION . ...ttt b e e e e s s e e e anr e e e asne e e sanes 6
WHAT ISAN INFORMATION SOCIETY 2 1rttttieeeeieiiusiureeeseeesessssssssseessesssssssssssssesssessssssssssssssssesesannns 7
CHARACTERISTICS OF AN INFORMATION SOCIETY ..ccviiiiiiiiiieiee e 8
JAMAICA IN TRANSITION TO AN INFORMATION SOCIETY ..ccoooiiiiiiiieiieeeieee 15
EECONOMIC CONTEXT .tttiteiieeeeeeesssssstnseesesessssssssssseeeaessasasssssssseeeeseassssssssssseeeesseessnsssnneeeses 15
A CCESS TO LT S ittt e et e e e e e e st e e e e e e e e s s assaaeeeeaeeeesannssnneneaeaeeeanns 16
THE DIGITAL DIVIDE. .. uttttttittiiiiiiiiiitiuiiieiisisieasieesaaaaassasassssssassassssssssasssssssssssssssssssssssssssnssssnsnns 17
THE IMPLICATIONS OF ICT ...ttt e e e e et e e e e e e e s nnnnaaneeaeeeeeennns 21
REMOVING OBSTACLES AND ACCELERATING THE TRANSITION ..evvvvieeeeeiiiiirneeeeeeeeessinnnneeeeens 25
FINANCING L.t e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eaaaaaaeaaaeeas 28
HUMAN CA P I TAL 1ottt e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaaaaaeaaaaeas 30
[ CT FOR DEVELOPMENT ..tttitieieiiiittitteeeeesssssssssssssesasassasssssssssssesasssssssssssssssssesssssnssssssseessesananns 32
E-BUSINESS......coiiiiiieee e 33
= @)Y 4 N LY = SRR 35
E-H AL TH oo 36
E-LEARNING . .ciiieieei ettt 37
E-CULTURE ... ttttttteee e e e e e ettt e e e e e e e st a et e e e e e e e e s s aab e e e e e e e e e aasnsssaaeeeeeaeeeaassssseneeaeeeeeesnnnnsnnneeanns 39
E-IMIEDIA .. e 40
RECOMMENDED JAMAICA INFORMATION SOCIETY POLICY ...cccooiiiiiiiiieeciieenns 42
N 1L 5 1 42
NATIONAL INFORMATION-SOCIETY STRATEGIES....uuuttiiieeiiiiiirrrieeeeeeeesssssssssseeesessessssssssseeeees 43
INFRASTRUCTURE AND SERVICES. .. uuuttttteeieiiissrssesseesssssssssssssesssessssssssssssesssesessssssssssseseeesssnnns 46
REGULATORY DECISIONS ....ciiiiiiiiii et e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaeeas 47
FINANCING L.ttt e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaeaaaaaaeas 49
HUMAN CA P I TAL 1ottt e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaaaaaeaaaaeas 50
ELECTRONIC SECTORS ...t 52

GLOBAL THINKING RESEARCH & DEVELOPMENT



N 1L 5 1 52
E-BUSINESS.... oo 52
@)Y N LY = SRR 53
E-H AL TH oo 53
E-LEARNING . .ciiieieei ettt 54
E-CULTURE ... ttttttteee e e e e e ettt e e e e e e e st a et e e e e e e e e s s aab e e e e e e e e e aasnsssaaeeeeeaeeeaassssseneeaeeeeeesnnnnsnnneeanns 56
E-IMIEDIA ... 56
CONGCLUSION ..ttt e s e s sn e e ssr e e e asne e e an e e e aanne e S7
E CASE STUDIES ...ttt 58
ACCESS, NOT OWNERSHIP ..ottt 58
PROVIDING COMPUTERS TO THE PEOPLE: THE IDEA OF A “VOLKS-COMPUTER”
.............................................................................................................................................. 59
ENABLING DIGITAL TRANSACTIONS ACROSS THE REGION ........cccoceiiiiiiiiieeiienns 59
THE KNOWLEDGE PROCESS IN THE INFORMATION SOCIETY ...cccvvviiiiiiiieecieeee 60
INSTITUTIONAL DEVELOPMENT ...t 61
OPPORTUNITIES FOR SMALL AND MEDIUM-SIZED ENTERPRISES (SMES)............. 63
E-DEMOCRACY IN MEXICO: THE NATIONAL DEVELOPMENT PLAN EXPERIENCE
.............................................................................................................................................. 64
INFORMATION-SOCIETY PROGRAMMES ... 64
THE MESO-AMERICAN INFORMATION HIGHWAY OF THE PUEBLA-PANAMA
PLAN e 66
MULTILATERAL POLICY AND PROGRAMME DEVELOPMENT ........ccccoiiiiiiiiiiiiens 66



The Economic Development Institute

"The essence of the knowledge is, having it, to apply it; not having it,
to confess your ignorance. Ignorance is the night of the mind, but a
night without moon or star".

Confucius.

"It is not the degree that makes a great man; it is the man that makes
the degree great"

Nicoli Machiavelli.

The Economic Development Institute under the theme Global Thinking Research
was established in 2001. We are group of past students of the University of the West
Indies living in and outside Jamaica. We came to the realization from when we were
on the Mona Campus that in the Information Age we live in, successful people are
those who have access to information. We formed a group to share in this New Way
of Thinking and found it fruitful to our endeavours . Unfortunately, we had to
restrict our information bases in many cases as our lecturers and tutors deemed it fit
to remain in a vacuum of limitation with regards to the evolution of the New
Information Paradigm. We were clearly ahead of our time. We have developed this
new product called the Information Booklet Series (which there is a need for),
the product provides information on topical issues in the areas of Management,
Sports, Information Technology, Public Administration, Information and
Communication, Economics, Economic Development, Social Development, Legal
Education, Industrial Relations at competitive prices. We have kept it simple so that
all can understand and appreciate. As such, we do not regard them as theses on the
chosen areas and they do not seek academic recognition, however they do meet

WIPO (World Intellectual Property Organization) Standards. We hope you will find
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the following informative and instructive and as usual your comments would be

appreciated.

Peter W. Jones
Executive Director
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Introduction

“The swift emergence of a global “information society” is changing the way people
live, learn, work and relate. An explosion in the free flow of information and ideas has
brought knowledge and its myriad applications to many millions of people, creating

new choices and opportunities in some of the most vital realms of human endeavour.

Yet too many of the world's people remain untouched by this revolution. A “digital
divide” threatens to exacerbate already-wide gaps between rich and poor, within and
among countries. The stakes are high indeed. Timely access to news and information
can promote trade, education, employment, health and wealth. One of the hallmarks
of the information society — openness -- is a crucial ingredient of democracy and good
governance. Information and knowledge are also at the heart of efforts to strengthen

tolerance, mutual understanding and respect for diversity...........

... The new information and communications technologies are among the driving
torces of globalization. They are bringing people together, and bringing decision
makers unprecedented new tools for development. At the same time, however, the
gap between information "haves" and "have-nots" is widening, and there is a real
danger that the world's poor will be excluded from the emerging knowledge-based

global economy.”

Kofi Annan, United Nations Secretary General
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“The spread of Information and Communication Technologies (ICTs), especially the
Internet, is revolutionizing whole aspects of social, cultural and economic life. The
transformation to the Information Society will be every bit as profound as was the
movement from agrarian to industrial societies. In the past, such changes have led to

winners and losers. Some countries have prospered, while others have fallen behind.

It could happen once again and widen the gaps if we do not take any action now.
World leaders must shape the direction of the Information Society and create a more

just, prosperous and peaceful world.”

Yoshio Utsumi, International Telecommunications Union (ITU) Secretary-General

“The concept of an “information society” refers to the paradigm shift now taking
place in social and productive organization as the wotld moves into the twenty-first
century. In view of the sweeping nature of these changes, representatives of the
countries of Latin America and the Caribbean gathered at the Regional Meeting on
Information Technology for Development (Florianopolis, 20-21 June 2000 ),
convened by the Government of the Federative Republic of Brazil in collaboration
with ECLAC, which served as its secretariat. In the Declaration of Florianopolis, the
Latin American and Caribbean countries expressed their “shared aspirations ... to

become full-fledged members of the information society”.

José Antonio Ocampo , Executive Secretary, Economic Commission for Latin America and
the Caribbean( ECLAC)

What is an I nfor mation society?

...As we begin a new century, and come to terms with the Digital Age, Jamaica has
the opportunity to embrace the new concept of a "knowledge-based society" for
social and economic development. We must, therefore, seize the initiative and build
on the foundation that we have already laid, to establish new partnerships, develop

new industries, to become more competitive in this new age...........

Most Hon. P.J. Patterson, Prime Minister of Jamaica, Working in the cyber world



The concept of an “information society” refers to a paradigm, which is profoundly changing the
world in which we live at the beginning of this new millennium. This transformation is being driven
primarily by new ways of creating and disseminating information using digital technologies.
Information flows, communications and coordination mechanisms are being digitized in many
different sectors of society, and this process is gradually giving rise to new ways of organizing society

and production. While this is becoming an increasingly global phenomenon, it has its origins in what

are, for the most part, mature industrial societies. Indeed, the adoption of this technology-based
paradigm is strongly correlated with any given society’s degree of development. However,
technology is not only the child of development (as it derives from the development process), but is
also, to a large extent, its parent (since it is also a tool for development).

Viewed from the perspective of Jamaica the question of how to employ this emerging paradigm to
achieve broader development goals and to integrate the country more fully into the global
information society must be an issue of paramount importance on the Government’s development
agenda. In order to tackle the challenging task of integrating the paradigm of the information society
into the development agenda certain questions need to be answered:

(1) What kind of “information society” is desired?

Based on an analytical framework developed by ECLAC for the consideration of the many
complex issues involved in the construction and operation of an information society, it is of vital
importance to determine the purpose and aims of all lines of action oriented towards the transition
to an information society.

(2) What are the basic characteristics of the transition towards an information society in Jamaica?

In order to understand what current and future paths the country can choose to follow in making
the transition to an information society, reviews of some of specific regional features of the current
process is instructive.

(3) What policies can support the transition towards an information society?

A positive agenda for Jamaica must be promoted to facilitate the transition to an information

society.

Characteristics of An Information society

The concept of an “information society” is both very complex and at a very incipient stage in its



development. Intellectual thought will need to reduce this complexity through a process of
abstraction, whereby this paradigmatic “reality” is expressed in terms of specific entities and
their relationships to each other. Clearly defined terms and schemata need to be established in
order to discuss the concept of an “information society”, since such a model is essential in order

to pursue specific development goals.

The conceptual framework used by ECLAC is based on general characteristics of information
and communications technologies (ICTs) and the resulting digitization process, which are at the
core of the emerging new approach.

All human behaviour is based on the exchange of information and communication.
Communication can take place through many different channels. Voice, text, gestures,
movements, expressions, affection and even non-attention transmit some kind of information.
After all, for human beings, it isimpossible not to communicate (Watzlawick, Beavin and
Jackson, 1990). An ever-greater proportion of human communication can be and is being
digitized. This process began afew decades ago and is accelerating as technological solutions
evolve. These technological systems are commonly referred to as ICTs. The deployment of ICTs
has a significant impact on how information and codified knowledge are processed and
disseminated throughout the world.

|CTs are defined as technical systems that receive, manipulate and process information and
facilitate communication between at least two parties. ICTs are therefore more than just
informatics and computers, since they do not operate asisolated systems but are instead
embedded into a network. They are a'so more than just broadcasting technologies, since ICT
systems not only foster the dissemination of information, but also permit interactive
communication. The current process of “ICT convergence” (namely, the merging of information-
dissemination technologies, communication-enabling technologies and informatics solutions) is
leading to the coalescence of three previously separate technology paths into one technological

system, which is simplistically referred to as “ICT” (the “network of networks”).

ICT deployment necessarily entails the process of digitization, through which information flows,
communications and coordination mechanisms | whether relayed through text, sound, voice,

image or other media are codified into binary digits. Digital ICTs use alanguage of binary
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digits to receive and manipulate information and to communicate between one other. The
“information society” is a direct result of this development in the field of information and
communications.

The first requirement for “digital conduct” is the physical infrastructure (the “Net”). The buildout
of computer networks, digital TV, digital cellular phones, telephone lines, fibre-optic networks,
wireless networks and all sorts of hardware, telecommunications and generic | P services belong
to this layer. The second requirement is the generic service applications that make it
technologically feasible to use this physical infrastructure to create value. The entire array of
software, webhosting, browsers and multimedia applications, along with everything else that is
based on “bits and bytes”, fall into this category. Since the “infrastructure layer” and the “generic
services layer” lay the foundations for the process of digitization (Soclnfo, 2000), they are
referred to as “horizontal layers”.

In considering these horizontal layers, it isimportant to bear in mind that neither the mere
production of technology (be it hardware or software) nor the sheer existence of technological
infrastructure automatically leads to the creation of an information society. The industries that
produce ICTs are clearly flourishing, but they are often only indirectly connected to the
digitization process, and it isthis process that is, in essence, the driving force which is moving
information exchangesinto the digital age.1*

Based on the technological foundations provided by these two horizontal layers (infrastructure
and generic services), the am isto digitize information flows and communications in different
sectors of society (such as business and commerce, health care, public administration, education,
etc.). The various sectors of society in which the digitization process is taking place build up
vertically from these horizontal foundations. As such, they are identified as the “vertical sectors”
of an information society. It is the application of the technology that provides the content of an
information society’s networks.

The focus of these vertical sectorsis on digital processes, whereas the horizontal layers’ focus is
on digital outputs. The fact that information flows and communications move through electronic
networks in a given sector is usually signified in the literature by adding an “e-" as a prefix.

Many different “e-sectors” can be identified. The process of digitization is surely most advanced

Litis interesting to observe that countries which are important producers of ICTs, such as the Republic of
Korea, lag far behind in e-commerce, whereas countries with virtually no domestic ICT production sector, such a
Audtralia, are in the e-business vanguard (OECD, 2001).
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in the business and commercial sectors (e-business and e-commerce), but other sectors of society
stand to gain agreat deal from digitization as well (e.g., e-government, e-democracy, e-health, e-
culture, e-learning, e-education, e-media, e-security, e-banking, etc.).

In addition to the different horizontal layers and vertical sectors, the digitization process must
supported by institutional developments in a number of interrelated fields, which might
otherwise create bottlenecks in the digital organization of an information society. These cross-
cutting, or diagona, fields permeate various components of both horizontal layers and vertical
sectors. Such cross-cutting areas include the establishment of regulatory frameworks that foster
and provide scope for these new forms behaviour, financing mechanisms that support the
diffusion of these technologies and their implementation, and human capital that acts asthe
driving force behind the technology.

This model can be used to identify interdependencies and causal relationships between

different actors and subjects involved. It aso facilitates the identification of potential bottlenecks
and supports the development of a comprehensive policy agendato foster the transition to an
information society. Such a policy agenda can be drawn up along the different lines marking the
intersections particular “layers”, “sectors” and “areas”. For example, a policy regarding the
regulatory framework the infrastructure layer (e.g., telecommunications regulation) can be
focused on the diffusion of relevant technology in municipalities (i.e., the intersection of
regulatory frameworks with infrastructure layer in the e-government sector). By the same token,
the training of human capital (such software engineers) in the generic services layer can be directed
towards the introduction of software applications in small and medium-sized enterprises (i.e, the
intersection of human capital with generic services layer in the e-business sector). However, the different
fidlds are also highly interdependent. Thus, for example, inadequate digital signature legidation
(as an element of regulatory framework) could act as a bottleneck that hinders the development
of all of the different vertical e-sectors. Along the same lines, a downturn in foreign investment
flows in the financing area may be slowing development in the infrastructure and generic
services layers, which in turn hampers development of e-sectors, and so forth.

The conceptual model provides for the fact that the transition to an information society has a
generic impact in awide range of areas. Since the characteristics and assets of every one of the
horizontal, vertical and diagonal fields vary across regions and countries, there isno “one size
fits all” path for the transition to an information society. The course to be followed in making

that transition will depend on country- and region-specific features.



12

The advent of ICTs and the subsequent digitization process in the different sectors of society is
not an unmixed blessing. On the one hand, it has opened up many promising opportunities for
developing countries. The fact that ICTs and digital practices have impacts that extend far
beyond the economic sphere and can be employed in hedlth, politics, public administration,
education and advanced science, as well asin cultural, social and even religious activities, attests
to the current technology-based paradigm’s development potential. On the other hand, a new
form of exclusion | dubbed the “digital divide”| is taking shape. This “digital divide” has the
potential to widen the gap between regions and countries (the international digital divide) and
between groups of citizens within a society (the domestic digital divide).

ECLAC has underscored the fact that the internal digital divide in Latin America and the
Caribbean is more worrisome than the international one. While market-led mechanisms may
ensure the advancement of that segment of the Latin American and Caribbean population which
isintegrated into the information society, the fact remains that part of the population could be
left out of this process altogether, thereby creating a new form of exclusion within the region’s
societies (Declaration of Florianopolis, 2000). The digital divide is a dividing line between
sectors of the population that are already in a position to benefit from ICTs and those that are as
yet unable to make use of this new technological system. In other words, it isadividing line
between people who aready communicate information and coordinate actions through digital
networks and people who have not yet reached this advanced stage of development. It is
sometimes also described as the dividing line between the “information-rich” and “information-
poor” segments of society, with the “information-rich” sectors being the ones who are in a
position to reap the social and economic benefits of having access to the global information

infrastructure. Therefore, the digital divide should not be measured ssimply by connectivity to
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state-of-the-art communications technology but should rather be evaluated in terms of
information-processing capacity and the ability to create mutually beneficial networks which can
then help to improve living standards (CV Mistica, 2002).

