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On November 5, 2021, Chantal Ngimbi poses in front of a Mpesa shop in the commune of Nsele, on the outskirts
of Kinshasa, capital of the Democratic Republic of Congo, where she was able to withdraw in cash the money
she received by transfer via her phone. Since April 2021, Chantal Ngimbi has benefited from cash transfers
via her phone as part of a project led by UNICEF and WFP (World Food Program) to help vulnerable people
affected by the socio-economic impact of COVID-19 in Kinshasa. This project targets the 6 poorest health areas
of Nsele, itself the poorest municipality of Kinshasa. In total, more than 24,000 households have benefited from a
monetary support of $ 40 per month from April to June 2021. Since July, the 18,000 most vulnerable households
have benefited from the second component of the intervention and receive a bimonthly transfer of $ 40. The

city of Kinshasa has been hit hard by the economic fallout due to the pandemic. Disruption of supply chains and
restrictions on movement have driven up food prices and severely impacted the informal economy on which the
vast majority of people depend.
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Foreword

The World Bank’s Country Economic Update provides a regular review of major recent economic developments
in the Democratic Republic of the Congo (DRC) and key structural challenges the country faces on the path to sus-
tained growth and inclusive development.

This 7t edition, covering the period 2020-2021 and the first quarter of 2022, examines how the DRC economy
responded and fared amidst adverse shocks, with a view to improving the country’s resilience in the future. It
analyzes the impact of the COVID-19 pandemic and the global recovery, as well as the most recent impact of the
war in Ukraine on the DRC’s main macroeconomic aggregates. The report focuses on the importance of digital
development in bringing about poverty reduction and inclusive growth. It leverages the critical breakthrough
of the new Telecommunications Law to improve connectivity and close the digital divide, while exposing the
remaining challenges. This economic update targets a broad audience, including decision makers, the business
environment, local and international development partners, civil society actors, the academic environment, and
economic and financial analysts.

The Country Economic Update is prepared by the World Bank’s Macroeconomics, Trade, and Investment Global
Practice team. It was written by task team leaders Sandra El Saghir (senior economist, EAEM1) and Moise
Tshimenga Tshibangu (economist, EAEM1), in close collaboration with Yele Maweki Batana (senior economist,
EAEPV) and Clement Gevaudan (consultant, EAWF1) and under the guidance of Frederico Gil Sander (lead econ-
omist, EAEM1), Guillemette Sidonie Jaffrin (program leader, EAEDR), and Marc JeanYves Lixi (program leader,
IAEDR). The report was prepared under the supervision of Jean-Christophe Carret (country director, AECC2)
and Vivek Suri (practice manager, EAEM1). Aude Pascale Rabault (communications officer consultant, ECRAE),
Karima Laouali Ladjo (program assistant, EAEM1), Lydie Ahodehou A. (program assistant, EAEM1), and Jeanine
Kashoshi Nkakala (program assistant, AECC2) provided logistical support and coordinated media relations. The
report benefited from the insights of its peer reviewers, Samer Matta (senior economist, EAWM2) and Marolla
Haddad (digital development specialist, IDD01).

The findings, interpretations, and conclusions expressed in this report are entirely those of the authors. They do
not necessarily represent the views of the International Bank for Reconstruction and Development/World Bank
and its affiliated organizations, or those of the executive directors of the World Bank or the governments they
represent.

Information on the World Bank, its activities in the DRC, and electronic copies of this publication are available at:
http://www.worldbank.org/en/country/drc.

To subscribe to the mailing list and receive the Country Economic Update, please contact Jeanine Kashoshi
Nkakala (jnkakala@worldbank.org).

For questions and comments on the content of this publication, please contact Moise Tshimenga Tshibangu
(mtshibangu1@worldbank.org).

Media requests can be directed to Aude Pascale Rabault (arabault@worldbankgroup.org).
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Part A — The DRC Economy: Resilience and Vulnerability
The DRC Context: Challenges and Changes

The Democratic Republic of the Congo (DRC) has suffered from decades of conflict, poor governance, and
volatile economic growth reflecting commodity dependence. The economy is highly dependent on mining, a
major growth driver: copper and cobalt constitute over 80 percent of exports; meanwhile, China absorbs 40
percent of total exports. Despite its huge untapped agricultural potential, the DRC is a net food importer, which
increases its vulnerability to external and climate shocks. Structural constraints have led to an underdevel-
oped private sector and fostered a large informal economy. The business environment must be improved and
gaps in infrastructure and human capital closed to achieve economic diversification and reduce commodity
dependence.

