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Digital technologies have proliferated rapidly in the last two decades, more heavily so over the last
decade. Internet penetration and mobile phone adoption has increased; a number of new digital tools that
aid businesses, consumers and governments have been created. While the growth of digital technologies
has been significant, there is still a major gap that needs to be bridged. Only 31 percent of the population
in developing countries had access to internet in 2014, against 80 percent in high-income countries1. The
difference in deployment and leverage of digital technologies between developing and high-income
countries is still stark. This digital divide is leading to a number of lost opportunities for several
developing countries and is impeding faster growth of their economies, resulting in lower levels of job
and wealth creation.

Dividends from Digital
Digital technologies drastically reduce the transaction costs involved in several economic exchanges in
the market. This is because they enable easy access to vast amounts of information and significantly cut
down the search and information costs associated with several economic transactions. The proliferation of
mobile devices and spread of internet has meant that governments and businesses are finding new and
innovative ways to reach people with their products or services. World Bank in its recent ‘World
Development Report 2016’ on ‘Digital Dividends’ has clearly indicated that digital technologies have the
potential to make development more inclusive, efficient, and innovative.
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Market Creation
Digital technologies have democratized information and vastly reduced the cost of participating in the
market for economic transactions. Besides reducing search and information costs involved in a
transaction, digital technologies also reduce the information asymmetry that exists between the sellers and
buyers in a market. This creates transparency between the market participants in an economic exchange.
For example, online platforms like Uber, Airbnb, Amazon, etc. successfully bring together sellers and
buyers at a very low or zero cost to them. Digital technologies therefore incentivize the entry of new
market participants and enable several new economic exchanges, which would not happen otherwise.

Market Efficiency
Digital technologies have introduced a high degree of efficiency into the market. They tend to substitute
or augment existing factors of production (i.e. labor, capital and land), leading to higher productivity for
businesses, governments and people. For example, a lot of rule based, routine tasks, performed by
governments and businesses in the past, are now increasingly becoming automated. People now have the
option to pay their taxes online and resolve their queries about a product or service through an automated
voice platform. Digital technologies have also enabled governments and businesses to better monitor the
performance of their products, services, people, etc. All this has built in greater efficiency into the market.

Innovation
Further, digital technologies drive innovation in the market. In the case of traditional business models, in
addition to the fixed costs required to set up basic infrastructure, the marginal costs required to run and
scale the business is also high. However, in the case of businesses that run on online platforms, apart from
the fixed costs required to set up the initial platform, the marginal costs required to scale up the business
are very low, and therefore they incentivize more buyers to join their platforms at minimal or zero cost.
This creates network effects, benefitting both the buyers and the sellers. For example, digital payment
systems gain more acceptability and usage as more users and retailers start using it.
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Challenges in Reaping Digital Dividends
Too often, countries developed and developing alike, don’t entirely realize the dividends from the use of
digital technologies. Challenges persist that prevent and delay the benefits from reaching its beneficiaries.

Inadequate Digital Access and Use
The biggest impediment to countries in reaping digital dividends arises due to inadequate digital access
and use. Even while considerable progress has been made in mobile and broadband penetration across the
world, there is still a significant leap that needs to be taken to bridge the digital divide. Nearly 60 percent
of the world’s population is still offline. Inadequate and high cost of investment required for establishing
broadband and telecom access, lack of a defined national telecom policy and poor private sector
participation are some of the common challenges limiting internet access in most countries.
Access to digital technologies and its use varies across and within countries, based on age, income group,
gender and location. The digital divide is stark between the young and the old, high and low-income
groups, male and female, and urban and rural areas. According to the World Bank ‘Digital Dividends’
(2016) report, in Africa,18 percent of men report using the internet versus 12 percent of women, and 20
percent of youth versus 8 percent of those more than 45 years old.
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Digital connectivity and access is not synonymous with its usage. Unaffordable and slow internet limits its
usage even in areas where there is connectivity. The countries that most need to bridge the digital divide
often find themselves having unaffordable internet and limited bandwidth. Illiteracy and lack of local
language content in the internet are some of the other challenges that magnify the digital divide.