The complexity of the trangition to an information society underscores the need for public policy
to help guide this process towards the desired outcome. The determination of exactly what that
outcome should be is the result of a political decision-making process. The technology and its
implementation are merely the tools to be used to reach that objective. ECLAC believes that the
principal focus of the development of an information society should be the individual and the
community. The priorities established in pursuing this goa will clearly influence the
development agenda.

Economic development may be one of the guiding principles for the information society. On the
one hand, the infrastructure and generic services layers are comprised of very dynamic, fast-
growing industries. Some countries in the region (such as Costa Rica) have achieved impressive
growth rates by engaging in production and export activities in these industries. Nonetheless,
thus far, communications equipment, computers and office equipment manufacturing only make
up around 1.5 % of the region’s GDP. Thus, the general focus in the region is not so much on the
production of the technology, but rather on its effective use. A wide range of studies from North
America, Europe and Japan all indicate that, via a combination of factors (such as reduced
transaction costs, decreasing information asymmetries, access to new markets and supply chains,
etc.), the digitization of information flows and communication mechanisms in the economy can
have a strong positive impact on productivity (USDOC, 1998, 1999; OECD, 1999, The
Economist, 2000). Since it is estimated that electronic transactions could make up to as much as
20% of the Latin American and Caribbean region’s GDP in the near future, the transition to a
digital economy represents areal opportunity to raise productivity levelsin the region and to
foster dynamic competitive advantages.

In addition to the possible economic objectives, the new technologies can aso be deployed in
pursuit of social development goals. The digitization process can be used to raise educational
standards and improve learning mechanisms and can serve as atool for expanding such systems
to benefit society as awhole. The transition to an information society can also be directed
towards upgrading health care services and helping to reduce the incidence of preventable

diseases and premature deaths. What is more, thanks to this process, humankind has never before
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had more effective tools at hand for enhancing the consumption of cultural goods and increasing
“participation in the cultural life of a community, to enjoy the arts and to share in scientific
advancement and its benefits” (article 27, UDHR)?

What has been called the “digital opportunity” also furnishes tools for poverty aleviation, which
can serve as another guiding principle. With the help of suitable content and inexpensive access
to ICTs, basic needs can be met in avariety of fields. ICTs can, for example, provide access to
basic health care information, be used to raise public awareness about diseases, facilitate general
education, provide support for local farmers, and be used in establishing early warning systems
and building up response capabilities for dealing with natural disasters such as floods,
earthquakes and volcanic eruptions (Tampere Convention, 1998).

The effort to build an information society can also be guided by the objective of improving
participation in the public sphere and in the political system. ICTs can be used to provide and
alocate public goods more efficiently and to increase public-sector transparency. The
digitization of information flows and communications paves the way for democratic
participation, a closer alignment between legality and legitimacy in public affairs, and respect for
the human rights of freedom of opinion and expression. What has come to be called “e-
democracy” can show people the way to better and more responsible government and help them
to become more responsible citizens.

The different principles that guide the creation of an information society have differing
implications for public policy. In some cases they may even run counter to one another. Using
the digitization process to celebrate linguistic and cultural diversity does not automatically lead
to fuller integration into the globa economy, for example. Using ICTs to promote economic
growth does not necessarily strengthen democratic participation at the same time. The enjoyment
of cultural goods, the arts and entertainment does not automatically improve the health of the
members of society, and so on. A balanced approach needs to be adopted in order to ensure that
the creation of an information society fulfils the principle of joint requirements. Thus, in order to
integrate evolving information and communications technologies into the development agenda,
the diverse opportunities offered by the new paradigm have to be assessed in the light of regional
specificities and needs.

2Universal Declaration of Human Rights, http://www.un.org/Overview/rights.
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JAMAICA IN TRANSITION TO AN INFORMATION SOCIETY

Economic Context

Jamaica and other countries of the region that succeed in moving towards full membership in the
global information society have very real, very promising opportunities available to them.
Perhaps never before in their history have they had opportunities as tangible as those that are
within their reach right now. Perhaps never before has a paradigm shift of these proportions
opened up such an extensive range of opportunities, and perhaps never before has there been
such an awareness of the fact that the countries can seize these opportunities to reap the benefits
of this paradigm shift. It may also be the case, however, that perhaps never before in history has
awindow of opportunity been on the verge of closing so rapidly or has the risk of missing this
opportunity entailed such enormous costs for future generations. In order for the Latin American
and Caribbean countries to evaluate and utilize these opportunities properly, however, the
general economic context in which they have arisen must be taken into account.

It should be pointed out that the ongoing debate in Latin America and the Caribbean regarding
the transition to an information society and to the digital erais often based on “facts” and
theories derived from developed countries. There are various reasons to believe that such facts
and constructs are ill-suited to an exploration of the region’s position in this process. Firstly, the
industrialized economies’ macroeconomic fundamentals have been kept within a reasonable
range of equilibrium, and economic growth has been modest but steady. This fact provides a
basis for projecting the transition to the digital era along a given path, and the macroeconomic
“backdrop” for that transition does not generate any major degree of uncertainty. Secondly, in
developed countries the provision of public goods by the State and the existence of fairly mature
regulatory systems and agencies creates an adequate institutional and market environment in
which to examine the transition to the digital era.

None of these conditions are present in the region. With very few exceptions, the countries of the
region have not achieved satisfactory growth rates in the wake of the market liberalization and
deregulation programmes that they carried out in the 1990s. What is more, many of their

economies’ aggregate performances have deteriorated substantially in recent years. An even
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more disturbing development is that foreign direct investment (FDI) flows —the flows that have
funded the construction, maintenance and expansion of the basic telecommunications
infrastructure that serves as the foundation for much of the new digital erain the region— have
been dwindling in the past few years. This has raised some doubts as to the future pace of the
transition to the digital age. In addition to these factors, many of the countries’ economic
fundamentals are far from being in equilibrium, and this generates uncertainty which dampens
the “animal spirit” of the business community and slows the investment rate and the pace of
technological modernization. Furthermore, given the “moving target” represented by the global
technological frontier, very few countries—and, within them, very few sectors and firms—
succeed in moving fast enough to even begin to catch up. Many others have smply fallen further
behind that frontier (Katz, 2000). Local technological advancements do not appear to be a
priority for national economic agents. As aresult, the productivity gap separating the region from
the developed world has not narrowed, and the structural heterogeneity of firms, regions and

socia groups has increased.

What is more, public goods are in short supply, and the regulatory systems and institutions
responsible for designing a strategy and applying policies to promote the transition to the digital
eraare ill fairly immature. Considering that, in addition to all this, the per capitaincome levels
of the countries of the region are, on average, only one fourth as much as those of the developed
countries (or even less), it isfairly obvious that these countries can hardly make the transition to
the information society by following the path that has been plotted out for developed countries.

AccesstoICTs

The information society’s horizontal layers are certainly its most visible and tangible component.
Most of the research and initiatives being undertaken in connection with the emerging
information society focus on this technological dimension. Thus far, there have been many
different kinds of “information infrastructures” in Latin America and the Caribbean but, driven
by the process of ICT convergence, they are all merging into the “network of networks”. The
broadcasting technology networks with the highest penetration in the region are radio and
televison. TV penetration in South American homes stands at around 83% and in Central
Americait isabout 77% (1TU, 2000). The infrastructure network with the highest degree of
digitization is fixed-line telephony, and almost 100% of this network had already been digitized
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by 2001. The fastest growing ICT network in Latin America is mobile telephony, with 92.5
million digital cellular phone subscribers in the region as of June 2002 (18.1%). However,
Internet and PC penetration in the region is relatively low. It is estimated that just 8% of the
population had access to the Internet in 2002. Broadband Internet connections (in the majority
DSL) had a penetration of only 0.3%.

The Digital Divide

When talking about the digital divide, a distinction has to be drawn between two different
dimensions.

Thefirst isthe international divide. The issues here are quite similar to those addressed in the
classic discussion about the “relatively slow and irregular” spread of technical progress from the
originating countries to the rest of the world (Prebisch, 1951), about catching up and about the
importance of not falling too far behind. At present, OECD countries account for 79% of the
world’s Internet users. The whole of Africa has less international bandwidth than Sao Paulo,
Brazil. Latin America’s bandwidth, in turn, is roughly equal to that of Seoul, Republic of Koresa,
which is the worldwide leader in broadband Internet access (UNDP, 2001). The second (but
surely no lessimportant) dimension is the domestic divide. The discussion in this connection is
about universal inclusion, about growing with equality and about averting the emergence of yet
another form of exclusion. This second focus is of major importance in a region with such harsh
socia and economic inequalities as those found within Latin American and Caribbean societies.
The digital divide is essentially an outgrowth of pre-existing socio-economic divides. It can be
assessed from many different standpoints. If Internet penetration is measured in relation to per
capitaincome in a cross-section of countries, it becomes clear that the countries of Latin
America and the Caribbean are situated in the bottom third on both scales. Income and | nternet
use are positively correlated, with countries that have lower income levels tending to have lower
Internet penetration rates as well.

However, a more detailed analysis of the relationship between Internet connectivity and per
capitaincome shows that most of the countriesin the region are below the statistical norm
(which is nothing more than an international “average”). Countries in Eastern Europe (such as
Estonia, Slovenia or the Czech Republic) do not have much higher per capita incomes, but their
connectivity rates are far higher. By the same token, many countriesin Latin America and the
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Caribbean could be expected to have higher connectivity rates than they actually do, given their
per capitaincome levels.

These figures indicate that accessto ICT infrastructure is not exclusively determined by income.
Other variables seem to account for the fact that some countries (such as Chile and Peru, which
are above the international connectivity/income average) make fuller use of its economic
potential than others. This situation may, to some extent, be a reflection of the particular price-
and income- elasticity of ICT demand in each country. According to official figures, “ICT
expenditure” in the major Latin American and Caribbean economies amounts to between US$
190 and US$ 370 per capita per year (in comparison to between US$ 2,000 and US$ 3000 in
Europe and North America) (WITSA, 2002a). On the other hand, and relative to the differing per
capitaincome levels of Latin American countries, it is notable that some countries (such as
Chile, Colombia and Brazil) spend two or three times as much on ICTs as others (such as
Venezuela and Mexico). In other words, while in some countries accessto ICTsis already seen
as an economic priority, in other countries such accessis still less of a driving force for the
transition (Hilbert, 2002).

Alongside this international dimension of the digital divide, a similar situation is found between
different groups of citizens within a given society. The Latin American and Caribbean region has
the most unequal income distribution in the world (ECLAC, 2002a). This inequality is reflected
—and often replicated— in its inhabitants’ access to the “heart of the information society”. The
available figures and estimates regarding the domestic divide give grounds for serious concern
about the creation of another form of exclusion. According to various estimates, aimost 20% of
the richest 15% of the Latin American population aready had Internet connections by 2000,
compared to an overall connectivity rate of around 3% for that same year. Extrapolating these
numbers into the future, this discrepancy can be expected to increase significantly. For example,
the top income group in Brazil is expected to reach a connectivity rate of 82% by 2004, in
comparison to an estimated overall connectivity rate of just 12%.

In addition to income, the digital divide is reflected in many other socioeconomic, demographic
and geographic characteristics. One of the most evident correlationsis between ICT use and
educational level. While it is true that, especially in Latin America and the Caribbean, there is
also avery high positive correlation between income and education (ECLAC, 2000a), the

educational level has an independent effect on ICT use. Even within the same income group, ICT
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use is significantly higher among more highly educated people (U.S. Dept. of Commerce, 2001).
In arecent study in Trinidad and Tobago, it was found that secondary school graduates make up
more than 50% of the country’s ICT users (Sanatan, 2002).

In this context, it is also noteworthy that illiteracy can be a magor contributing factor to the
digital divide. It is often overlooked in current discussions on the subject that illiteracy is one of
the fundamental barriersto participation in the information society. Illiteracy ratesin Latin
America and the Caribbean vary widely (from as low as 2% to as much as 50% or more of the
total national population). Especially among minority and marginalized groups (such as
indigenous women), illiteracy rates are very high. It should aso be pointed out, however, that
|CTs offer away of tackling long-standing problems such as illiteracy and, in fact, |CT-based
literacy methods and projects are already being implemented in the region. Advancementsin
text-to-voice and voice-to-text software may eventually provide a useful tool for mitigating this
long-standing form of social and economic exclusion.

The differences that show up when the figures on the digital divide are broken down by age
groups are encouraging ones for a region with such a young population as Latin Americaand the
Caribbean. On average, more than half of the population is under 25 years of age (51.58% in
2000). Asiswidely recognized, young people adapt much more easily to modern ICTs than
elderly people do (seefigure 2.4), but have less purchasing power. Many analysts believe that the
transition towards an information society in Latin America and the Caribbean will naturally
accelerate once this young, Internet-savvy generation becomes the driving economic force in the
region.

Gender parity in the Internet-user population has so far been reached only by the United States
and Canada. In Latin America, Argentina comes the closest to gender parity. However, the
statistics show that, although in the past, Internet users were overwhelmingly male, femae
Internet users are catching up rapidly. In Argentina more than 71% of new Internet users were
male in 1998, but in 2002, 45% of the new users have been female.

Asisto be expected, ICT useis geographically concentrated in the highly urbanized countries of
Latin American and the Caribbean . The continuing trend towards urbanization is reflected

and often greatly magnified in the figures on the implementation and use of modern ICTs. One
of the factors here is that economies of scale can naturally be better exploited in urban areas.
Ethnic origin is another dimension of the digital divide in Latin America and the Caribbean. The

probability of having a computer in the household is five times higher for non-indigenous
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sectors of society than it is for indigenous groups. The probability of possessing atelevision is
only twice as high.

One possible explanation for thisis the generally low educational level and primarily rural
location of the indigenous population, however, that even within urbanized areas and with equal
educational levels, indigenous groups are still more likely to be excluded from the information
society. To some degree this may be due to the lack of adequate content in indigenous languages,
thisis a dimension of the digital divide which goes beyond “access to technology”.

Within the region, one of the most commonly used policies for dealing with the digital divide is
based on the shared-access model. This type of policy not only helps to overcome the
“technology access” barrier, but also has positive effects in terms of training and user support. In
the past, libraries and fixed-line telephony successfully pioneered this model for sharing access
to information and communication in the region. Whereas in 1994 L atin America had fewer than
1.6 public telephones per 1,000 inhabitants, by 1999 this number had doubled to 3.2. In Chile for
example, just one public telephone per 1,000 inhabitants provides basic telephony access to 21%
of the population (based on a walking distance of four blocks) who, without such facilities,
would have no access to telecommunications at all (Subtel, 2002). Along the same lines, it is
notable that in 2002 only 14 million of the 33 million Internet usersin Latin America had home
access to the Internet (Nielson NetRatings, 2002). The rest hook up to the World Wide Web
through terminals at their workplace, schools or public access points . National
telecommunications authorities normally use special funds to finance these public access points
(access points for the Internet are also referred to as “info-centres”). The majority of these funds
are maintained by contributions of a specific percentage of telecom operators’ proceeds (usually
operators are required to contribute 1% of their gross income to the fund) or through other
revenue sources available to the regulatory authority (e.g., licensing fees, etc.).

Another line of action taken by initiatives focusing on the digital divide is the provision of
suitable hardware. “Access cost” is a combination of telecommunications cost (a variable cost)
and the fixed cost of ICT equipment. The cost of access equipment (such as a PC with an
Internet browser, for example) is often prohibitively high. The Brazilian Government, for
example, launched an initiative in 2000 whose aim is to develop a “computer for the people”
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The Implications of ICT

In view of the above-mentioned statistics on technology infrastructure in Latin America and the
Caribbean (such as the high penetration of televisions and cell-phones), the process of
convergence is obviously opening up agreat opportunity for the region. Advances in mobile
telephony, Vol P (Voice over |P) and alternative innovations such as powerline (the use of the
electricity grid to connect to the Internet) provide ample scope for policy actions aimed at
starting to bridge the notorious digital divide in ICT infrastructure.

The introduction of digital television, for example, is one way to provide less expensive ICT
hardware solutions. So-called “set-top boxes™ are an inexpensive, efficient solution for
upgrading analogue television sets. According to industry sources, such a converter could be
manufactured at a cost of aslittle as US$ 120, depending on the level of interactivity (EU, 2002).
Thiswould be less than one quarter of the average price of a conventional computer in the Latin
American and Caribbean region in 2002. Digital TV also offers a chance to overcome the often
lamented habitual and cultural barrier to the adaptation of modern ICTs, since it can be used to
give millions of families interactive access to the world’s global information infrastructure by
building upon a highly familiar and widely used device.

Wireless solutions also provide a large variety of access alternatives. In mobile telephony, the
gradual migration from 2G (second-generation) to 3G (third-generation) networksis merging a
highly popular communications technology into the ICT family. The current market situation
may lead to a prolongation of the lead time for the implementation of such networks, and it may
take some years until business models are able to deal with the “biggest gamble the
telecommunications industry has ever taken on” (ITU, 2002b). However, inexpensive and less
commercial wireless access technologies (such as the Simputer from India) could provide
additional options for bridging the digital divide.