Poverty remains widespread in the country, including in urban areas, albeit uneven across regions. Significant
geographical disparities exist between provinces, with extreme poverty concentrated in the central and north-
western provinces. In Sub-Saharan Africa (SSA), the DRC is second only to Nigeria in the number of extreme
poor. Despite some improvements in recent years, social and human development indicators remain weak: in
2020, infant mortality was 63.8 per 1000 live births (higher than the SSA average of 50.3), while an HCI of 0.37 is
among the lowest of SSA countries.

The COVID-19 pandemic exacerbated the DRC’s existing economic vulnerability to external shocks while
boosting the use of digital technology. Despite relatively low rates of reported fatalities, the COVID-19 outbreak
in early 2020 did not spare the DRC. The authorities took several measures to address the spread of the pan-
demic (such as restrictions on movement, strict lockdown, and school and business closures), which, despite
weak enforcement, took a toll on economic activity and livelihoods. Restrictions on mobility during the pandemic
brought major disruption to economic activity, while boosting the use of the Internet services provided by mobile
phone operators. As a result, overall activity in the telecommunications sector expanded by 30.8 percent in 2020
and by 16.2 percent in 2021.

The crisis occurred at the same time as the DRC was locked in a political stalemate that eventually led to a new
political regime. After two years of a complex political arrangement involving the cohabitation of two competing
powers, the new President Tshisekedi consolidated power and appointed a new government that laid the foun-
dations for the digitalization of the economy and pushed for structural development reforms, including in the
telecommunications sector. Political consensus and increasing and maintaining the presence and credibility of
the state, including through improved governance, will be key to ensuring stability and continued progress of
structural reforms to attract investments and create jobs.

Recent Economics Developments Highlight the DRC’s Resilience

Economic activity in the DRC rebounded strongly in 2021, driven by the mining sector, while the easing of COVID
restrictions also supported growth in non-mining sectors (including telecommunications). After a COVID-induced
slowdown in growth to 1.7 percent in 2020, the DRC’s economy expanded by 5.7 percent in 2021 on the strength
of the mining sector and recovery in non-mining sectors. The DRC economy has demonstrated more resilience
than other SSA countries, due to its robust mining and telecommunications sectors. The easing of COVID-19
restrictions and higher revenues in the mining sector, which also benefited from a rise in prices, supported
growth in non-mining sectors in 2021 (3.9 percent) after they contracted in 2020 (-1.3 percent). Trade and demand
disruptions, logistical bottlenecks, and the unavailability of inputs caused contractions in the manufacturing and
services sectors, except for telecommunications, which grew thanks to strong use of digital technology amid
mobility restrictions.
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The external position improved, supported by higher commodity prices and production together with the IMF
Special Drawing Rights (SDR) allocation, while inflation was contained. The current account balance continued
to improve in 2021, supported by higher commodity prices and production, which also improved the trade bal-
ance and the terms of trade. Improvement in the external position, reflecting the good performance of mining
exports and supported by the IMF’s SDR allocation, helped the DRC rebuild international reserves, which reached
6.4 weeks of imports in 2021 (compared with 2.1 weeks in 2020). In this context, pressure on domestic prices
eased in 2021 and inflation at the end of the year was contained below the target of the Banque Centrale du
Congo (BCC).Thanks to a slower rate of depreciation of the Congolese franc (CDF) and the deceleration in infla-
tion, the BCC gradually cut its policy rate from 18.5 percent in January 2021 to 8.5 percent in mid-June 2021 and
to 7.5 percent in early 2022.

Higher commodity prices also lifted domestic revenue, which, coupled with increased grants, allowed the
Government to achieve fiscal consolidation in 2021 despite higher expenditure. The fiscal accounts were bal-
anced in 2021, after a fiscal deficit of 1.2 percent in 2020. Driven by higher social and infrastructure spending,
public expenditure increased to 13.1 percent of GDP in 2021 from 10.1 percent in 2020. Higher domestic revenue
more than offset this increase in expenditure, increasing from 8.7 percent of GDP in 2020 to 11.2 percent in 2021.
The higher revenue was driven by the strong performance of income and value-added tax collection as well as
non-tax revenue (of which mining revenue accounted for 30 percent), estimated at 3.2 percent of GDP in 2021
after 2.5 percent in 2020.

The soundness of the DRC’s extremely bank-centric financial sector (about 97 percent of total assets) improved
slightly, but the sector still lacks depth and breadth and is vulnerable to shocks. Domestic credit to the private
sector remains subdued, estimated at 7 percent of GDP at end-2021, well below the SSA average (38 percent
of GDP). Only a small proportion of the adult population has an account at a formal institution, and this short-
coming is made worse by gender disparity. Credit is also geographically concentrated, while the banking sector
provides little financing to the economy. Further, access to credit remains limited, due to high operating costs
resulting from a persistently high cost of credit and low bank returns.