Market Distortion and Protectionism
Governments across the world, often unwittingly, tend to distort the market with their policies and
regulations around digital products and services. Even if the intentions of these policies might be noble,
their outcomes are often in conflict with their stated purpose. For example, in an effort to protect the local
incumbents, some governments tend to adopt protectionist policies that limit foreign investment and entry
of new & innovative entrants into the market. This enables the incumbents to reap abnormal profits
without adding any value to the society in terms of product innovation or improvement in service
delivery. Additionally, exercising high import duties on digital goods and services impedes the growth of
other complementary digital services and businesses.
Another challenge facing governments today is their inability to keep pace in defining regulations for
online businesses that are rapidly disrupting their offline counterparts. In the absence of clearly defined
regulations, the growth of online businesses is often thwarted, at least initially, in an effort to protect the
offline businesses. Case in point is the disruption created by ecommerce retailers in India and the
regulations that are being introduced to force parity between the online and offline retailers.

Market Concentration
Another key challenge inhibiting the growth of digital products and services is the risk of market
concentration, i.e. only a few players holding a significant share of the market. While market
concentration in itself is not a problem, the presence of high entry barriers for firms or high switching
costs for consumers can easily give rise to monopolies in the market.
Online platforms, by virtue of their nature, tend to create “winner-takes-all” markets. They enable early
entrants in online businesses, who are innovative to begin with, to reap large profits and retain a
significant market share. Small and niche competitors in such markets generally find themselves
browbeaten by the market leader, bought out, or left to serve a niche customer base. Google, Facebook,
Uber, Amazon, etc. are examples of early entrants with innovative business models who now hold a
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major share of their respective markets. All these companies have come under the scrutiny of
governments at some point or the other for misuse of their market power.

Poor Digital Literacy & Business Commitment
A critical factor limiting the dividends derived from digital technologies is the lack of digital literacy among
people, both in low and high-income countries. Digital literacy refers to the functional knowledge that
enables people to use internet and other ICT devices. This also extends to having basic awareness about
ICT, such as the internet, for example. In Africa, 70 percent of people who don’t use the internet say they
don’t know how to use it and 40 percent say that they are unaware of what internet is2. With the use of ICT
in the workplace gaining prominence across the world, inadequate digital literacy in the labor market serves
as a major impediment to the growth of businesses.
On one hand, due to inadequate digital literacy, there is a shortfall in supply of skilled labor (in ICT).
Simultaneously, businesses are not swift enough to change their business processes to take advantage of
the benefits that new technologies can offer. There is evidence that investing in ICTs without business
process reorganization can reduce firms’ productivity growth3. Changing business processes, at the level
of production or hiring skilled labor requires upfront investment and a fundamental change in mindset.
Businesses that are reluctant to take this leap continue to function with their inefficient process, leading to
potential value loss that could have been achieved through digital technologies.