When considering the introduction of such new technological systems, standardization issues
become important. The strategic importance of technical standards for development is often
underestimated. A brief look at the situation in the mobile telephony industry provides some idea
of the implications of technical standards policies. In mobile telephony technology, three
evolutionary paths can be distinguished: one based on the European open standard (GSM),
another on TDMA and a third one on the proprietary solution cdmaOne. As the following

numbers show, the 2G mobile telephony standards deployed in Latin America run counter to the
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main-standard trend in the rest of the world. In Latin America, the most common standard is
TDMA (60% of the Latin American mobile market). Worldwide, TDMA is a minority
technology which accounts for only 10% of global cell-phones. The most widely used mobile
technology in the world is GSM, which makes up 69% of the mobile market, but in Latin
America only 6% of the market uses this technology Failure to engage in a serious debate on
global technological developments may not only result in the loss of economies of scale in ICT
equipment production (and therefore increasing prices), as well as to missed opportunities for
ensuring interoperability and roaming capacity, but may also lead to a situation in which a
minority technology’s evolutionary path runs into a “dead end”. In the case of mobile telephony
for example, the TDMA evolutionary path is on the verge of coming to just such an end. After a
decade of heavy investment in building out far-flung TDMA networksin Latin America,
operators all over the region are now busy switching to the GSM or CDMA paths in order to
acquire packet data transmission capahilities. Running into such a technological dead end can be
very expensive, especialy for operators in low-income economies.

Technical standards are an extremely important issue in relation to software applications, and the
guestion of whether to use proprietary solutions or open standards is of particular significance.
Today most computer systems use “proprietary” software, which simply means that the
software’s source codes are the protected property of an individual company. This has triggered
a debate about the dominance of certain computer operating systems (US vs. Microsoft, 2002),
but the problems that will have to be addressed in the future are likely to be far more complex
(APC, 2002). AsICT convergence proceeds (which means that more and more information and
communications systems will be merging into the ICT family) and as the protocols and standards
that permit the movement of information become proprietary (be it aword processor file or the
encoding of video information prior to transmission), the fear isthat control over the flow of
information will be centralized in the corporations that own these standards. The discussion with
regard to open or proprietary middleware for digital television, for example, revolves around this
crucial issue (Hilbert, 2002). An alternative to proprietary software would be “open-source
software”, with Linux being the most significant development within this model. However, while
aradical switch to pure open-source software models is surely neither feasible nor a panacea, the
threat of being “locked-in” to proprietary software networks makes it advisable to undertake a
thorough analysis to see how the model of open-source software can be used more effectively in

developing countries.
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Apart from the question of access in quantitative terms, the digital divide is also reflected in the
quality of ICT use. The major reasons for going online in Latin America and the Caribbean are to
obtain general information services, entertainment, instant messaging or e-mailing. Online
transactions are still very limited. Whereas in December 2001 almost 80% of Venezuelan
Internet users employed the global information infrastructure to search for information and
amost 70% of them sent e-mails, only 2.5% purchased and/or sold goods and services online
(Data analysis, eMarketer, 2002). In generd, it is estimated that fewer than 5% of Latin
American Internet users buy a product or service online at least once a month. By comparison, an
estimated 79% of Internet usersin the United States are regular online shoppers (eMarketer,
2002).

In some countries, such asin Brazil and Chile, an increasing number of Internet users are going
online to do research for either educational or work purposes. In Chile, the figures are 24% and
15%, respectively (CCS, 2002). One of the first solid online transaction applications has been e-
banking.

However this use is still far more limited than information services. The 600,000 e-banking users
in Chile (4% of the population) completed one online banking transaction per every 6,222 visits
to online banking websites between 2001 and 2002 (24 transactions per user) (SBIF, 2002). This
reluctance to use the more sophisticated online applications is chiefly due to a lack of confidence
and trust on the part of users (thisissue will be discussed in greater depth in alater section), as

well asto alack of suitable application services.

Theintroduction of administrative software systems poses a mgjor challengein Latin America

and the Caribbean. The statistics point to a very low penetration rate for high-quality software systems,
especially in the production system. For example, just 4% of Mexican firms have implemented some kind
of Supply Chain Management (SCM) application (eMarketer, 2002). In Brazil, 11% of the companies
have some kind of Customer Rdationship Management (CRM) system in operatioms (Elkin, 2002). In
many developed countries, the process of digitization started as an in-house process and only later moved
on to the interconnection of different actors. In Latin America and the Caribbean, on the other hand, many
organizational units wrote their first email before introducing their first eectronic database. Statistics
from Chile, for example, show that in 2002 only 28% of the country’s PC-equipped small and
mediumsized enterprises were using an administrative software application for their inter-firm processes,
but 54% of them were using e-mail (Subsecretaria de Economia de Chile, 2002). This kind of pattern in

seen not only in business firms but in schools, hospitals, clinics, ministries, municipalities and other
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organizations as well. The absence of in-house application systemsis a major obstacle to the adoption of
more advanced inter-organizational applications. The benefits to be derived from Internet marketplaces
and onlineinteractions will be limited so long as a paper-and-pen-based system continues to be used for
the vast majority of such organizations’ in-house procedures.

Owing to the lack of such in-house systems, the digitization processin Latin America and the

Caribbean is diverging from the path being taken by that process in many developed countries. One of the
obvious results is a difference in operational business modds. In contrast to many North American B2B
(business-to-business) marketplaces, which are mainly based on online catalogues, many successful
business models in Latin America start from the buyers’ side (e.g., Mercado Electronico in Brazil and
Senegociain Chile, Argentina and Peru). Instead of a mode in which suppliers provide expensive online
catalogues, in Latin America and the Caribbean buyers are asking for products and services in the B2B
marketplaces, are setting the sales and payment conditions, and are sending out their “requests for quotes”
to sdected potential suppliers. Thesekinds of differences in the digitization process need to be considered
when searching for appropriate policies.

One of the major obstacles to the integration of sophisticated information and communications

systemsis ther cost. With world-class Enterprise Resource Planning (ERP) software systems ranging
from US$ 100,000 to US$ 2 million as of early 2002, small and medium-sized organizational units’
chances of accessing such technological systems are extremely limited. Promoting competition in the
software market would be one way of driving down prices. Until recently, transnational corporations
controlled many of the Latin American and Caribbean markets (such as SAP, which holds more than 50%
of some ERP systems markets) (Canessa, 2002). However, local firms are starting to enter the market and
to expand their market shares in segments where smaller organizational units require cost-effective
information systems (such as SMEs, municipalities, small clinics, etc). Competitive pressure of this sort

lowers prices and generates suitable solutions for small agents.

Application Service Provider (ASP) modds could represent another potential solution for the

provision of quality software to small organizational units. The outsourcing of ICT servicesis still inits
infancy, but is growing fast. The ASP mode reduces the cost of acquiring and updating software
applications by sharing infrastructure, service organization and maintenance costs. However, studiesin
the MERCOSUR area show that hardware and software prices make up only around 40% of the cost of
installing ERP systems (Symnetics, 2000). The remainder is accounted for by the cost of training,
consultations, in-house equipment and the overall adjustment of organizational functions. Integrating such
systems into the organizational structure requires additional human and financial resources, as well as
institutional flexibility and organizational innovation. By deploying pre-configured solutions and sharing

training resources, implementation costs can also be reduced. Furthermore, service providers’ liability and
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enforcement assurances guarantee the functionality of the system for the client and provide ongoing
updates of applications in an industry where they become outdated very rapidly. The ASP can also
provide assistance with software implementation (beit in a firm, municipality, hospital, educational

centre, etc.) and oversee the maintenance of the system.

Removing Obstacles and Accelerating The Transition

It isimportant to underscore the fact that the information society does not exist within a vacuum, nor is
the transition towards the “digital age” an automatic process. The information society depends heavily on
the characteristics of the industrial society that it builds upon. It is often said that the information society
is a subsequent evolutionary stage of theindustrial society, and therefore a given society’s adjustment to
newly emerging requirements will depend on its particular features and on its type and degree of
industrialization. It is not solely a question of having connectivity to the new technology.1 The adoption
and integration of the new technology into existing social and economic structures depends a number of
other factors as well.

Among the factors that influence the transition are the existing regulatory frameworks and how
successful they arein enabling and facilitating digital interactions for the benefit of society as awhole.
Financing also needs to be available and financing mechanisms need to be adjusted in order to ensurethe
sustainability of the domestic information society in a globalized world economy. It is also clear that the
quality and profile of the available human capital (as the driving force behind the technology) play a key
rolein an information society. Efforts in these three areas need to be concentrated on fostering the growth
of the infrastructure and generic services layers, as well as on expediting the adoption of the new tools

becoming available in the different “e-sectors” (e-business, e-government, e-health, etc).

The starting point for the task of creating a regulatory framework for the information society is respect for
people’s fundamental rights. The digital divide has implications that go far beyond economic and material
considerations. It is a symbalic abyss in the distribution of information, citizen participation, political
inclusion and representation, social services, security and prevention mechanisms, consumption of the
arts and of cultural goods, and participation in the cultural life of a community at large (be this
community local, national, regional or global). Theright “to seek, receive and impart information and
ideas through any media and regardless of frontiers” is a basic human right22which serves to reinforce all
other human rights. The emerging information society should extend and strengthen this fundamental

right (APC, 2002; CRIS, 2002; Bonilla, 2002). In this sense, ICTs (as an enabler of information and
communication) are both a right and a commodity (a “merit good” to use the terminology of welfare

economics). The global information infrastructure acts as an enabler for other economic, social and
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cultural rights and is one of the most tangible examples of a “global good” which provides the foundation
for global citizenship (ECLAC, 2002a). The goal is to implement the right to information and
communication through the global public good of “participation in ICTs”.

Another challenge for the regulatory framework in an information society is the regulation of its
technological layers (infrastructure and generic services). The approaches being taken to
telecommunications regulation vary widdy throughout Latin America and the Caribbean. While some
countries are pursuing a very market-friendly strategy and are relying on private-sector leadership (such
the Dominican Republic and Chile), other countries have opted for a national public tdecommunications
company (such as in Uruguay and Costa Rica). Generally speaking, however, the vast majority of the
telecommunications operators in theregion are either fully or largely owned by private (often foreign)
investors. In comparison with other regions, the Americas are the region with the most privatized
telecommunications sector in the world (ITU, 2000). In many cases the liberalization of the
telecommunications industry and the privatization process have followed separate paths in Latin America
and the Caribbean (Ahciet, 2002). Thisis true particularly because the primary focus of the underlying
privatization policies may in some cases not have been an increase in competition, but rather an increase
in foreign investment (ECLAC, 2001). As aresult, in many instances private monopolies have simply
replaced State-owned monopolies. The opportunities for full competition and sharp price reductions are
still limited in many countries in the region, especially where economies of scale and sunk costs create
natural monopoalies. In view of this evidence, steps need to be taken to promote energetic, fair and
workable competition at the different levels of telecom services (e.g., suppliers of telecom and computing
hardware, telecom carriers, telecom resellers and associated suppliers such as e-commerce service
providers) and among the telecom services provided through all the various types of media (e.g.,
fixedline, wireess, cable and satdlite technologies). To fulfil this objective, an effective, fair and
transparent oversight body is heeded to make sure that anti-competitive conditions do not arise. In some
cases, the existence of an anti-trust or competition watchdog, in addition to the telecom regulator, creates
a positive dynamic between the regulatory agency for the telecom sector and the general commission set
up to ensure competition (Hilbert and Petrazzini, 2001). Regulatory regimes should also permit a broad
range of pricing strategies, including unmetered rates, for services used to access the Internet and should
adopt cost-based approaches for interconnection pricing.

Regulatory issues relating to the infrastructure and generic services layers go beyond the scope of
telecommunications per se. A solid growth strategy is also needed for the hardware and software markets.
In this respect, the extreme importance and potential strategic power of technical standards are often
underestimated in technological development strategies in Latin America and the Caribbean. The neglect
of this issue and the uncoordinated search for foreign investments have created a uniquely challenging

standards scenario in the region which may pose a serious obstacle to smooth technological devel opment
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in the future.

Another crucial question is the evaluation of the costs and benefits of proprietary standards versus

open standards for the different technological solutions in the market. Ongoing, in-depth economic
analyses are essential inputs for an informed decision regarding this vital issue. In principle, the
preference should be for open standards, since they prevent “lock-in” effects, help hold down the level of
royalty payments on intellectual property, foster integration and interoperability, and hence promote
industrial participation, competition and economies of scale on a common platform.

This point raises a number of issues regarding intellectual property rights. It is customary to argue

that imperfect excludability and non-rivalry affect optimal market functioning in the field of technology,
creating a wide gap between the social and public benefits of domestic technology generation and
diffusion efforts. These features are ubiquitousin the fidd of ICTs, asisillustrated by the dispute
surrounding the sharing of MP3 music files in the music industry, the registration of commercial
trademarks and personal names in Domain Name Systems, software development and reverse engineering
in the creation of new algorithms and computer programs, and so forth.s An intdllectual property right
system needs to be put in place in order to create the right kind of incentives for individuals and firms to
advance in the production of new hardware and software, as well as in the development of digital content.
However, intellectual property rights systems need to fulfil two additional requirements: they should grant
differential treatment to intellectual property for goods having a high social and educational value (such
as software for hospitals and clinics or for universities, etc.), and they should promote a technological

development and learning process in devel oping countries while at the same time seeking to protect such

countries from becoming locked into a foreign technology (Abarza and Katz, 2002). Both policy
directions are consistent with the use of open standards, which can be regarded as a kind of “public
good”.

The digitization process in the different “e-sectors” also calls for an adjustment of the juridical
framework. The creation of trust and confidence in the digital communications channd is a key eement
in this respect. Policy actions in this area might include measures for ensuring the authenticity

eectronic documents, the privacy and confidentiality of personal and corporate records, participation

the establishment of internationally acceptable rules, and the recognition of eectronic documents, digital
signatures and certification authorities, as wel as restrictions on the exportation of technology, especially
with respect to encryption standards, and legal recourse mechanisms for the settlement of disputes.

A secure payment infrastructure helps to create trust and confidence and encourages more

sophisticated e-applications. Online payment systems are therefore essential. In thisfield it is necessary
for the governments to cooperate with the private sector, including chambers of commerce, and especially

banking and retail associations. Examples from Brazil and Chile demonstrate that the banking sector
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play a central rolein the development of online transactions. |nnovative approaches in the devel opment
alternative payment mechanisms are also needed to improve efficiency and lower costs while ensuring
security of payment systems.

An area that deserves special attention is the settlement of disputes arising in the context of digital
interaction. Governments have many different options, including the use of the judicial apparatus of the
State and the delegation of some or all of the State’s dispute settlement powers to private self-regulating
bodies. Procedures in this area might range from mediation to binding arbitration. These methods are
often listed under the headings of aternative dispute resolution (ADR) or online dispute resolution
(ODRY). “Since ADR/ODR systems will continue to be developed independently of the court system,
States should also consider investing morein modernizing their judicial system by training judges,
increasing the number of judges, equipping their courts with up-to-date infrastructures and allowing them
to proceed online if need be” (UNCTAD TD/COM/3./EM/15.2, p. 39).

Financing

As ECLAC has pointed out in various studies, the Latin American and Caribbean region is very sensitive
and vulnerable to worldwide economic trends. This pattern is linked to the perception that, with few
exceptions, the developing countries are high-risk markets, subject to sharp financial cyclesin which
phases marked by a greater appetite for risk alternate with droughts triggered by a “flight to quality”
assets. The recent worldwide economic downturn has been shown to have disastrous effects on regional
ICT markets. After worldwide high-technology stock markets crashed in 2000, the flow of venture capital
into Latin America and the Caribbean, which had reached extraordinarily high leves, came to an abrupt
halt. FDI flows to the region have also dropped sharply in the early years of this decade. Latin America
accounted for 4.5% of worldwide telecommunications expenditure in 2000 and witnessed the steepest
reduction in global telecom carrier expenditures in the world between 2001 and 2002 (62%) (eM arketer,
2002). FDI and venture capital continue to play an essential role in financing the creation of an
information society in the region, however. The “ICT (r)evolution” continues, driven by the forces of ICT
convergence. The build out of wirdess and mobile infrastructure (especially 3G) and the adaptation of
digital television represent important opportunities for the integration of Latin America and the Caribbean
into the global information society, but they will also require significant amounts of investment in the
years to come. Since content and business models will surely be different for digital TV and 3G networks,
the creation of suitable content will require flexible venture capital mechanisms. If the region does not
want to fall too far behind in these ongoing devel opments, adequate financing mechanisms and markets
are indispensable.

Apart from the quantity of FDI, the quality of its allocation needs to become a key focus of
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financing policies. The region’s uncoordinated search for FDI has left it with an extremely heterogeneous
and often non-interoperable scenario of different technological standards. This situation stands in sharp
contrast to theimportance of formulating a regional strategy for promoting its technological development.
This state of affairs has turned the region into a “battlefield of foreign interests” (ECLAC, 2001) which
prevents the region from proceeding along a smooth technological development path. New policies
should shift the focus away from attempts to maximize the quantity of FDI and towards efforts to improve
its quality (ECLAC, 2002a).