Despite higher debt issuance and temporarily larger fiscal deficits, the medium-term trajectory of external and
public debt does not raise debt sustainability concerns. According to the latest Debt Sustainability Analysis (DSA)
of December 2021, the DRC’s debt is sustainable and the risk of external and public debt distress remains mod-
erate, with some space to absorb shocks.The public debt, including the debt of Gecamines, is low at 22.8 percent
of GDP. The overall domestic debt is composed of arrears and short-term T-bills. Discussions are under way to
start reducing the stock of arrears.

The DRC must implement measures across varying time horizons to address the consequences of current chal-
lenges and withstand similar shocks sustainably in the future. For example, resilience could be built into the
macroeconomic environment to consolidate the socioeconomic gains achieved in recent years by:

= Enhancing fiscal policy and strengthening public financial management (PFM) by rebalancing government
spending toward social sectors and productive infrastructure.

= Pursuing macro-prudential and countercyclical policies to reinforce the ailing banking and financial sectors
for an effective monetary policy.

= Maintaining exchange rate stability and gradually de-dollarizing the economy, which are critical to strength-
ening the DRC’s macroeconomic resilience.

= Looking for options to build up foreign currency reserves to cover several months of imports of basic goods.

Economic and Social Outlook

The economic and social consequences of the war in Ukraine and the associated sanctions are mixed, with
muted effects on the balance of payments but potentially more pronounced effects on inflation and households’
well-being. The DRC is a net importer of petroleum and petroleum products (despite being a small oil producer)
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and therefore will see its import bill increase due to higher oil prices. The combination of higher oil and wheat
prices are expected to weaken the balance of payments by about 0.7 to 1.2 percent of GDP, depending on price
increase scenarios. However, the prices of the metals and minerals that the DRC exports have also increased,
especially cobalt—a key component in the rechargeable batteries required for electric vehicles. Overall, the DRC
has faced a positive terms-of-trade shock.The impact on the external accounts is muted, and the current account
is projected to post a small surplus of 0.1 percent of GDP in 2022. In addition, although wheat imports represent
0.1 percent of GDP, the DRC imports 60 percent of its wheat from Ukraine and Russia (9 percent of food imports).
The social risks from the shock remain high for the largely poor (72 percent) and food-insecure (69 percent) pop-
ulation. Rising overall food costs and higher oil prices could exert strong pressure on inflation (an increase of
between 1.9 and 3.3 percentage points in the average annual inflation rate) and on households’ consumption,
raising the burden on expenditures by up to 15 percent.

The favorable terms-of-trade shock and increased mining production and services will continue to drive eco-
nomic growth beyond its pre-crisis path in 2022. GDP growth is estimated to accelerate to 6.4 percent in 2023,
driven by the services sector (mostly trade and telecoms). The mining sector is expected to expand further in
2022 on the back of favorable commodity prices, remaining a key growth driver. It is then likely to pick up pace
out to 2024 as Kamoa-Kakula, which aims to become the second-largest copper mine in the world, enters its
second phase of production in late 2022. The current account balance is projected to improve and post a slight
surplus in 2022, estimated at 0.1 percent, as higher commodity prices improve the terms of trade (higher oil
prices might further accelerate demand for cobalt).

However, the DRC economy remains vulnerable, subject to substantial risks of a possible resurgence of the pan-
demic, local and international conflict, and climate change. Despite higher mining revenues, the fiscal deficit
could widen to about 2.7 percent by 2022, as the Government is likely to cushion the higher oil and food prices.
Although the external position is projected to improve, vulnerability persists in the level of foreign reserves.
The medium-term outlook will continue to be subject to external and internal risks. With the agriculture sector
employing over 60 percent of the working-age population, vulnerability to climate change-related risks (flood,
drought) is substantial. Finally, continued political uncertainty ahead of the planned 2023 presidential elections
might delay reform efforts, worsen fiscal imbalances, and generate arrears.

The DRC’s immediate challenge is to maintain political and macroeconomic stability while stepping up ongoing
reforms to support social sectors and ensure sustainable, inclusive growth. Further macroeconomic policy and
structural reforms are needed to enhance the resilience and sustainable credibility of the macroeconomic envi-
ronment. The DRC must implement measures across varying time horizons to address the consequences of cur-
rent challenges and withstand similar shocks in the future. In the current context of the pandemic and geopolitical
conflict, inclusive growth will also hinge on strengthening the weaknesses exposed in the health and social pro-
tection systems as well as on supporting human capital and digital development to avoid discontinuity in educa-
tion and lack of connectivity in the event of future adverse shocks.

