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EDITORIAL Mobile Development in Africa

CONNECTING THE UNCONNECTED -
A BLUEPRINT FOR AFRICAN SUCCESS

By Gabriel Solomon, Director, Government & Regulatory Affairs, GSM Association

There is no physical reason why Africa
should not have the same standard of

telecoms - in speed, capacity and cost, nation-
ally and internationally - as anywhere else in
the world. There are investors and operators

aplenty ready to provide the infrastructure and
the service: and Africa's business consumers
are hungry for world class performance at a
competitive price. They know the cost-quality

of telecoms is a key factor in business success
and economic growth. So why does Africa lag

behind? Inconsistent regulation and short-term
thinking on taxation.

The contribution of telecommunications net-

works to economic and social development
can be likened to that of other infrastructure
such as roads, ports and railways. All stimu-

late trade, create jobs and generate wealth.
And leveraging this infrastructure through

export driven growth, the developing world has
become, probably for the first time in history, a

net financier to the developed world.

The mobile industry can have the same pro-

found effect for Africa as other infrastructure
but governments need to promote the right

conditions for this to happen. We are close to
a tipping point and it would be a great shame if
this development opportunity were missed.

The mobile industry in Africa has made sub-

stantial achievements in a relatively short time.
However, outside of South Africa, Sub-Saharan
Africa has a mobile penetration of 7%, a stag-

nant fixed penetration of 1% and often pays
300 times as much as the US for a broadband

internet connection.
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But let's look briefly at what the industry has
already delivered. First off: employment. Celtel,

for example, employs about 5000 Africans. But
it estimates that 10 times as many people are
employed indirectly, through the supply chain
and in value-added services. Add to that the

120,000 plus outlets that the company has
throughout the continent and the conservative
estimate of legitimate, tax-paying jobs created
by Celtel is a number in excess of 170,000.

Secondly: GOP. As a measure, one can use
Professor Waverman's widely quoted findings
that a 10% increase in mobile penetration can

lead to a 0.59% increase in GOP in a typical

developing economy. The G8M Association
(GSMA) believe this number is extremely con-

servative. For example, take India as an ana-
logue of Sub Saharan Africa, with similar pene-
tration levels at 7% and a large rural population
and an actual GDP contribution of 1.4%.

Mobile operators are also the top corporate
taxpayers and contribute additional funds
through licence fees, spectrum fees and other

regulatory fees. Additionally, mobile networks
provide data services to schools, universities
and hospitals. Mobile operators are often the
largest ISPs in many African countries. SMS

messages are frequently used to increase the
effectiveness of health programmes. Mobile
customers are benefiting from access to finan-
cial services for the first time as their phones

become virtual banks. Thus higher mobile pen-
etration really can increase the governance,
social capital and economic activity of nations.

So, how to achieve the great potential? Simply
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put, by lowering consumer taxes and import
duties on equipment and removing regulatory
bottlenecks the industry's cost structure will

fall allowing penetration and usage to rise on
a tide of affordability. Elasticity of demand for
telecoms is huge.

There are four main policy tools available
to increase affordability. First, if you want to

encourage something, don't tax it. Mobile
operators, like other businesses, pay corporate
taxes. But unlike other business they also pay
additional regulatory fees and import duties

on equipment. Mobile consumers pay specific
taxes on handsets and services. All this inflates
prices, thereby shrinking both the market for

operators and the potential revenue for gov-
ernments. The Ugandan regulator has done

a good job ensuring some 80% of the popula-
tion has mobile coverage. But the Ugandan
government levies the highest mobile taxes on
consumers, stalling penetration at 6%.

The GSMA's own study "Tax and the Digital

Divide" found that:

- The mobile industry has a higher share of tax
than that of the fixed
- About a third of handsets are sold on the
black market in Africa to avoid tax

- If low cost handsets were exempt from import
duties and sales taxes, nearly a billion extra
would be sold world wide in the next five-years

- Lower taxes mean greater long-term revenue
opportunities for governments; cutting taxes on
handsets would attract new users that would

yield an additional $25 in annual tax revenue

Second, in a recent GSMA study; "Regulation
and the Digital Divide", data from 28 African

countries was analysed. The study concluded

that erratic regulation increases the cost of
capital substantially, which is a major propor-

tion of the cost base of a capital-intensive

industry. The study found that if consistent

and fair regulatory practice had been in place,

www.iicom.org

the costs of capital would be lower and an
additional $5 billion dollars would have been

invested in mobile capacity and infrastruc-
ture. That is equivalent to the accumulative

CapEx of both MTN and Celtel. Penetration
would have increased more than 30% and

the regions GOP would have been boosted
by over $1 billion per annum. Third, monopoly
control on international gateways must end.

These are choking African businesses as they
seek to compete in a global market place.

Fourth, is the urgent need to bring the cost

of connectivity to the rest of the world down
through open access fibre optic cables. These
cables are the umbilical cords that Africa can

rely on to grow, stimulating the creation of new
industries and employment, increasing the
continent's competitiveness, providing fast,
reliable and affordable Internet connections

for students and businesses, encouraging FDI
and export led growth. These cables exist, but
the "club" structure of the Sat 3 cable has kept
bandwidth prices artificially high, leaving much

of the capacity on the cable unused, throttling

the West African umbilical cord.

Minister Kagwe of Kenya and his East African

supporters must be applauded in their efforts to
ensure that the EASSy cable does not go the
same way. The cable that connects East Africa
to the world must have an open access struc-

ture for the region's potential to be realised.

Taxation and regulation are the dual levers

which governments can use to determine
the growth rate of the mobile industry, and
therefore of the greater economy. The GSMA

strongly believes that the digital divide will be
removed by mobile industry growth and as

the GSM technology evolution paths plays out
bringing not only voice but also affordable data
communications to hundreds of millions of Afri-

cans. It is up to governments to promote the

right market conditions to make this possible.
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