In addition to the optimization of market mechanisms for financing the transition, the public

sector must become proactively involved, together with the private sector, in financing or designing
mechanisms for bridging the digital divide. Considering historical evidence fromthe TV and radio
diffusion process:s (Hilbert, 2002) and reviewing actual Internet growth patterns and market saturation
rates worldwide (ITU, 2002a; eMarketer, 20022¢), it can be roughly estimated that, if market mechanisms
arerelied upon, it will take until 2020 to reach an Internet penetration ratio in Latin America and the
Caribbean similar to the ratio now seen in Sweden, Finland, the United States or Singapore. Bearing in
mind Latin America’s harsh socioeconomic inequalities, it is clear that, in the meantime, those relatively
few who are already online will have the advantage of accessing the unlimited wealth of information
available in cyberspace, which means that they will have greater access to educational materials, political
information and public services, cultural assets, e-health services, etc. Worries about this resulting in
increasing social inequality seem highly justified.

A basic characteristic of “public goods” is that they benefit not only the individual who consumes

them, but also everybody €se in the community. ICTs fit those requirements (CV Mistica, 2002).27 Public
Internet access points, demand subsidies, tax and tariff rief (such as in Ecuador),zs cross-taxation
mechanisms to ensure the inclusion of marginalized groups and areas, and the promotion of open
standards (such as special telecommunications funds) can be regarded as steps towards the provision of
“public ICT goods”.

Policies on financing mechanisms need to take into consideration that the transition

information society cannot be completed simply by laying the technological groundwork for
infrastructure and the generic services layers. Financing mechanisms have to be set up for the integration
the technology into existing socioeconomic structures in the different e-Sectors.

Theintroduction of digital information systems induces sweeping changes in the organization

society and production. The up-front costs of in-house software systems are very high, and
implementation requires a great deal of effort. Experience shows that the introduction of an

Enterprise Resource Planning) software system in a small or medium-sized enterprise takes from

months (Arancibia, 2002). While the long-term productivity gains greatly exceed the required

investment, the short-term financial and organizational demands (such as the formation
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implementation team) may be too high, especially for small agents. The company might not survive
productivity slowdown that occurs during the software implementation phase. Thus, short-term incentive
mechanisms or loans need to be provided in order to enable and motivate small organizations to make

necessary investments and organizational adjustments.

Human capital

The conventional challenges to be addressed in developing educational systemsin Latin American and
Caribbean countries include how to increase public education expenditure (with the general objective
being to reach at least similar levels to those found in OECD countries, i.e., 5% of GDP), how to increase
the average number of years and hours of schooling and how to better integrate marginalized groups,
among others (ECLAC, 2002a). These long-deferred tasks take on even greater importance when
considered in the new light which the information society sheds on human capital development.

In order to improve educational quality and to narrow existing gaps, the curriculum needs to be

made more relevant —adapting educational content, practices and institutions to specific social, cultural,
linguistic and geographic situations— and mass use needs to be made of ICT resources to enhance
learning outcomes and socialize the basic tools of theinformation society. However, it is not enough to
modernize educational tools by introducing and integrating ICTs into existing public educational systems.
It is even more important, in conjunction with these new tools, to develop higher cognitive functions by
orienting the learning process towards problem identification and problem-solving, an increased capacity
for reflection, creativity, the ability to distinguish between what is relevant and what is not, and planning
and research skills, since these functions are vital in an information-saturated world. Progress also has to
be made in the design and use of portals and software applications (educational content) and in the
training of educators (teachers, administrators and families).

Theregion is still far from reaching the level of skilled human resources necessary to respond to

the needs arising from the emerging information society. Furthermore, the skills of those who have
achieved a higher leve of education often do not meet the labour market’s requirements. This gives rise
to a paradox in the Latin American and Caribbean labour market, where the number of skilled workersis
insufficient and yet, at the sametime, thereis a considerable underutilization of skilled labour, as those
who are skilled do not have the abilities demanded by that market (ECLAC, 2002b). It is no easy task to
resolve this problem, because curricula and programmes of study become obsolete very fast in the
information society, especially in thefield of engineering (Ledn, 2002). The development of professional
profiles which fit the special requirements of the particular industries operating in Latin America and the
Caribbean is a responsibility to be shared by educational institutions, the public sector and the rdevant
industry itsef. The creation of a network of representatives of all the different stakeholders which can
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monitor and propose suitable professional profilesis essential in order to avoid this common problem of

skill-mismatches and to reduce the risk of offering outdated curricula.

The new technology also creates a great deal of disruptionin thelives of alarge part of the

workforce. Labour policies therefore need to be integrated into the information-society strategy. Whileit
istoo early to speculate about the employment effects of ICTs on Latin America and the Caribbean
(ECLAC, 2002c), it is clear that, in this region as e sewhere, the use of these new labour-saving
technologies will have a severe impact on the labour market. In large economies, such as the United
States and United Kingdom, the disruption has favoured highly skilled workers (Brenashan and others,
1999), while the displaced workers have been absorbed by the growing economy. However, smaller
economies with higher unemployment rates do not have the same ability to absorb displaced workers.
Accordingly, thereis a greater potential for social upheaval in the wake of ICT introduction in smaller
and slowly growing economies. Middle-aged individuals (“too young to retire, too old to learn”) are most
vulnerable (Sanatan, 2002). Many of these workers face the specter of shattered lives and an inability to
ever return to the labour market. These disruptions carry a high cost for society, as these people are likely
to suffer more physical and mental illnesses throughout the rest of their lives.

Partnerships with industry and private companies also become necessary to create “lifelonglearning”
mechanisms, which entails the extension of national education systems to the existing

workforce (WEF, 2002b, 2002c). The concept of lifdong learning is a key dement here, sincean
information society competes through tacit knowledge. It would even justify a move by the public sector
to re-budget its expenditures so that it can spend more on higher education as a means of allowing not
only those between the ages of 18 and 25 to profit from it, but also those between the ages of 25 and 60.
Involving the private sector in this effort could help to make subsidies and tax allowances available for
individuals and firms that invest in skills devel opment.

In many Latin American and Caribbean countries, special agencies exist which support the

training of the national workforce. Over the decades these “national apprenticeship agencies” have
become powerful and widdy recognized organizations that manage a considerable annual budget.
However, they are often ill-equipped to meet the demanding challenges of a workforce in the information
society and many may need to be overhauled (Cardenas, 2001 quoted in Hilbert and Katz, 2002). These
agencies would also beideal points of origin for initiatives to form private-public partnerships and

to identify appropriate professional profiles. Directing these agencies’ efforts towards the creation of a
well-equipped workforce for the information society in Latin America and the Caribbean would be a
powerful policy.

The discussion about human capital for the information society also involves the notorious “brain

drain”. Although it is not a new phenomenon, the growing demand in the developed countries for foreign
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workers with specific skills means that the barriers impeding their mobility need to be reviewed (ECLAC,
2002a). Those with high qualifications are clearly in a better position in this regard. The developed
countries naturally make ddiberate efforts to attract scarce specialists —in some cases this forms part of
their human resources policies— and these efforts are welcomed in many segments of migrants’ societies
of origin. While all sorts of high-quality human capital is important in the information society, there has
been a particularly striking increase in developed countries’ demand for immigrants with increasingly
specialized skillsin thefidd of ICT engineering, and they are therefore offering terms and conditions that
cannot be matched by the nations of Latin America and Caribbean. In the early 1990s, some 300,000
Latin American and Caribbean professionals and technicians —approximately 3% of the total number
existing in the region— were living in countries other than those of their birth; over two-thirds of that
total were concentrated in the United States (Villa and Martinez, 2000).

ICT for development

Two main lines of thought help to explain theimpact of the ICT paradigm on development through the
digitization of information flows and communication processes. Thefirst argument is related to the
knowledge transfers induced by the augmented information flow. The second argument is related to the
internal development of an individual society thanks to a more valuable form of organization.

First of all, the augmented information flow holds out the hope of a decline in information

asymmetries, which would pave the way for a history-making chance to integrate all societies by
networking them in a global information society. Maore people than ever before in history have access to
an ever-increasing amount of information at a constantly falling cost (UNDP, 2001)

Theinformation obtained via these channds can hdp to create knowledge relating to the different

aspects of development. In thelong run, this would mean that devel oping countries could move closer to
the current “knowledge frontier” in educational standards, health standards, business models, public
sector

administration and living standards in general. The augmented domestic and worldwide flow of
information through digital networks offers developing countries the chance to integrate themselves more
fully into the global exchange of ideas.

A second line of thought as to how ICTs can be used for development is based on advancements

in the ingtitutional structure for the organization of production and society. The digitization of information
flows and communication processes brings a change in “the way things are done”. The reorganization that
results from digital coordination is introducing a new institutional setting. Institutional settings determine
the form and behaviour of organization, as well as the “rules of the game” (North, 1993). They reduce

uncertainty in everyday life by forming patterns of interaction and shaping the way individuals view and
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understand communication mechanisms. Institutions enable effective interactivity. They area
combination of formal rules, informal norms of behaviour, conventions and codes of conduct, and their
enforcement characteristics. Digital organization can help to create and manifest an advanced form of the
institutional framework in a society.

The opportunity for lagging countries that arises in this connection is that, during paradigm shifts,

they will have time for learning while everybody e se is doing the same thing (Perez and Soete, 1988).
Thewholeworld is digitizing information and communication processes in different sectors of society,
and the entire world will still have to learn how to handle this new forms of information processing and
coordination . In the meantime, developing countries can make extraordinary advances with

regard to the existing institutional structure through digitization. Considerations about institutional
changes through digitization can lead to strategies for “leapfrogging” along institutional and

organizational learning curves.

e-Business

Since the natural incentive to changeis greater in the e-business sector than in other e-sectors

(such as e-health, e-government, or e-learning), the digitization process is more advanced in this area of
the economy. Theidea of using eectronic networks to facilitate business processes has been around since
the early days of “Internetting” in the 1970s. Nowadays, the concept of digitizing information flows,
communication processes and coordination mechanisms in business activities is known as “e-business”.
This term denotes all strategic and operational aspects of economic trade through eectronic networks,
including inter-firm processes such as human resources coordination, planning and control mechanisms,
EDI systemss7and other forms of eectronic trade. The term “e-commerce” does not include the
digitization of the production system, sinceit refers exclusively to operations between a provider and its
client that are channeled through eectronic networks (according to its accepted definition, these
operations are, on the whole, limited to transactions channeled through the open Internet).

Numbers and figures about e-business and e-commerce volumes vary widely from one source to

another (as do the definitions of the terms “e-commerce” and “e-business”). It is estimated that worldwide
e-commerce transactions in 2002 (including Web-based B2C online retailing and B2B intra-industry
trade) accounted for 3% of global GDP (with B2B representing 86% of thetotal). The United States
accounts for the lion’s share of this, with 58% of global e-commerce. Estimates for e-commercein
developed countries show that Web-based online transactions in the United States, Japan and Europe
represented around 7%-15% percent of their GDPs in 2002 (eMarketer, 2002).

InLatin Americait is estimated that e-commerce transactions accounted for approximately 1% of

GDP in 2002 (US$ 20 hillion out of US$ 2 trillion) (eMarketer, 2002). However, with growth rates of



between 80% and 90% per year, Latin American e-commerce is among the fastest-growing in the

world (only Europe’s e-commerce is expected to grow more rapidly in the years to come). Although B2C
e-commerce (“online retailing”) tends to garner more publicity than B2B transactions (“intraindustry
trade”), the B2C segment actually represents a small and shrinking share of Latin America’s

total e-commerce revenues (around 10% of total e-commerce). Most research firms believe that the B2B
segment will continue to generate the great majority of e-commerce revenues in the region. Selling and
buying directly to each other, businesses have been able to introduce certain rules of procedures and
codes of digital conduct via eectronic marketplaces very quickly.ss Private consumers, on the other hand,
are so far only conducting small transactions over the Internet.

Total e-business trade (including closed EDI networks and other eectronic trading systems) is

estimated to have accounted for US$ 189 billion in Latin Americain 2002 (9.35% of GDP) (eMarketer,
2002). This makes it clear that the current focus of eectronic business transactionsin Latin America (as
e sawherein theworld) does not liein Web portals or other open Web-based front-end interfaces, since
90% of the e-activity is taking place through back-office transactions in the region’s production systems.
Bethisas it may, although the entire digital economy is expected to continue to grow rapidly, Web-based
e-commerce is expected to catch up in relative terms. It is not, however, expected that many of the large
companies in the region that have considerable investments in EDI networks will discard them in favour
of purdy Internet-based systems any time soon. Open, inexpensive Internet exchanges are primarily an
option for small and medium-sized organizational units, given their low cost.

Advanced e-business software systems are still very expensive, and while large enterprisesin

Latin America have aready reached a penetration rate of 5%-11% for ERP (Enterprise Resource
Planning) or CRM (Customer Rdationship Management) systems, less than 1% of theregion’s SMEs
operate with such sophisticated configurations (see box 2.8). In comparison to other developing regions of
theworld, Latin Americais not too far behind in software implementation. It is estimated that 4% of
South American and 3% of Central American companies had implemented some kind of e-procurement
system (SCM) by 2001. While, in the United States, 40% of the companies have done so, in Europe only
10% of firms have participated in an e-procurement supply chain, and in Asia thefigureis only 3%
(eMarketer, 2002).
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e-Gover nment

The Net provides a modern channd for aform of democratic action which is itself associated

with the origins of modern thought; in so doing, it opens up the political arena and allows a wider range

of actors to be heard and represented. The information society decentralizes citizenship by

introducing real-time interactive flows without borders and can thus permit an exponential increase in the
number of individuals taking part in a public dialogue. On the new global stage, having a voice and
making it heard, regardless of distance, is not only a heightened form of expression but a true cultural and
political victory for citizens everywhere. Being able to send out messages and proposals enables people to
participate on an equal footing in an emblematic exchange and be a part of pressure groups and
ddiberations that can influence different social groups. Electronic communications networks are
becoming potential public access routes for broad social sectors and cultural actors who have traditionally

been deprived of a voice in any but the most limited of forums.

At present the legidlative, executive, and judicial powers of Latin America and the Caribbean

have reached differing stages in the digitization process. Mainly as a consequence of technological,
regulatory and habitual constraints, the judiciary has lagged behind in the effective incorporation

of these new opportunities, while the legislative branch is taking its first towards what is referred to as
“e-democracy”. The concept of “e-administration” refers to the introduction of ICTs into the public
administration of the executive branch. While the latter has been the major focus of e-government
activities so far, the potential of e-democracy should not be underestimated.

In arecent e-government study of the 190 States Members of the United Nations (UNDPEPAASPA,
2002), the South American countries and Mexico have been ranked among the nations in the

world that have a medium or high degree of e-government capacity. In this worldwide index, Brazil was
ranked 18th, Mexico 22nd, Argentina 31st, Uruguay 34th and Chile 35th. The Central American and
Caribbean countries’ current capacity for e-government is described as “minimal” (they are ranked
between 47th and 112th). Some of the countries in the region are making steady progress. However, some
governments continue to suffer from an absence of strategic vision, programme coordination and success
in balancing real citizen-centric concerns with constituent needs. This study underlines the lack of
coordination among ministries and agencies in Latin American e-government initiatives. Furthermore,
because of an insufficient commitment to a citizen-centric approach, there is a tendency to build online
services around the objectives of the service providers rather than around the needs of the citizens.

The strategic importance of the business sector as a source of government revenue, the likelihood

that businesses will regularly use e-government services more then individual citizens and the fact that
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governments can publicly demonstrate a greater degree of success with the business community than with
the ddivery of individual citizen-centric social services have, at least up to this point, led to a
concentration of e-government services around the needs of the business community in Latin America
and the Caribbean.

The functionality of e-government can hardly be compared with that of the e-business sector. In

the current discussion about moving “from e-business to e-government”, “streamlining government” and
“citizens-as-clients,” this is unfortunately often forgotten. It is true that some of the “governmental
mechanisms of the industrial age” (Tapscott, 1996) can be improved tremendously through the effective
use of ICTs. However, thoughts about “banishing bureaucracy” and “transforming bureaucratic systems
and organizations into entrepreneurial ones” (Osborne and Plastrik, 1997) may be leading from the
“dotcom bubble” to a “dot-gov bubble” (Osorio, 2002) which confuses means with ends.

The main objective of many “State-modernization projects” and “administrative reforms” is to

seek out ways of improving public services and rectifying the failures and disadvantages of bureaucracy,
while continuing to enforce regulations and public laws. Unlike private enterprises, the nature of the
public sector and its functionality do not permit the implementation of far-reaching organizational
changes overnight. Such changes have to be made gradually and be combined with an improvement in the
public sector’s political image and reputation. In addition, care must be taken not to take the types of
revolutionary steps that may trigger strong resistance. This goes for municipalities, as wel as for national
governments. The goal of digitization in local, regional or national governments should therefore not be
to imitate private-sector business models and short-lived trends, but rather to gradually reinvent the public
sector so that it can meet the public demands of the twenty-first century (Fountain, 2001).

e-Health

The countries of Latin America and the Caribbean exhibit a wide range of differing situationsin

terms of the organization and performance of health care services. As aresult, thereis also a wide range
of variation in how equitable access to those services is and in the microeconomic effectiveness and
efficiency of their resource allocation. The public/private mix, both in the financing and ddlivery of these
services, also differs a great deal across countries. Thereis, however, a general predominance of mixed
models in which the State operates on the basis of group insurance and public clinics, while the
middleand upper-income strata of society tend to use individual insurance policies and private health care
facilities.