Governments today find themselves unable to keep pace in defining
effective policies and regulations for new digital businesses
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Policies to Address Major Digital
Challenges
The digital economy flourishes only when all the major stakeholders – the government, businesses and
people, participate actively to shape its growth and development. In the past, governments used to take
the lead in creating the infrastructure necessary for the growth of the ICT sector. In the new digital
economy, private sector companies are increasingly participating in making significant investments for
development of telecom infrastructure, broadband, etc. Hence, most governments are now shifting their
focus to creating the right policy and regulatory environment which would then enable private sector
companies to invest, develop and deliver ICT based services.
According to World Bank’s development report 2016 on ‘Digital Dividends’, digital connectivity is a
necessary but not a sufficient condition to realize the full development benefits. Digital investments need
the support of “analog complements” such as the right regulations, improved skills and accountable
institutions to accelerate the pace of development. Some of the key policy areas and initiatives that need
urgent focus and implementation are below:
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Enabling Digital Connectivity
The first problem that governments should address is the issue of limited digital connectivity. While
countries have largely been successful in increasing the level of mobile phone adoption, universal access
to internet still remains a far cry. Around 60% of the world population is still offline and measures need to
be taken to get them connected to the digital economy.
To improve internet connectivity, both public and private investments are required to establish networks at
the first mile (the point at which the internet enters a country), middle mile (the national, intercity internet
backbone of a country), the last mile (the connection between users and their nearest internet point of
presence) and the invisible mile (other, less visible network components and potential bottleneck)4 . Only
15 percent of the world’s citizens have access to affordable high-speed internet. Therefore, beyond creating
internet access, it is essential that governments don’t lose focus on establishing high-speed affordable
internet access.
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Creating an Open Market
To ensure that the internet is affordable and universally accessible, it is essential that there is market
competition, private participation and independent regulation in the ICT sector. Firstly, to enable market
competition government policies should focus on reducing barriers to entry for new entrants and creating a
transparent ICT policy regime. A study of Sub-Saharan Africa showed that telecom revenue averaged 5.6
percent of GDP in liberalized economies, but only 3.5 percent in non-liberalized countries, and was growing
twice as fast in liberalized economies.5
Secondly, policies that are friendly to private participation in the ICT sector should be given due
attention. Across the world, for development of mobile networks, private sector companies have led the
way in making large capital investments. A high level of private participation and competition in the
market leads to innovation and efficiency in service delivery. Therefore, governments should ensure that
scarce public resources like broadband spectrum (such as 2G, 3G, etc.) should be rationed off to private
players in the market in a fair and transparent manner. In case of market challenges, resulting in the
expected private return from a service delivery while meeting social return objectives, private
participation to deliver such services may be absent. For example, private players may not be interested in
serving the remote areas to provide network access. In such cases, the government can choose to enter
into public-private partnership model to deliver services.
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Strengthening Regulations
An independent ICT regulatory authority is an essential pre-condition to keeping the internet, and the
telecom market, truly competitive. Most countries in the world have an independent regulatory body, but
the extent of independence and their functions differ from one country to the other. In countries where the
government has a stake in the telecom sector, say by virtue of being a telecom operator themselves, the
expectation of regulatory independence becomes difficult.
The objective of the regulatory body should be to ensure that there is market competition, prevention of
market failures and protection of consumer interest. To achieve this, regulators should create low entry &
exit barriers, dispel fears around new online businesses and encourage their growth, promote innovation,
and eliminate tariffs and other protectionist policies that prevent competition and protect market
incumbents.

Developing Skills
In recent times, a lot has been debated about the effect that automation of services has on the labor market.
There is a growing concern about the ability of technology to displace existing jobs. In reality, technology
is skill-biased and labor saving, and therefore has distinct implications in the labor market. New
technologies aid labor by enhancing their productivity and this is more pronounced for jobs that require
high-order skills. Jobs that are routine and rule based are easily automatable using software applications,
and therefore easily prone to being displaced or transformed.
A skilled labor force is essential for the growth of the ICT sector. Therefore, policies to develop skills in
the labor market should primarily address the demands of the changing market conditions. Basic literacy
and understanding of math are essential conditions for people to participate in the labor market of the digital
economy. However, basic skills will take one only so far. Low-skilled, routine jobs are increasingly
becoming redundant and prone to automation. Therefore, it has become important for young people entering
the market to be equipped with non-routine, higher order cognitive skills. This entails developing skills to
break down and solve a complex problem, improving interpersonal and communication skills, reasoning,
etc.