The gradual incorporation of ICTs opens up a broad window of opportunity for increasing the
microeconomic efficiency and effectiveness of the region’s health care systems and making them more

equitable. In terms of microeconomic management, |CTs make it possible to achieve economies of scale
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and scope by making it feasible to organize real-time health care delivery in such away asto reduce
waliting times, provide individualized care, and optimizing and decentralizing the use of the physical
infrastructure and human capital available to each society, regardless of whether the system’s assets are
publicly or privately owned.

ICTs also offer an opportunity to make the system more equitable my increasing the transparency

of information flows and thus helping to combat the adverse selection and moral hazard problems that
often undermine the spirit of public service which should guide the operation of health care systems.
Another consideration has to do with the trust and confidence that are of special importancein the
health sector. Thereis growing concern about the protection of health records against intrusion,
unauthorized use, data corruption, intentional or unintentional damage, theft and fraud. Given the
sensitive nature of personal health information, and how heavily health-care professionals rely on have
trustworthy records, the issues of rdiability (data residing in the eectronic health record is accurate and
remains accurate), security (owner and users of the dectronic health record can control data transmission
and storage) and privacy (subject of data can control its use and dissemination) are of particular
significance and must be clearly and effectively addressed by health-care and related organizations and
professionals (Rodrigues, 2002).

e-Learning

Thereis no question about the urgent need to incorporate ICTs in education on a massive scale,
sincethisis the swiftest, most economical and largest-scale meted for narrowing the digital divide
between and within countries. Bridging the digital divide is not simply a matter of connectivity; it also
requires the development of the necessary skills so that the population can make use of this technological
tool to further the palitical, social and economic development process (CV Mistica, 2002). As social
inclusion comes to depend increasingly on knowledge, networking and the use of state-of-the-art ICTSs,
the formal education system will play an ever greater role in affording access to social participation, since
it can make connectivity and the ability to use dectronic networks available to the population at large. As
these media are incorporated into the educational system and their implications and uses are analysed, the
schools will be able to start blending the academic learning process with media use, thereby encouraging
the students to consume cultural resources more selectively and thoughtfully. Primary school coveragein
Latin America and the Caribbean is close to 100% and secondary school coverageis expanding rapidly. It
isin the schools that children and young people are socialized and where they develop their ability to
learn and interact with their peers on a daily basis. Socialization in relation to networks should be part of
the socialization process in the schools.

There have been numerous national campaigns to equip public schools with interactive media.
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Thetrack record of school informatics programmes in the countries of the region raise a number of issues
and questions (Jara, 2002). First of all, it isimportant not to lose sight of the fact that the technologies
used for various purposes in the schools are a means of enhancing the teaching process, not an end in and
of themsaves. Secondly, it isimportant to make teaching strategies more flexible in order to create an
environment that is conducive to the diffusion of ICTs in the schools. Thirdly, teachers need to be trained
to serve as a central agent of change and to prevent the formation of a division between the culture of
teaching and learning, on the one hand, and virtual culture, on the other. Fourthly, steps should be taken
to promote and forge links with organizations outside the school system with a view to obtaining private-
sector contributions in the form of hardware, training and network content.

Theintroduction of ICTs in the school systemis a slow process. The pace of this processis more

closdly associated with the long time horizons of cultural change than with government terms in office,
which is why this should be a policy of State rather than the policy of a particular Administration.
Innovation should be an incremental, empathetic process, and the diffusion of ICTs should therefore be
articulated with teachers’ pedagogical requirements and be oriented towards providing teachers with easy
to-understand, user-friendly instructional tools (hardware, software, manuals). Furthermore, the resources
endowments and the skills to be imparted cannot be determined on a system-wide basis, but must instead
be tailored to the differing needs of teachers and students in the particular schools, since the learning
environment will vary substantially from one school to the next. Finally, this aspect of educational reform
needs to be coordinated with other reforms in order to generate synergies between school computerization
programmes and classroom library programmes, curricular changes, the development of interdisciplinary
curricula, etc. The implementation of informatics programmes in the educational system has drawn
criticism with respect to the role and training of teachers. The general feding is that the impact of ICTs
will be a positive one only if teachers are capable of integrating them into their day-to-day activities
(Hepp, 1998). Thus, their use of PCsis a function of their needs.

It issaid that ICTs make it easier for students to understand key concepts in the sciences, in language and
in mathematics and to grasp the logic of these disciplines in ways that allow the students to

assimilate them more thoroughly and, at the same time, more rapidly (interactivity, simulation, games,
modelling, etc.). In this sense, training students to use ICTs is an end initsdf, since these skillsareabasic
minimum requirement for participation in the workforce and in cultural affairs and since they facilitate
more significant learning processes in all sorts of fidds. Educating people to be members of the
information and knowledge society involves much more than simply replacing books with screens or
monitors. It entails combining the best of traditional critical thought and teaching experience with new
technological options. And it also entails blending formal education with day-to-day distance
communication techniques in a society where these practices are increasingly important, common and

interrelated. Thisisalong road, and it must be travelled by planners, school administrators, faculty,
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students, students’ families, software designers, communicators and cultural-industry strategists. Rote
learning and the compartmentalization of knowledge will surdy not survive, given the ease with which
information can be codified and computer memories can be expanded and the speed at which
heterogeneous data and disciplines can be blended using eectronic networks. The process will inevitably

involve a measure of creative destruction.

e-Culture

The cultural changes brought about by the use of virtual media are far-reaching, and it is difficult

to project their impact on our societies. The emergence of virtual cultures alters our perception of time
and space (as we gain real-time access to distant signals), our sense of belongingness and solidarity
(owing to the shift from face-to-face interaction to virtual contact), our ideas of nearness and permanence,
and the proportions of written expression versus images and oral expression in cultural media, among
others (Castells, 1999). All these changes lead the individuals involved adjust their cognitive schemes,
whether they are aware of it or not, to the modes of interaction availablein a virtual world.

Because of the segmentation of access to networks in the region, however, we are faced with a

situation in which one part of the population is experiencing these cultural changes at a very different

pace than the rest. The problem of network access has been partially solved by the establishment of public
access points or the provision of access in public schools. In both cases, the premiseis that the digital era
is not defined so much by computer ownership asit is by access to the Net. There are countries such as
Peru, where Internet useis spreading through the use of computers in cybercafes and public Internet
booths rather than in the home, and there are countries such as Chile, Mexico, Brazil and Costa Rica,
wheretheincreasein Internet users is made possible by the provision of network access in the schools.
Becoming a member of the virtual cultureis not only a matter of having sporadic accessto a

computer terminal, however. It also require some familiarity with the language, form of communication
and ways of navigating the Net. Providing access through public schools is unlikdy, with some
exceptions, to permit this frequency of use. Cybercafes and Internet booths charge by connection time,
and the duration or frequency of useisthereforerestricted; it is also uncertain what impact use of the
Internet has when | asin Perul there are an average of 81.1 users per Internet host. In Chile (which
exemplifies a best practice in regard to the use of ICTsin the schools), there are still 50 students per
PCand these computer labs are used only 28 hours per week in the primary schools and 40 hours per week
in the secondary schools. It is not certain, therefore, whether the access afforded by these policies actually
provides a means for bringing the general population into the virtual culture.

Numbers from private research firms corroborate the finding that Latin Americans’ Internet use is

sporadic and fairly non-intensive. Only 45% of Internet usersin the region areresidential or business
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subscribers who pay a monthly Internet access fee (Y ankee Group, 2002). The rest enter the Internet
“ondemand”, using pre-paid cards, public access or pay-per-minute telephone charges through a “free”
ISP.

The inconsistency and infrequency of use blur the significance of statistics in terms of “real access” to the
Internet versus the “possibility of Internet use”. In Brazil, for example, it is estimated that only 53% of the
Internet users in 2002 can be counted as being “active users” (meaning that they go online at least once
per month) (IBOPE, eMarketer, 2002). The process of creating an “e-culture” is obviously very slow if
almost half of the Internet users only go online less then once a month.

The combination of the digital divide, high television density, media convergence and frequent

versus sporadic use of the Internet results in a segmented spectrum that ranges from “Internet citizens” to
cyber-illiterates. Consequently, participation in the virtual culture—and in virtual cultures— replicates
the same type of segmentation as is seen in education, the labour market and links to the world, with one
sector being closdy connected to the Internet and the world, another sector whose connection is

intermittent and sporadic, and a third sector that has been left completely on the sidelines.

e-Media

The“e-media” sector is closely linked to e-culture. In the literature, the media sector is often

referred to as the “cultural industry”. The industry itself is very complex, and has emerged from a number
of predecessor industries, including the IT industry, the film and video industry, the broadcasting
industry, cable TV, the publishing industry, radio broadcasting and the software industry. It is one of the
five biggest industries in the world economy and certainly the most powerful one. Given its enormous
social and poalitical importance, the multimedia industry cannot be meaningfully compared with other

industries in quantitative terms.

The“e-media” sector is closely linked to e-culture. In the literature, the media sector is often

referred to as the “cultural industry”. The industry itself is very complex, and has emerged from a number
of predecessor industries, including the IT industry, the film and video industry, the broadcasting
industry, cable TV, the publishing industry, radio broadcasting and the software industry. It is one of the
five biggest industries in the world economy and certainly the most powerful one. Given its enormous
social and poalitical importance, the multimedia industry cannot be meaningfully compared with other
industries in quantitative terms.

The process of ICT convergence and the ongoing digitization of media content have led to the

creation of large and powerful transnational corporations in the sector. Generally speaking, concentration
of ownership occurs most frequently in industries that benefit from economies of scale and scope and

where entry barriers are high. These characteristics are especially true of information and entertainment
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production and processing, and market concentration in the media is thus a long-standing phenomenon
(Noam, 1999; Hilbert, 2002). The wave of de-concentration and the emergence of multiple Internet
content providers during the second half of the 1990s appears to be reversing direction as the new

technol ogies mature. Economies of scale take over and economies of scope help producers to exploit

fixed costs. As aresult, ownership tends to become concentrated once again. The total number of
companies controlling 60% of United States Internet-user minutes online shrank from 110 to 14 between
March 1999 and March 2001 (Jupiter Media Metrix, 2001). The number one company in the United
States Internet market is the media giant AOL Time Warner, which accounted for 32% of onlinetime.
The myth that extreme market dominance is impossible on the Internet because the number of potential
online channds is infinite appears to have been debunked by the power of economies of scale and scope,
which have led to an undeniable trend towards online media consolidation.

Asintherest of the world, media concentration is an observable phenomenon in Latin America.

Televisa, Mexico’s largest media group, runs 189 of the 200 most popular TV programmes in the country
and boasts 76% of the national TV audience (Grupo Tdevisa, 2000). The Brazilian Rede Globo, with its
133 broadcasting and affiliate stations, reaches 74% of the Brazilian TV audience during primetime
(Rede Globo, 2002). Grupo Abril, Brazil’s largest publisher, controls 233 magazines and sells 224 million
copies yearly and publishes 7 out of the 10 most popular magazines in the country (Grupo Abril, 2002).
In the Internet market, the two largest Brazilian portals (UOL and BOL, both connected to Grupo Abril)
account for 30% of the total page views of the 10 largest Brazilian Internet portals (Hilbert, 2001b).
Neverthdess, when the largest Latin American media companies are compared with their transnational
counterparts, it becomes clear that the regional media groups are operating on a significantly smaller
scale. Total revenues of the regionally powerful Grupo Teevisa are equivalent to 8.6% of the total annual
sales of Walt Disney (US$ 2.15 hillion vs. US$ 24.88 billion in 2001) (Walt Disney, Grupo Televisa,
2001). Grupo Cisneros reported total revenues of US$ 4 billion in 2001, while its North American partner
AOL Time Warner took in US$ 38 billion (Grupo Cisneros, 2002;42 AOL-TW, 2002). Grupo Clarin had a
turnover of US$ 2.2 billionin 2001 (Grupo Clarin, 2002)43, whereas its German counterpart, Bertelsmann,
posted more than 10 times as much (Bertelsmann, 2002). In fact, none of the world’s largest multimedia
groups is Ibero-American. In terms of sales turnovers, the United States represents more than half of the
global audiovisual market, and the European Union around one quarter, whereas Latin America and the
Caribbean are well below 5%. If thereis any correlation between these figures and the degree of symbolic
influence that is exerted, then we may well wonder how audible and visible the Latin American and
Caribbean regionisin the world today (ECLAC, 2002a).

In order to capture the Latin American mass media market, powerful transnational corporations

have already begun to enter the region. Sometimes they compete with domestic information and
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entertainment providers, and sometimes they line up with them. While the advancing globalization of the
“cultural industries” is surely positive from an economic point of view for Latin America and the
Caribbean (fresh foreign investment, know-how spillovers, etc.), it should be emphasized that special
attention should always be devoted to the media industry because of its weight in the political affairs of a
country and its influence on domestic culture and social life. The provision of digital content through
ICTsisand will beincreasingly important in promoting cultural and political visibility in the information
society. A country’s cultural presence in the global dialogue, as well as its presence in the domestic and
international political arena, is reflected through its presence in the audiovisual networks of the
information society. Active participation in online content creation increases the opportunities for
engaging in a culturally diverse dialogue with the rest of the world on an equal footing.

Clearly, the Latin American and Caribbean region does not posses the economic power to defend

its own cultural industry against the large transnational media conglomerates. While the logical response
isto call for protective legislation, the frontierless ICT-based global information infrastructure will
eventually break down any attempt to protect a domestic industry by means of import-substituting
legislation. This situation not only threatens theideal of cultural diversity, since the control of symbolic
exchanges affects identity-building and the formation of opinions and beliefs, but also widens the gap
between the cultural norms most broadly disseminated through global channels and the cultural and
artistic roots of countries and regions (ECLAC, 2002a). However, it should simply not be an option to
give up the strategically important media industry just because of alack of “competitive advantages”. It is

therefore extremely important for the region to search for suitable ways of preserving its cultural industry.

Recommended Jamaica Information Society Policy

I ntroduction

ICTs can be placed at the service of alarge variety of development goals. They can be used to promote
social development in such areas as health care and education, improve economic efficiency, increase
cultural and political participation, assist in poverty reduction, promote equality and the better integration
of marginalized groups, and support the creation of global partnerships. Thefirst step towards setting an
agenda for public policy is therefore to define a set of principles that should guide the transition towards
an information society in Latin America and the Caribbean.

The second step consists of setting up a strategy for the information society. As the global information
society approaches maturity, it has become quite clear that the question for developing countries is not

“whether to get connected” or not, but rather “when to get connected” and “how to get connected”. A
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solid, broadly-based information-society strategy is vital in order for the Latin American and Caribbean
countries to be able to integrate themselves into the global information society rapidly and in a way that
works to ther benefit. In order to be successful, such an initiative has to focus on national, as well asto
international, aspects of the information society and needs to cover a broad spectrum of related topics.
Several thematic working groups could be created within the conceptual framework that underlies the
arguments presented in this paper. Such an initiative would need to involve the entire public and

industrial sectors, academia and civil society.

National | nformation-Society Strategies

Many countries around the world are pursuing special national strategies for integrating themsavesinto
the global information society. Information-society development strategies may start off from a small
scale government initiative, but their ultimate aim should be to integrate the whole of the public sector,
national, regional and international institutions, regulatory and technical authorities, academia, private
sector service providers and the high-technology industry, mediation institutions and civil society. A
holistic approach, with an open dialogue being carried out within the entire society, as well as across
countries, is an essential element in seizing the “digital opportunity”.

In order to reach this goal, one of the first steps that the public sector should take isto establish a
national authority to act as a coordinating agency. Some Latin American and Caribbean countries have
already launched national information society initiatives (see box 3.1), while others are still in the process
of determining how best to approach such a programme. In those cases were initiatives are already in
place, the countries have assigned this task ether to the telecommunications authority (often a ministry)
or to the Ministry of Science and Technology (such as the “Programa Sociedade da Informagao” in
Brazil) or the Ministry of Communications (as in the “e-Mexico” programme or the “Agenda de
Conectividad” in Colombia). Other countries have created an inter-ministerial committee (such as Chile).
Given the far-reaching impact and the generic nature of ICTs, an authority directly linked to the
presidency (such asin Paraguay or Uruguay) seemsto be avalid alternative. Another approach which has,
for example, been taken in the Bahamas, links national measures relating to information society issues

with the Finance Ministry in view of the cross-cutting nature of this important unit of government.

It is of paramount importance to clearly define the role of this national information-society

initiative in order to prevent overlapping responsibilities. The presence of harmonious cooperation, on the
one hand, or power struggles, on the other, between the different authorities involved in the national
information-society initiative can spell the difference between the success and failure of the programme.

Regardless of which public body is assigned responsibility for the national information-society initiative,



close collaboration with a number of other public-sector agenciesis critical. The national
telecommunications regulator plays an important rolein ensuring the build-out of the ICT infrastructure.
This gives the tdecom industry and its regulatory agency a magjor role in the creation of an information
society. National apprenticeship agencies (which exist in many countries in the region) have a special role
to play in training the workforce for the information society. Public health and educational authorities also
need to be integrated into the public-sector programme.

The scope of the information society goes far beyond the public sector, however. A national

initiative needs to incorporate many different actors from industry (e.g., high-technology and service
providers, as well as the media), chambers of commerce, standardization agencies and Internet
governance organizations (such as domain nameregisters), health-sector associations, academic networks
and ingtitutions, labour organizations and, of course, civil society groups, which have a key roleto play in
defining a common vision of the desired information society.

A central question to resolve is how to institutionalize the participation of the private sector and

civil society in the national information-society programme. The complexity and pace of ICT
development, on the one hand, and the profound implications of ICT implementation, on the other,

require a close partnership between the private and public sectors and civil society right from the start.
The public sector should try to integrate the private sector into its decision-making processin a
nondiscriminatory and neutral manner. Some practices in the region | such as the “Public-Private Internet
Alliance” in Chile, which is based on the four pillars of “transparency, efficiency, technological neutrality
and private leadership” illustrate the benefits of such cooperative undertakings for general regulation or
specific projects. Private-public partnerships and civil society participation should not be misinterpreted
as a “division of labour” in which the private sector is expected to donate the necessary funding and the
civil society organizations are supposed to provide the impression of “democratic” accountability,
however. Such a functional division of labour is not sustainable in the long run. In order to arrive at the
end of the long road leading to the information society, common visions about future development paths
need to be found and jointly implemented. The concerns and interests of civil society need to be
addressed at the highest policy-making level. The private sector's focus on profits (at least in the long
term) must be respected and addressed, while the public sector needs to ensure the existence of
competitive markets and the sustainability of the mode (“workable competition”) and to see to it that no
part of society is excluded form the benefits of progress.

One of the main goals of such a far-reaching and all-embracing initiative is to minimize the

duplication of effort. In many cases, the introduction of ICTs into the organizational structures of
different sectors (beit with regard to e-government, e-health, e-learning, etc.) is not an integrated part of
ongoing modernization reforms. In Latin America and the Caribbean e-health initiatives often are often

launched “on-top” of the established health-sector reform modds (Rodrigues, 2002), just as e-government
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projects are implemented in paralld to State modernization reforms (Orrego, 2002). Computer labsin
schools are not sufficiently integrated into national curricula and instead function as a voluntary activity
situated alongside educational reforms (Jara, 2002; Bonilla, 2002). One of the most frequent reasons for
this waste of resources is that the discussion turns into a debate about technology and computer sciences,
rather than focusing on the issues of administrative efficiency, transparency, governance and teaching
approaches.

Another factor which information-society initiatives need to take into consideration is the need to

define precise goals and objectives, in cooperation with users, that are aligned with existing needs and
priorities and that have set project-performance benchmarks. |CTs have the potential to cover a vast range
of needs. Nonetheless, efforts have to be concentrated on a limited number of needs in order to prevent
confusion and disorientation, which leads to decreasing motivation and fading political and financial
support of such programmes.

National information-society initiatives should also focus on the identification and evaluation of

market failures and of special measures for speeding the adoption of newly emerging mechanisms. While
private-sector leadership is unquestioned in the process of building-out ICT environments, the public
sector has to strive to complement its work. At present, market failures are often found in the provision of
applications. Market mechanisms alone are often not sufficient to create programmes and tools that can
help lead the way to broader development goals. The market may produce video games and entertainment
applications, but it is not necessarily producing suitable software programs for meeting local needs in the
aress of health care or educational services. Thisis a classic example of the type of market failure that
justifies government intervention. Apart from concerns about market failures, there is a long-standing line
of public policy that isaimed at gently “nudging” consumers in the direction of desired consumption
patterns. These kinds of policies discourage cigarette consumption (usually through taxes), for example,
while promoting seat belt use. The same mechanisms can be fine-tuned to encourage ICT use. The goal
should be to replace some of the existing inefficient methods of processing information. ICTs can replace
obsolete channels of communication or incomplete coordination mechanisms and bring about desired
increases in efficiency and democratic participation. The Brazilian Government has used these kinds of
incentives to promote online income-tax payments. The Brazilian tax agency has complicated the process
of filing tax returns on paper and has promoted mechanisms that allow faster processing of eectronically
submitted forms. As aresult, it received more than 90% of the total number of tax statement via the

Internet only four years after the implementation of online tax-payment systems.
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I nfrastructure and Services

The most obvious thematic topics of information-society strategies focus on the build-out of the ICT
infrastructure and generic ICT services. Thesekinds of policies are twofold. First of all, they need to be
aimed at fostering universal access and use of the technology by providing a basic minimum of
connectivity for the whole of society, with special emphasis on marginalized groups, such as rural
inhabitants, ethnic minorities, women, the disabled and ederly people.

To strivefor the provision of ICT access as a public good, initiatives and public projects are

needed that will lower individual access costs through shared access modds, financed by cross-taxation
mechanisms (such as special teecommunication funds) or by special private-public sector partnerships.
A holistic approach to ICTs needs to provide for the effective integration of al the different

access alternatives (computers, digital TV, mobile communications, fixed and wireless solutions,
powerling, etc.). Different technological solutions for accessing ICT infrastructure should stay in healthy
competition with one other. Steps also need to be taken to ensure that the introduction of 3G mobile
telephony and digital television serves theinterests of the entire society and does not create another form
of technological exclusion. The institution of mobile/wireless and digital TV working groups within
regional telecom forums (such as CITEL for the Americas, REGULATEL for Latin Americaand CTU for
CARICOM) to seek ways in which these technologies can contribute to the connectivity agenda would
help make sure that full advantage is taken of ICT convergence. Furthermore, the creation and provision
of sufficiently | but not needlesslyl sophisticated, inexpensive access equipment (hardware and software)
needs to become an essential part of the digital divide agenda.

International cooperation can do a great deal to help create and maintain ICT infrastructure.

Subregional projectssuch as the Meso-American Information Highway of the Puebla-Panama Plan are
especially important. Nonetheless, some of the challenges posed by the ICT infrastructure are

best faced on aregional level. For many actors in Latin America and the Caribbean, for example, the
current system of Internet traffic accounting is inequitable and unjust. Latin American operators pay for
all (or at least the mgjority of) Internet traffic flows between Latin and North America, while users
outside Latin America are able to access Latin American content without paying for the connectivity that
allows them to do so (REGULATEL and AHCIET, 2001). International private-public sector forums on a
regional (if not hemispheric) level need to discuss and find adequate solutions to deal with this pressing
issue.

Secondly, the quality of access needs to be improved. The benefits of ICTs will remain limited

and the international divide will only widen further if the countries of the region do not succeed in
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keeping pace with the technological frontier. With 65% of the businesses in Latin America connecting to
the Internet through 56kbit dial-up (or slower) access terminals in 2002, the prospect of a realtime
networked economy is still remote (Harte-Hanks, eMarketer, 2002). Trying to conduct an effective e-
business through a narrow-band modem is clearly unlikely to permit significant productivity increases.

In 2002 Latin America accounted for 5.8% of Internet users worldwide, but only 2.2% of the world’s total
broadband users (eMarketer, 2002).4s Broadband penetration is not the exclusive preserve of highly
developed countries, however, as the Republic of Korea and Taiwan Province of China are two of the
four countries with the highest broadband penetration rates in the world (52% and 18%, respectivdy).
Experience shows that broadband introduction is by and large a question of policy directions and
regulatory issues. Flat-rate tariffs and broadband policies are essential in order to open the way for the
effective use of these opportunities.

Another important policy measure in raising the quality of digital interchangeis to increase the

diffusion of software systems among small and medium-sized organizational units. Evidence from the
business sector shows that the introduction of in-house information systems (such as ERP, SCM, CRM,
etc.) contributes decisively to overall efficiency increases. The lack of in-house application systemsis a
serious obstacle for the adaptation of inter-organizational online practices. Local software producers have
displayed the capacity to fill market niches and to provide adequate and cost-effective solutions for small
actors, such as SMEs, municipalities, small hospitals and clinics, schools, etc. Such software producers
deserve special attention from policy-makers.

An aternative solution for facilitating the adoption of ICTs s to promote an Application Service
Provider (ASP) industry. A well-functioning, strong ASP industry can play a crucial rolein providing
high-quality application services at a reasonable priceto alarge sector of organizations in Latin America
and the Caribbean. The ASP mode also often facilitates training and maintenance tasks through the

provision of professional assistance.

Regulatory Decisions

The suggested policy for promoting the creation of appropriate regulatory frameworks for the information
society has three major components:

First of all, ways have to be found to ensure that the emerging information society extends and
strengthens fundamental human rights, such as the right to information, to communicate and to freedom
of expression. In thelast 15 years, significant constitutional changes in Trinidad and Tobago, Dominica,
Jamaica and Grenada have defined the right to freedom of expression and speech as encompassing the
right of access to the infrastructure (means) to exercise that freedom (Sanatan, 2002). Such basic rights

should also include the morality and viability of human interaction in the information society. The
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importance of information in this emerging society and the new ways available to handle information
through digital networks also call for special attention to be devoted to the question of how information
should be owned and who should own it. Intellectual property rights are a pervasive feature of the
information society and require detailed analysisin order to ensure that their deployment serves broader
development goals.

Secondly, regulatory frameworks need to be established in order to ensure the extension and

renovation of the information society’s technological foundations. The regulation of the
telecommunications industry and the strengthening of hardware and software markets are key policy
aress. In this respect, the enormous significance and potential strategic power of technical standards are
often underestimated in Latin American and Caribbean technological development strategies. The neglect
of this issue and the uncoordinated search for foreign investments have created a uniquely challenging
scenario in regard to technical standards in the region which may pose a serious obstacle to smooth
technological development in the future, given the fast pace of ICT convergence and the importance of
“lock-in” effects in digital networks. Before introducing a new technological system (such as 3G or
digital TV), an ingtitutionalized testing process should be used to identify the best solution for each
particular situation. Such a mechanism needs to take the process of ICT convergence into consideration
(which implies the interdependency, for example, of 3G and digital TV systems, since they will
eventually converge). Countries could group together in order to share the high costs of such tests. A
regional mechanism of this sort should also be used to evaluate the costs and benefits of using proprietary
standards versus open standards for the different technological solutions in the market. Ongoing, indepth
economic analyses are essential in order to resolve this crucial question. In principle, the preference
should be for open standards, since they prevent “lock-in” effects, help hold down royalty payments for
intellectual property, foster integration and interoperability, and therefore lead to industrial participation,
competition and economies of scale on a common platform. In the medium term, it will also be important
for Latin American and Caribbean countries and companies to participate in global standards consortia.
Open standards in mobile telephony (such as GSM) and digital television (such as DVB) have been
created through such consortia over the past decade. Many of these consortia are open for participation.
Participation in these consortia would help ensure that the special characteristics of theregion are
considered when a new standard is created. In addition, through close cooperation with countries and
companies on the technological frontier, the Latin American and Caribbean region could position itself on
alearning curve and, in time, change over from being a “standard taker” to being a “standard maker”.

A third policy area has to do with adjusting the legislative framework in order to enable and

encourage digital communications and transactions. Security and reliability, eectronic contracts and
certification, e-payment systems and consumer protection have to be addressed in cross-border

discussionsin Latin America and the Caribbean. Internet legislation | and especially Internet trade
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legislation| is a policy area which might first be considered within the framework of subregional trading
blocs, such as the Andean Community, MERCOSUR, CARICOM and the Central American Common
Market, while, at the same time, supporting regional and global standards and trends (such as those being
dealt with in WIPO, UNCITRAL, the Hague Conference on Private International Law, 1SO and others).
When internationally harmonized measures are either not possible or not necessary (or not even
desirable), the negative trade effects of cross-country disparities may be reduced by recognizing the
equivalence of trading parties’ regulatory measures or the results of conformity assessments performed in

other countries.

Financing

Raising the necessary resources to finance the establishment of an information society in Latin America
and the Caribbean will require ajoint effort on the part of the private and public sectors, as well as
considerable national and international cooperation. First, given the enormous importance of FDI flows to
the region as a means of financing the build-out of ICT infrastructure, the abrupt turnaround in net flows
in the past two yearsis clearly a cause of concern. Financing options will have to be sought that can be
used to prevent the growth rate of physical infrastructure from slowing and to avoid the deterioration of
infrastructure due to insufficient maintenance. In addition, proactive policies for attracting FDI may be
very useful, but only if national objectives are defined on the basis of national priorities. Latin Americais
faced with the formidable task of devising “localized” policies to promote and channel FDI into priority
sectors, activities or regions (Mortimore, Vergara and Katz, 2001). Thus, in future the idea should be to
change over from an FDI policy of “more is better” to a targeted policy based on national objectives and
priorities that cover various aspects of transnational corporations’ operations, such as human resources
development, the reinforcement of supply chains and R&D.

In order for an FDI policy to be successful, national objectives and, by extension, policy tools—should be
complemented by transnational corporations’ strategies. This is the only way to set a virtuous circle into
motion that will not only attract transnational corporations to the region but will also encourage the start-
up of local activities having more technological content. In this respect the region has a great dedl to learn

from the experiences of countries such as Irdland and Singapore.

Sdlective FDI palicies should be complemented with domestic financing mechanisms. For example,
incentive mechanisms and loans for small enterprises are needed in order to enable them to undertake the
expensive and time-consuming process of introducing information and communications systems into their
organizational structures. Incentive mechanisms need to consider the full cost of ICT

implementation (hardware, telecoms, software, consultancy services, training, reorganization, etc.).
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Credits for this purpose could be alocated through efficient e-finance programmes. ICTs are making it
possible to build up huge credit information databases and apply modern credit analysis and related credit
appraisal, scoring and rating techniques to assess creditworthiness. As a result, it is becoming possible

to develop improved systems for appraising credit risks and processing credit applications. These kinds of
e-finance systems also encourage SMEs to acquire I nternet-based technologies and skills so that they can
use trade-rdated e-financing mechanisms and can lay the foundations for the development of a strategy

for gaining online access to longer-term finance and investment resources.

The public sector has to seek out innovative ways to finance the extension of the “public good

ICT access”. Global and local private-public partnerships areindispensablein ICT for development
initiatives The introduction of ICTs into schools had been a positive development in this field (Jara, 2002;
WEF, 2002b, 2002c). Ways now need to be found to introduce these partnerships into other sectors (e.g.,
hospitals and clinics, small municipalities, community service centres, etc.).

Domestic R& D expenditure must be increased, and incentives should be created to encourage

private spending along the same lines (ECLAC, 2000b). Priority must be given to exploring possibilities
for using seed capital to encourage the creation of new technology-based companies, of which there are
too few in the region, and the development of science- and technol ogy-intensive activities which can
contribute to the creation of local content for the Latin American and Caribbean information society. The
State must play a stronger rolein funding R& D and promoting greater interaction among the agents
involved in innovation systems at the national level. The State could also operate through second-tier
banks, with commercial banks continuing to be responsible for fund management and risk assessment.
Commercial banks would then be expected to adopt new criteria for assessing therisks involved in

innovation and to play a more dynamic rolein financing innovative technology projects.

Human capital

Thefirst step in building human capital for the information society is to raise “e-wareness” about the
potentials of the new technology. This can be done through best-practice sharing, through campaigns that
stimulate discussion and through public demonstrations that give stakeholders in the information society
the opportunity to familiarize themseves with the available tools. Anincrease in the higher cognitive
functions that permit access and make it possible to handle the overflow of information in the information
society should be at the core of human capital policies, however. This task can be divided into two main
lines of action: the training of users (“e-literacy”), and the formation and maintenance of a workforce that
can sustain the information society. National apprenticeship agencies play a crucial rolein this area.

Inthefield of user training, special attention needs to be given to marginalized groups. The
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training of leaders from indigenous groups is a very important component of this effort, sinceit can help
to ensure the inclusion of these segments of the population, together with their cultures and languages, in
theregion’s information society.

Incentive regimes need to be provided for key ICT users (teachers, public officials, physicians,

nurses, ec.) in order to integrate ICT use into these actors’ daily practices. A failure to appreciate the
potential possibilities, fear of the unknown and the high level of personal effort required to readjust
conventional professional approaches pose obstacles that may require mechanisms for persuading
professionals to reshape their habits. Awareness-raising, information and best-practice sharing; political,
material and intangible incentives; and even norms and certain obligations to speed up the incorporation
of ICTs all become necessary. In order to increase the competitiveness of their economies, one of the
biggest challenges that governments confront is to transform the quality of education (Sanatan, 2002).
Closer links have to be forged between the educational system, the world of communications and the
occupational sphereif countriesin Latin America and the Caribbean are to be successful in developing
internationally competitive human resources. Furthermore, the education of the future cannot be imparted
through a routine, hierarchical structure. Autonomy, administrative responsibility, experimentation and
closeties to the community are needed. While decentralization is to be fostered, steps must be taken to
ward off therisk of heightened inequalities, which could lead to a growing differentiation between
minorities who are trained to manage the future and majorities who are linked with the past or excluded
from the dynamic progress of modernity altogether. Thus, in conjunction with decentralization, emphasis
should be placed on the importance of integration, social compensation for the underprivileged and
policies aimed at checking the segmentary tendencies of the market and the educational system.