Technology is

skill-biased and labor saving

To drive innovation and growth in the ICT sector, it is imperative that the labor force is equipped with the
right technical skills. This includes a range of things such as learning to code, searching for information
over the internet, knowledge of setting up online businesses, ability to market products or services online,
etc. Each of these technical skills can be imparted through a right mix of digital tools (e.g. online platforms
like Khan Academy, Coursera, Codeacademy, etc.) and periodic training of teachers.
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Building Accountable Institutions
Institutions are the rules (formal and informal) that mediate the functions and interactions between the
government, businesses and citizens. Governments that have been successful in providing services to their
citizens efficiently most often have institutions that are strong and accountable.
Digital technologies have had mixed results in terms of improving service delivery and establishing
accountability for governments across the world. This is because the impact that digital technologies can
have on government services depends on the strength of government institutions. For government services
that are routine and rule-based, digital technologies can have a positive displacement effect. That is, the
service delivery can be easily automated, eliminating chances of discretionary decision making and rentseeking by government officials (e.g. computerized bill payments, registration/application for services, cash
transfers, etc.). Therefore, in these cases, digital technologies can improve outcomes even in the presence
of weak institutions. However, digital technologies can only augment service delivery in the case of
government services that are non-routine and require problem solving or discretionary decision making
(e.g. public auctions of scarce resources, health care delivery, etc.). In such cases, digital technologies can
have an impact only when there are strong institutions.
Therefore, government initiatives should be aligned towards using digital technologies effectively to build
accountable institutions. The nature of deployment of these technologies has to be dependent on the
economic, political and contextual factors specific to each country. In countries where the institutions are
weak or non-existent, the focus should be on providing low-cost, simple digital solutions that can improve
the efficiency of government service delivery for routine administrative tasks. In addition, measures should
be taken for dissemination of real-time information to people on issues of critical importance. For example,
in countries like Benin, Uganda, and Zambia, mobile applications are being used to raise health awareness
and monitor disease outbreaks.6
In countries where the institutions are relatively strong, the focus should be on using digital technologies
for the following: better monitoring of service delivery and government performance, integration of user
feedback to improve service quality, proactive citizen participation in public affairs and greater
transparency in functioning of the government.
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Assessment and Development of the
Digital Economy
Management & Technology consulting firms like Avasant recognize that development of a digital economy
cannot be limited to making investments in technology. Investment to support innovations in service
delivery complemented with programs and policies to catalyze operations across all levels of the digital
value chain is essential to provide sustainable growth and competitive advantage.
When defined and executed correctly, Digital Government initiatives are able to leverage and integrate all
enabling factors in the Digital Economy Ecosystem, and lead to direct Microdigitalization and
Macrodigitalization benefits; Microdigitalization benefits arise in terms of the efficiency of processes,
interactions and transactions that impact individuals, groups and organizations, and Macrodigitalization
benefits arise through broader socioeconomic impacts on competitiveness, growth, investment,
employment, and social outcomes for citizens.
Avasant’s digital economy assessment framework is an effective and holistic tool to assess the digital
landscape and readiness of countries. The framework integrates all levels of the digital value chain, and
provides clear linkages covering policy objectives, program priorities, institutional capacity development
and specific technology and organization initiatives required to execute on the Digital Agenda.

© 2016 Avasant LLC. All Rights Reserved. Proprietary and Confidential. No part of this document may be reproduced in any form or by any
electronic or mechanical means, including information storage and retrieval devices or systems, without prior written permission from Avasant
LLC.

Conclusion
The first hurdle to digital development is the challenge of limited connectivity. More people need to be
brought online to enable them to participate in the digital economy. However, that is only half the job done.
A lot needs to be done by countries to build the analog complements – regulations, skills and institutions –
necessary for reaping the dividends from digital. Countries should work towards developing the reasonable
regulations that favor the entry of new and innovative businesses, equipping people with the right technical
and socio-emotional skills to participate in the new economy and building institutions that are transparent
and accountable. As recent evidence suggests, countries that earnestly work towards developing their digital
economy can leapfrog to accelerate their economic growth, create jobs and provide a better standard of
living for their citizens.

© 2016 Avasant LLC. All Rights Reserved. Proprietary and Confidential. No part of this document may be reproduced in any form or by any
electronic or mechanical means, including information storage and retrieval devices or systems, without prior written permission from Avasant
LLC.

Authors
Pradeep Mukherji
President and Managing Partner, Avasant
Email: pk.mukherji@avasant.com

Chirag Rawat
Senior Consultant, Avasant
Email: chirag.rawat@avasant.com

Aravindan Ingersol
Senior Analyst, Avasant
Email: aravindan.ingersol@avasant.com

About Avasant
With its headquarters in Los Angeles, California, Avasant is a leading management consulting firm
providing digital transformation, sourcing advisory and governance services to Fortune 1000 clients around
the globe. Our talented team of consultants, technologists and lawyers average over 20 years of industryhoned experience and have conducted 1,000+ engagements in over 40 countries worldwide. The
combination of world-class resources and cross-industry experience enables Avasant to yield superior
business outcomes for its global clients across four primary domains: Digital, Business & IT
Transformation, Strategic Sourcing, and Globalization Advisory.
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