Given the speed at which ICTs are being developed, it would also be wise to leave a significant

part of the educational effort to that industry. This means that incentives have to be provided to encourage
the industry to invest in skills. The training of the workforce requires special attention at the time of ICT
introduction and makes up a major part of ICT projects. In financial terms, 26% of total expenditure on
ICT projectsin Latin America goes into staff training. After investments in hardware (49% of the total),
thisis thelargest funding item for ICT implementation (by comparison, only 13% is spent on software)
(eMarketer, 2002).

Another key area which holds out potential for regional cooperation is the search for suitable
professional profiles. Demands and curricula are changing very quickly, and constant analysis is needed
in order to minimize the all-too-common skill-mismatches. Such an “observatory” could function on a
supranational scalein order to make use of synergies in the Latin American and Caribbean region.
Furthermore, within the context of the international mobility of the skilled workforce, the opportunity
provided by the ongoing WTO services negotiations must be exploited to promote the liberalization of the

temporary movement of natural persons under GATS to the mutual benefit of developed and developing
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countries. This discourse has to start with a better understanding and appreciation of the GATS mode-4
provisions on such movements, on the one hand, and the demystification of immigration laws and

regulations rdating to temporary movements, on the other.

Electronic Sectors

I ntroduction

The creation of high-quality local content is vital: (a) to ensure the provision of adequate solutions for
domestic needs; (b) to permit the use of the technology to create local capacity; and (c) to make the voice
of the region heard in the global information society. The creation of local content is not only a crucial
element in achieving the social integration of the entire society, but also as a catalyst for the inclusion of
economic and political actors. UNCTAD (2000) has found, for example, that those countries and regions
where efforts have been made to facilitate the use of languages other than English have been more

successful in awakening local SMES’ interest in e-commerce.

Since connectivity is much higher among organizations than it is among individual users, the

focus in the e-sectors should be on intra- and inter-organizational back-office processes so long as the vast
majority of the population is still not connected. The networking of databases in hospitals, clinics and
health ministries; the creation and extension of university networks; the formation of trustworthy B2B
marketplaces; the exchange of content between schools all over the region; and the networking of

different public-sector authorities are all essential steps towards the information society and will facilitate

the provision of adequate services in front-end users once the general population is connected.

e-Business

An important area of government action is the empowerment of local SMEs through their

integration into the digital economy. ICT and e-commerce policies need to be integrated into the SME
policy agenda. Latin America and the Caribbean have made significant progress in designing policies to
promote the development of this structurally important sector of the economy. However, the very limited
financial and human resources that have been allocated for these policies are clearly insufficient (Peres
and Stumpo, 2002). Resources need to be mobilized and financial mechanisms need to be established to
ensure that SMEs can take part in the creation of a digital economy.

The effective use of ICTs also contributes to the expansion of trade by setting up much more

efficient trade management procedures. Such “trade efficiency” measures require national actions

covering a broad array of instruments, ranging from trade facilitation, customs automation, transport
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optimization (e.g., through computer-based cargo tracking systems), to insurance and banking (including
export financing and credit insurance). International trade and transport developments will be strongly
influenced by the development of ICTs and, in particular, Internet or web-based applications. With the
rapid progress being made in such technology, many countries can now make significant improvements in
ther infrastructure for managing cross-border trade transactions.

The banking sector is another key actor in ensuring the expansion of e-business. Online banking

is one of the typical beginner’s applications. Secure e-banking transactions can demonstrate the
effectiveness of the new tools and create trust and confidence. The development and spread of trustworthy
payment systems is then another step that can be taken to encourage more sophisticated online
applications in other e-sectors. Direct and indirect support, incentive mechanisms and even provisions
requiring the banking sector to invest in or develop secure transaction systems could prove very beneficial

in furthering the progress of overall online activity.

e-Gover nment

A balanced e-government approach needs to combine eectronic information-based services for

citizens (e-administration) with the reinforcement of participatory eements (e-democracy) from the very
start of the endeavour. With regard to e-administration, the goal should beto create a citizen-centric user
interface (a “one-stop shop™), which entails the integration and networking of all the different public
sector authorities. With regard to e-democracy, a first step is to increase the transparency of government
administration and of political decision-making as a guiding principle for e-government activities.
E-government projects need to become a central part of State-modernization reforms and need to include
all levels of government, from the municipality to the presidency. The introduction of e-government must
be an incremental, steady process, as the nature of the public sector does not allow

Sweeping organizational changes to be made overnight.

E-government can also act as an effective catalyst in prompting companies and individuals to go

online. Online tax-paying is thefirst online transaction for many citizens, while many companies decide
to go online in an effort to secure “a piece of the pie” in public e-procurement spending. Such
applications can help to overcomeinitial fears and doubts about online transactions and to lower the entry
barriersto e-activities for user segments that are traditionally slower to adopt new technologies. Peru, for
example, focuses its portal for public procurement on the promotion of the SME sector and has achieved

considerable success in diffusing new forms of dectronic interaction among the country’s SMEs.

e-Health

The effective and massive use of ICTs to improve performancein the health sector is still at a



very incipient stagein Latin America and the Caribbean. The concept of e-health has to go far beyond
telemedicine and distance consultation. It needs to be made an integral part of the health-sector reforms
now under way in the region rather than being treated as an isolated endeavour. The health-care sector in
Latin America and the Caribbean is largdly a decentralized industry populated by diverse organizations
with overlapping responsibilities and often conflicting goals, resources and incentives. Given this
situation, close coordination and cooperation among the different actors is essential in order to help create
synergies and economies of scale in the development of e-health applications and in the exchange of
experiences and know-how.

Cooperative partnerships between the health sector and high-technology industry are

indispensable. Outsourcing networks will need to become a more common feature in the health-care
sector in order to keep up with the rapid advances taking placein ICTs. Efforts should also be made to
integrate and deploy existing ICT infrastructure and alternative technologies for e-health services (such as
smart-cards for medical records, ATM technologies, computer labs in schools and info-centres, wireless
and mobile communications, etc). Shared-access modds located in public areas (e.g., pharmacies) hold
out great potential, sincein many cases the most significant benefits lie in having temporary access to
technology-mediated improved health services rather than in the continuous ownership of sophisticated
technology.

Consumer protection is a key issue in the e-health sector, and special legislation is required to

ensure the protection of personal health information. The European and North American experience
demonstrate that regulatory powers can play a significant rolein coaching the health-care industry on
compliance with a variety of e-health guideines related to data standardization, quality assurance,
security and privacy (Rodrigues, 2002). Asin other e-sectors, incentive-based regulation is the most cost
effective policy tool to achieve the rapid and smooth digitization of the sector.

e-Learning

Digitization in the education sector has to be seen as an evolution of existing institutions. Schools

and their goals, authorities, hierarchy and power regimes, incentive mechanisms, culture and

learning traditions make up part of this evolution. In order to prevent confusion, disorientation and
frustration, e-learning programmes need to define precise goals. E-learning is a “next-generation issue”
that is linked to cultural change. Therefore, in order to safeguard the stability and continuity of the effort,
e-learning programmes should be institutionalized as long-term projects of the State, rather than of a
particular governmental Administration. The development and use of quality indicators to measure
progress and innovation are very efficient tools for this purpose, since advances in e-learning cannot be

measured through “returns on investment”.
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Quantitative and qualitative shortfalls in educational software pose a major obstacle. Regional
cooperation can support the exchange of such applications. The main focus of e-learning projects,
however, has to be teachers and educators. Comprehensive, wdl-institutionalized human resources
development networks should be established among ministries, private ICT companies and especially
universities and other institutions of higher learning which can sustain an extensive core group of
“teacher-instructors” as the central axis of an ongoing innovation process.

In addition to such training institutions, incentive regimes need to be provided to encourage

teachersto integrate ICTs into their daily teaching activities. Often, teachers receive no recompense for
the time-consuming process of educating themsdves about ICTs. An insufficient understanding of the
potential opportunities, fear of the unknown and the magnitude of the personal effort involved in
readjusting established teaching approaches (which also entails the loss of the teacher’s knowledge
monopoaly, since the teaching process would then be shared with interactive ICT applications) give little
incentive for teachers to overhaul their lesson plans by digitizing part of the curriculum.

It is also essential to institutionalize the exploitation of the worldwide flow of information in

order to integrate Latin America and the Caribbean more fully into the global “exchange of ideas” which
takes place in digital networks. A wesalth of updated information that can be used to enrich classes and
curriculais available in cyberspace. However, the millions of Webpages around the globe represent an
information overflow that overwhe ms teachers and students alike. A virtual structure of easily
identifiable and appropriate quality content from all over the world (consisting of specialized search
engines, etc.) would be of great importance.

In order to digitize learning and academic activities, the network capabilities for the regional

research community will have to be expanded. As pointed out by ECLAC in various recent studies, the
reinforcement of national innovation systems and R& D activities has become one of the main objectives
of systematic competitiveness policies (ECLAC, 2002a; Cimoli and Katz, 2002; ECLAC 1996). ICTsand
the establishment of digital research networks can facilitate R& D activities without necessarily increasing
existing budgets. Participation in Internet2 and the creation and maintenance of inter-university networks
(examples include several national networks,ss the Caribbean University CUNeT network and the recent
formation of CLARA (Latin American Cooperation through Advanced Networks)) are best practicesin
this respect. Given the large number of science and technology networks existing in theregion, it is
recommended that an institution be formed to act as a resource facility for such networks (Caribbean
Council for Science and Technology/ ECLAC, 1999).
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e-Culture

Thedigital divide has implications that go far beyond economic and material characteristics. It is

a symbolic abyss in the distribution of information, citizen participation, political inclusion and
representation, social services, security and prevention mechanisms, consumption of the arts and of
cultural goods, and participation in the cultural life of a community at large (be this community local,
national, regional or global). The basic right to information and communication should lead to the
creation of local content and citizen participation. To make the creation of an e-culture possible, special
social and educational measures will be needed to overcome the technological limitations associated with
shared-access models, overcrowded computer labs in schoals, and the no more than sporadic access
available to many users. Projects on the community level need to stimulate discussions about new forms
of cultural, social and palitical participation and to raise awareness about the profound transformation of
the society that is occurring.

As alwaysin times of great structural change, civil society organizations arein extraordinary

demand, and they require special attention and substantial support in Latin America and the Caribbean.
ICTs and digital conduct are of enormous importance for civil society, not only because of their
usefulness as cost-effective, powerful coordination and organizational tools, but also because of therole
they can play in helping to develop and promote social policies and open up the debate about citizens’
rights to communicate and to participate. Neither accessto ICTSs, nor interactive software tools
automatically ensure participation. Human capacity and a modicum of acclimation to the virtual

environment are required and need to be fostered through a “bottom-up” approach.

e-Media

Latin American and Caribbean policy-makers have to be aware of the significance and potential

power of the media industry in an information society. Media and entertainment companies are the
driving forcein content creation. Their economic, social, cultural and political weight in the information
society isincalculable.

Alternatives and strategies have to be developed for creating an internationally competitive

information and entertainment industry, while at the same time strengthening the local cultural industry.
Here the key question to consider is not so much whether or not local content providers will

continue to provide local content, but rather whether or not they will be able to stay financially
independent. I1n the long run, the particular relationship between financial control and control over content
has to be considered as well. One alternative solution could be to analyse the possibility of granting
special authorizations for projects aimed at building syndicates and alliances in the regional media

market. Joining forces and creating scale through alignment and the formation of conglomeratesin the
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domestic media market is one approach that could be promoted for export purposes. Thisline of action
could also enable local firms to gain sufficient economies of scale to enter into stable strategic alliances

with their powerful transnational counterparts while still preserving their own domestic cultural industry.

Conclusion

Many information-society strategies require an international focus. The transnational character of the
Internet makes it impossible to kegp policies within the bounds of national borders. Policies of this sort
may be subregional, regional or global in scope. On an international level, theitem “information-society
development strategies” (sometimes also called “e-strategies”) have become a central part of the
development agenda (DOT Force, 2001; UN ICT Task Force, 2002; eEurope, 2002; among others).
International cooperation can be beneficial in any of the above-mentioned spheres. In some aresas,
international cooperation is necessary to prevent bottlenecks; in others it can be extremely valuable in
speeding up the pace of thetransition for all participants. Regional cooperation should be channelled
through existing institutions and mechanisms, but there also needs to be a recognition of the fact that new
tasks lie ahead and that the various national information-society authorities should coordinate their
activitieson aregional scale.

One of the areas in which international cooperation is particularly important is in the creation of
international legidlative standards to facilitate online activities. Various international organizations are
actively working on this issue. For example, the International Standards Organization (ISO) coordinates
its work with the International Electrotechnical Commission (IEC) through a Joint Technical Committee
(JTCI) on Information Technology. This joint undertaking includes the development of criteria for mutual
acceptance of certification authorities, trusted third parties, electronic signatures and cryptography. For
example, in addition to dealing with many other important issues, the recent report “Towards draft
guidelines for dectronic commerce in the Caribbean” of the CARICOM Single Market and Economy
(CSME) calls for the establishment of a regional certification authority. Treaty-based organizations such
as|TU areactively working on the development of standards and teecommunication networks-related
issues. Regional bodies such as the Inter-American Teecommunications Commission (CITEL) are
working on an Inter-American Mutual Recognition Agreement for the Conformity Assessment of
Tdecommunications Equipment (FTAA, 2000). Latin American and Caribbean countries should continue
to participate actively in these international and regional forums devoted to the definition of rules and
technical standards for the Internet. Such participation does, however, require a degree of familiarity with

the issues and the technology that is lacking in many countries of the region. Cooperation among
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countries and the pooling of their technical resources can help overcome this handicap.

It is also important for Latin American and Caribbean countries to defend their interests and to

play an active role in future WTO negotiations on e-commerce treatment .

Another specific area in which regional cooperation would be beneficial is the creation of a

regional information-society observatory. The lack of “information” about the development of the
“information society” in Latin America and the Caribbean presents a major obstacle itself. The dynamics
which exist both within and between the different areas and actors involved create a swiftly changing,
complex scenario which requires constant evaluation in order to ensure that Latin America and the
Caribbean will find and hold to its own particular path in making its transition to the information
society. Such an observatory could also serve as a tool for the follow-up of the goals to be set in 2003
and 2005 by the World Summit on the Information Society process.

e case studies

ACCESS, NOT OWNERSHIP

In addition to public-sector initiatives, there are a variety of business models for reducing the
digital divide. Peru for example, is considered to be the worldwide leader in providing public
access to the Internet. Private-sector initiatives have payed a major role in the creation of Internet
booths. As aresult, the number of Internet users per Internet host is up to 14 times higher in Peru
than in other Latin American and Caribbean countries. Telecordia’s Netsizer (an Internet
statistics company which measures the number of users and hosts by continuously taking

random samples of |P addresses) reports that there were 2.6 users per Internet host in the United
Statesin the first quarter of 2002, 5.7 in Central America and 11.9 in South America as a whole.
In Peru, however, the company’s figure of 81.1 Internet users per Internet host clearly
demonstrates the potential of the shared-access model.

The increasing number of people sharing an access account is indicative of trends found
throughout the developing world. In Venezuela, for example, the number of Internet users more
than doubled (from 0.5 million in 1999 to 1.3 million in 2001). At the same time, however, the
number of Internet users per Internet access subscription in Venezuelarose from 2.51 usersin
1999 to 4.93 users per host in 2001 (eMarketer, 2002).
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PROVIDING COMPUTERSTO THE PEOPLE: THE IDEA OF A “VOLKS
COMPUTER”

In late 2000, in response to concern about the possibility that the country's social and economic
inequalities might deepen if the poor were “starved” of information technology, the Brazilian
Government commissioned a team of scientists to design alow-budget computer. The project has
been carried forward by a massive effort of coordination between government, the computer
industry, and academia but, with funding of only US$ 75,000, has not required any major
technological innovations. The computer had to have a modem, a color monitor,

speakers, amouse and simple Internet-browsing software. It also had to be modular so users
could later add a printer or disk drives. The final version of the so-called “Popular PC” costs
around US$ 300. It has a 500- megahertz processor, 64 megabytes of main memory and 16 MB
more on aflash chip that substitutes for a hard drive. The device can be connected to the Internet
using a 56 kbps modem. The software is Linux-based and therefore free. The PC will be
primarily used in social programmes financed by the Government's universal
telecommunications fund. The Government intends to buy the first shipment of PCsto provide
easy access to the Internet for schools, libraries, clinics and community facilities. Private
consumers will be able to purchase the computer by paying US$ 15 monthly installments.
Another best practice relating to the development of a “Volks-computer” (following in the
footsteps of the famous “Volks-wagen™) comes from India. The “Simputer” | short for “simple”,
“inexpensive” and “multilingual”| is asomewhat bulky handheld device. It is a powered by three
AAA batteries and the keyboard is substituted by an interface that comprises mainly icons and
graphics on atouch screen. The Simputer uses Linux open-source software and is available for
around USS$ 200. It can be connected to the Internet through any telephone booth. The device
also supports text-to-speech capability and trandates English-language Web sites into four
different local Indian languages, reading the content aloud to illiterate users.

ENABLING DIGITAL TRANSACTIONSACROSSTHE REGION

Digital transactions are often cross-country transactions, and the heterogeneous nature of
legidlation in the region poses a severe obstacle for cross-border e-practices and hence for the
full exploitation of digital opportunities. A cooperation programme should be established on a
regional level in Latin America and the Caribbean to promote the convergence of regulatory
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frameworks. With regard to the limits of the Model Law on Electronic Data I nterchange of
UNCITRAL, aregional forum should be created to analyse and discuss issues such as non-
discrimination between the recognition of electronic and handwritten documents; technological
neutrality and harmonization of digital signature legisation; dispute settlement; and the
institutionalization of a system of certification bodies that would establish similar requirements
for electronic certification and ensure their mutual recognition.

Regarding subjects that require regional coordination but are not covered by the UNCITRAL
model law (especialy the trade of digital goods and services, taxation issues, consumer
protection, cybercrime and fraud and data integrity) forums should be created within the
framework of the existing integration processes (especially the Andean Community,
MERCOSUR, CARICOM and the Central American Common Market).

The directives and recommendations of the European Union could serve as a raw model for
efforts at thislevel.

THE KNOWLEDGE PROCESSIN THE INFORMATION SOCIETY

Through digitization in the vertical sectors, people’s perceptions about the processing of
information and the creation of knowledge are changing. The use of ICTs s changing how the
conversion of information into knowledge and the conversion of communication into
coordination are perceived. Knowledge can be characterized as tacit (implicit) knowledge or as
codified (explicit) knowledge (Polanyi, 1962). Tacit knowledge includes skills, habitual
processes or customs; it isintangible and “carried inside” an individual or a community. When
knowledge is codified it can be transmitted (codification through language, text, images, sounds,
smells, etc). Inits natural form, knowledge istacit and internalized so it can be deployed.
However, in order to transmit knowledge from one to the other, it needs to be codified, which
means that it needs to be made tangible and static.

The codification of knowledge implies that knowledge is being transformed into information. It
is a process of reduction and conversion, sinceit is aimed at expressing knowledge in a compact,
standardized format. ICTs are cleary incapable of processing “tacit knowledge”. ICTs are
nothing more than a technological tool to support the transmission and processing of codified
knowledge (information) and to support the interpretation of the information obtained. In order
to fulfill this function, ICTs simply process data, whereas human beings can exploit those data
(sometimes with the help of informatics applications) to obtain information. Through the creative



61

interpretation of this information, knowledge can be obtained. By frequently consuming codified
knowledge, alearning process facilitates the creation and use of tacit knowledge.

The paradigm shift that ICTs are bringing about in the way information is processed and
knowledge is obtained requires alearning process on the part of the user (user groups). We are
often confronted with the fact that we (as the users of this new paradigm) are still not able to
handle this new “function/process” of information processing properly. The result is

an information overload. Transaction costs are rising, instead of decreasing, transparency is
turning into confusion, Spam emails are overflowing cyberspace and the focus of virtua
communication is lost. Undoubtedly, once the stage of a true “information society” is reached,
the processing of information will become a more important part of our lives. However,

thus far, what is taking place is smply a mismatch between the “technologically possible” and
the “humanly capable”. Neither the supply side (the creator of digital content) nor the demand
side (the consumer of digital content) has yet learned to handle digital information properly.
This often leads to a paradoxical situation in which the use of ICTsis increasing the cost and
effort involved in processing information instead of decreasing it. In order to resolve this
paradox, we will first have to learn how to handle these new forms of information processing.
Evidence shows that young people are often faster in adapting to this new kind of

“knowledge process”. They grow up in a world where this new form of information processing
and knowledge creation becomes natural. Only when we will have learned how to handle the

“technologically possible”, will we be able to implement the vision of the “information society”.

INSTITUTIONAL DEVELOPMENT

Institutions and organizational structures (formal rules, informal norms of behaviour,
conventions and codes of conduct, common forms of interpretation and accepted mechanisms,
etc.) are subject to alearning process. Immature institutions and inefficient organizations are a
serious obstacle to development. The digitization process in the different e-sectors of an
information society constitutes a form of institutional reorganization.

Performance is improved and efficiency gained. The question that arises is whether sophisticated
leapfrogging strategies might permit a country to engage in “institutional leapfrogging” through
the process of digitization.

Undoubtedly, during this “time of great structural change” (U.S. White House, 1997), the entire
world needsto reorganize its ingtitutional structuresin order to deal wilth the new forms of
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conduct that the information society paradigm deploys. It is claimed that the greater juridical,
cultural and political flexibility existing in many developing countries is making it easier for

them to adapt to the new paradigm than it is for traditional industrialized countries (such asin
Europe or Japan) that have a strict and detailed regulatory framework and, comparatively
speaking, deadlocked organizational structures. The existence of well functioning

institutions (such as in developed countries) can in some cases even induce a reluctance to
change. Given the extensive experience with older solutions, the new ideas do not initially seem
to be an important improvement.

When innovations occur, leaders may have no incentive to adopt the new mechanisms. An
absence of solutions and the urgent need for their development, on the other hand, opens the door
to change. When people have less experience with the old solution they will more readily accept
anew technological solution that offers them an opportunity to, first of all, tackle the old
problem (satisfy their needs) and, secondly, even to bypass the previous top performer once the
new systemisin place (Brezis, Krugman, Tsiddon, 1991).

For example, in aregion where the traditional postal service is neither reliable nor dependable
enough to meet basic needs, the potential for online practices is vast. By skipping over part of the
evolutionary path that the postal service has gone through in developed countries, followers
should be able to “leapfrog” certain stages in the postal service’s evolution. Since digital conduct
offers an advanced form of postal communication, the digitization of the postal service sector in
developing countries could narrow the performance divide between them and more advanced
countries. Anecdotal evidence is available on this point. For example, in Brazil 90% of

the tax statements have been received via the Internet, whereas thisis a threshold that the United
States| with a reliable traditional postal service and well-organized traditional tax payment
mechanismd s not expected to reach until 2007. Another example would be that, whereas the
2002 presidential electionsin Brazil were held entirely through electronic voting machines, this
is an areain which the United Statesis still facing formidable problems. In the areas of income
tax payments and e-voting as well, Brazil | through strong public sector leadership— has
“leapfrogged” certain developmental stages.

In times of normal, incremental technological change, increasing returnsto scale tend to
strengthen developed countries’ leadership positions. However, when a new innovation arises or
major structural changes occur, atemporary window of opportunity opens up for less developed
countries to catch up (Perez, 2001).
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Leapfrogging strategies should aim at passing on to an advanced stage of productive and socia

organization.

OPPORTUNITIESFOR SMALL AND MEDIUM-SIZED ENTERPRISES
(SMEs)

While several studies indicate that large companies have significantly higher Internet access rates
and more Webpages and administrative software systems than SMES, in terms of online
transactions SMEs do not lag behind at all. Private research firms estimate that around 62% of
Latin American e-business revenues in 2001 were generated by SMEs (US$ 5.97 billion out of
US$ 20.7 billion). In the United States, SME’s share of total ecommerce amounts to only 38%
(eMarketer, 2002).

In Chile, for example, currently 37% of small businesses, 84.9% of medium-sized enterprises
and 92.6% of large firms are connected to the Internet (Subsecretaria de Economia de Chile,
2002). However, while large firmsin Chile account for 80% of total nationwide sales, they
generate only 53% of Chile’s total e-commerce. In contrast, SMEs accounted for only 17% of
“real world” sales but made up 46% of e-commerce revenues in 2001. Thus, in relative terms,
SMEs in Chile have a market share in cyberspace that is more than 2.5 times greater than their
share in “brick-and-mortar” economic activities in the country (CCS, 2001).

This evidence from the first stages of e-business in Latin America notwithstanding, it is expected
that the large and powerful actors in the region (governments, financial institutions and
manufacturers, raw-material producres, agribusiness, construction firms and telecom companies)
will be the ones that deploy much of the more sophisticated e-business systems (Elkin, 2002).
Advanced e-business software systems are till very expensive, and while large enterprisesin the
region already have a penetration ratio of 5%-11% for ERP (Enterprise Resource Planning) or
CRM (Customer Relationship Management) systems, less than 1% of the region’s SMEs operate
with such software systems.

However, the predominance of SMEs and their structural importance in the Latin American and
Caribbean economy (although their contribution in terms of employment opportunitiesis
substantially greater than their actual contribution to GDP) point to an opportunity that is well
worth exploring. The declaration recently issued by the CARICOM/CIS/UWI expert group has
underscored the importance for Caribbean countries of considering SMEs in formulating their

commercial policies on e-commerce.



e-DEMOCRACY IN MEXICO: THE NATIONAL DEVELOPMENT PLAN
EXPERIENCE

A best practice in online citizen participation is exemplified by the Citizen's Consultation for the
2001-2006 Nationa Development Plan in Mexico (PND). The 2001-2006 PND represents the
Federation's main planning instrument and sets forth not only the government's principles but
also its objectives and strategies. It is the central document for the entire federal public
administration and is legally approved by Congress. In December 2000, at the beginning of the
new presidential term, a planning system was organized to promote citizen participation through
a nationwide programme whose purpose was to involve citizens in the drafting of the 2001-2006
PND. Public servants saw this process as providing an appropriate mechanism for taking note of
citizen's opinions, proposals and expectations regarding a number of development issues at the
federal, local, municipal, family and even individual levels.

Citizen participation was enabled via mailed surveys and the Internet. Additionally, government
ministries organized citizens’ meetings in which outstanding academics and opinion leaders
participated.

Proposals were collected on about 110 national issues, which were classified under the three
most important government areas: Human and Social Development, Growth with Quality, and
Law and Order. A total of 117,040 completed questionnaires were received via the Internet and
mailed surveys, and 196,854 proposals were drawn from them. The Internet page built for the
PND extended the possihilities of participation, expedited the recording of opinions, and
permitted the participation of Mexicans living abroad, who submitted over 43,000 proposals.
Suggestions were gathered and analysed, and many of them were incorporated into the Plan’s
objectives and strategies. All the proposals were sent to the different public agencies for their
analysis and possible inclusion in the PND. Furthermore, al actions taken by society and
government to implement the PND will provide important elements for use in institutional
regional or local plans, thus furthering the goals of the PND.

INFORMATION-SOCIETY PROGRAMMES

In the first quarter of 2002, UNCTAD surveyed 51 countries (37 developing countries and 14
developed countries) to find out more about their national information-society strategies
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(UNCTAD, 2002). Both developed and developing countries were found to prioritize
“awareness-building, training and education” elements in their national strategies. Besides this
common focus, developed countries put more emphasis on “legal and regulatory issues”, while
developing countries prioritized “access and Infrastructure” issues in their strategic planning.
Most of the strategies in place in the Latin American and Caribbean region place specid
emphasis on bridging the domestic digital divide (Hilbert, 2002). Given the harsh socioeconomic
differences existing in the region and its geographic concentration, the domestic digital divide
within Latin American and Caribbean societies is one of the largest in the world. By drawing
special attention to the regulation of telecommunications pricing in order to diminish regional
differences or to the establishment of public access points (“Infocentres”), governments are
working to narrow this gap. Some countries are aso prioritizing the creation of appropriate
human capital (asin Costa Rica), while in other countries the link between the national
“capacity-building authority” and the national information-society authority is still very weak or
does not exist at all. Special importance is also placed on “e-government”. Online tax paying and
B2G (Business-to-Government) procurement practices lead the way in this segment. Also, “e-
learning” (including ICT use in schools and Internet2) and the general use of ICTs in education
is another pillar of most information-society strategies in the region. Given the structural
importance of small and medium-sized enterprises (SMEs) in Latin American and

Caribbean economies, projects that support the integration of ICTsin SMEs are often included in
the national strategies as well. The Government of Jamaica is being even more proactive in this
area, asit provides office facilities and infrastructure for ICT firms, loans from a venture capital
fund for ICT projects and telecommunications infrastructure, together with other measures
(ECLAC, 20024). It can be seen as a positive development that an increasing emphasis on less
traditional sectors (such as e-health) isleading to a broader concept of “ICT for development”.
Unfortunately, the recent volatility seen in the high-technology industry, in combination with the
macroeconomic instability affecting the region, has taken some wind out of the sails of many
information society initiatives in countries across the region. In smaller nations, such as
Barbados and Jamaica, some negative experiences with the ICT sector have shed a bad light on
the entire array of government efforts (ECLAC, 2002a). However it is perceivable that, such
setbacks notwithstanding, information-society and ICT issues are becoming a more natural part
of the political discussion in the region. For example, all the presidential candidates in Brazil’s

2002 election promoted the information society as a key issue in their platforms.



66

THE MESO-AMERICAN INFORMATION HIGHWAY OF THE PUEBLA-
PANAMA PLAN

This project seeks to develop a strong broadband telecommunications infrastructure to foster
improvements in communications among the Central American countries, the southern and
southeastern Mexican states and the rest of the world. In Central America, the project calls for
the completion of the regional backbone. This will permit the broadband network to link more
than 40 cities, including the capitals, main ports and airports, using high-capacity fibre-optic
cables. This project is also designed to assist the region in the development of ICT policies and
regulations, by strengthening regional institutions and cooperation among countries and
promoting dialogue between the private and public sectors. Technical assistance will be required
in the following areas: (i) strengthening of institutional procedures and structures for formulating
ICT development policies; (ii) developing harmonized national and regional telecommunications
regulations; and (iii) developing regulations in areas such as consumer protection, intellectual
property rights and security.

MULTILATERAL POLICY AND PROGRAMME DEVELOPMENT

The November 2001 decision by WTO Trade Ministers to launch a comprehensive trade round
adds greater urgency to the negotiations on services, which have been under way since 2000. The
Doha Declaration launching the trade round calls for countries to convey “requests” to trading
partners in the services sectors by 30 June 2002 with offers to be made by March 2003. The
current schedule calls for the negotiations to be concluded by 1 January 2005. ICT industries
must work with their governments to determine how to negotiate trade commitments affecting
these critical sectors over the next few months. This collaborative effort should establish the ICT
industry’s goals for the Doha negotiations and the negotiating methodology best suited to
achieve those goals.

The Uruguay Round negotiations generated valuable commitments to provide market access and
national treatment for computer and information services, value-added network services and
basic telecommunications services, as well as additional commitments to foster fair competition
for basic telecommunications. The countries in the region should continue working together to
negotiate on computer and information services, value-added network services, basic
telecommunications services and other ICT service sectors. A successful outcome of the Doha
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negotiations can be expected once a critical mass of countries reaches a consensuson ICT
negotiating methodologies and trade commitments (WITSA 2002b).

Some of the main e-commerce issues being dealt with in WTO are: (i) whether some “digital”
products should be classified as a good or as a service; (ii) the question of whether a serviceis
supplied and consumed within or outside the territory of the consumer is a critical factor in
classifying an e-commerce service transaction in GATS; (iii) whether customs duties should be
levied on e-commerce or not; (iv) the types of telecom services involved in e-commerce; (V) the
issue of domestic regulation of ecommerce under internationa trade agreements; and (vi)
intellectual property issues posed by e-commerce.

The issue of natural monopolies or oligopolies in telecommunications is addressed directly by
multilateral disciplines (article VII1 on monopolies). However, the relevant GATS provision is
limited in scope; during the negotiations on basic telecommunications that followed the Uruguay
Round, WTO members drafted a Reference Paper on Regulatory Principles focusing

on the supply of basic networks and services. This paper and the competition policy principles it
sets forth were developed to ensure that monopolistic suppliers would not undermine market-
access commitments made by new entrants. WTO members have seen a need for pro-competitive
regulation on key matters such as network interconnection, number portability and other issues
that might block competition from new entrants in otherwise open services markets. Signatories
of the Reference Paper are required to guarantee non-discriminatory interconnection, to establish
an independent regulator and transparent rules for the use of the broadcast

spectrum and to refrain from such anti-competitive practices as cross-subsidization. I nternational
negotiations will have a strong impact on competition in e-commerce-related areas. The scope of
the Reference Paper is limited to basic telecommunications, and since e-commerce, Internet
access services for example, are deemed to be basic and are therefore subject to the principles set
out in the Reference Paper.

Multilateral actions are likely to be needed for the implementation of other common beneficial
trade policies for cross-border e-commerce transactions within the WTO. Relevant WTO
working bodies, in cooperation with private-sector experts, should address the question of
classification. It isimportant to make sure that existing WTO obligations, rules, disciplines and
commitments including the GATS, GATT and TRIPS agreementd are technology-neutral
(WITSA, 2001). In addition, no “commercial presence” requirements for supplying services on

the Internet should be introduced without justification. Thisis particularly important for SMES



because they can provide cross-border services and access to global markets without the costs
associated with establishing a commercial presence in each country’s market.

Within WTO, telecommunications is covered by the Basic Telecommunications Agreement,
though rapid changes in communications technologies are beginning to blur the lines between
so-called facilities-based and value-added services (for details on the classification of basic and
value-added telecommunications services, see WTO www.wto.org/
english/tratop _e/serv_eltelecom_e/telecom_coverage e.htm.

The issue here is whether the online delivery of information content, such as software, music
and books, should be classified as “trade in goods” or “trade in services”. This dual possibility
for certain products raises a question as to the appropriate trade policy classification of
“digitized” products. The answer to this question has important implications for trade policy
because goods and services are subject to different sets of multilateral trade disciplines.

In all, 60 of the 69 members that made specific market-access and national-treatment
commitments under the agreement signed on to the Reference Paper. The Latin American and
Caribbean countries that are signatories to the Paper include: Antigua and Barbados, Argentina,
Belize, Bolivia, Brazil, Chile, Columbia, Ecuador, El Salvador, Grenada, Guatemala, Jamaica,
Mexico, Trinidad and Tobago, and Venezuela
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