Poverty and Increased Vulnerability (Social and Human Capital)

Despite robust growth and moderate inflation, poverty reduction has been elusive as the benefits from growth
are yet to be more widely shared. Driven by high population growth, the number of poor in the DRC con-
tinues to increase by about 1.5 million every year. Preliminary estimates put poverty at 72.1 percent in 2021,
a 0.8 percentage point decrease from 2020. Pandemic-related job losses resulted in a decline in labor income,
amplified by a drop in in non-labor income. The combination of lower income, more limited access to markets,
and higher food prices has resulted in an increase in food insecurity and hunger. Health vulnerability during the
pandemic was exacerbated mainly in terms of accessibility and affordability.

More recently, the expected inflation arising from higher food and oil prices due to the invasion of Ukraine
will exacerbate the vulnerability of the poor. Rising imported food and oil prices are likely to exert strong
pressure on inflation, increasing the vulnerability of the urban poor, who are large consumers of cereals,
bread, and transport services (cereals and transport expenses alone represent 8.3 percent and 2.7 percent of
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households’ consumption basket, respectively). Persistently higher food and energy prices could raise the
average inflation rate by 2 to 3.3 percentage points. Given that cereals and transport expenses together rep-
resent 11 percent of households’ consumption basket, higher prices could lower their purchasing power by
4 to 9 percentage points and weigh up to 20 percent in the consumption basket. This could exacerbate the
vulnerability of the poor.

Part B - Digital Development: Connecting to Growth

Although the COVID-19 pandemic has given a boost to digital transformation, it has also exposed the stark
digital divide in many countries around the world, including in the DRC. Global internet traffic surged during
the pandemic, which put increased pressure on infrastructure and systems tasked with accommodating the
increased broadband flows. In the United States and Ghana, for example, demand for data increased by around
40 percent due to lockdown measures and increased reliance on work-from-home arrangements and distance-
learning applications. In the DRC, preliminary estimates show that the share of the telecommunications sector
(in total sectors) increased by about 30 percent between 2019 and 2020.

Strengthening digital connectivity in the DRC would significantly boost GDP growth and job creation. The DRC
needs better and faster broadband services and more broadband coverage to drive economic growth and job cre-
ation and utilize the potential of the digital economy and digital trade. A 10 percent higher broadband penetration
rate in the DRC could lead to an additional USD 1.2 billion in GDP growth, corresponding to about 2.5 percent of
GDRP It could also generate close to 700,000 jobs and provide productivity gains of approximately 2.46 percent,’
while providing an additional USD 93 million in tax revenue per year.

Where fixed broadband coverage is limited—as is the case in the DRC—mobile connectivity drives productivity
improvements in the economy, promotes digital inclusion, and helps bridge the digital divide. Expanding access
to mobile services has transformed economies, accelerating growth and development in countries around the
world. The effects of mobile connectivity on the economy are largely diffused through its impact on productivity.
Improved connectivity is likely to improve communications and trade within the economy, which also enhances
a country’s attractiveness for foreign investment. In the DRC, mobile networks play a central role in fostering dig-
ital inclusion due to their lower installation costs. Mobile services can improve digital inclusion in the economy
by promoting equal opportunities and access to information.

Digital Accessibility

Key indicators of the digital economy in the DRC are among the lowest in the world. The ratio of mobile cellular
subscriptions per 100 inhabitants was only 42.8 in 2019, compared with 92.1 in SSA.This has in turn constrained
the use of mobile internet. For instance, the penetration of mobile internet subscriptions was 22 per cent in 2021,
half of the SSA average. 4G network coverage was estimated to cover 36 percent of the population in 2020, com-
pared with 55 percent in SSA. Internet service affordability is a major constraint:The cost of 1.5 GB of data in 2020
was 14 USD in the DRC, or a staggering 32.2 percent of average monthly income per capita, compared with 8.35
percent in SSA.

Several obstacles impede the widespread usage of internet and digital services in the DRC.The largest barrier is
outdated infrastructure, followed by a lack of mobile phones and terminal equipment. The high cost of connec-
tivity is a third major barrier. The previous outdated telecom law severely constrained any progress to overcome
these barriers, and the passage of a new, more modern telecom law creates an opportunity to begin removing
these barriers so that the DRC can unleash its digital potential.

There are substantial geographic and socio-economic disparities in mobile phone and internet access. The
mobile phone access rate in Kinshasa is relatively high, at over 80 percent, compared with provinces like

1 Source: ITU, February 2022.
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Tshuapa, Mongala, and Kwango, where the access rate is below 20 percent. Access to mobile internet also
remains largely unequal between provinces. There are significant disparities in phone expenses among
Kinshasa households according to gender, socio-economic status, and residential area. A similar pattern
is visible in internet service expenditure, although it is about six times lower on average than telephone
service expenditure.

Many gaps persist along the broadband supply chain. Access to internet and mobile services is constrained
by elevated prices, largely due to a lack of competition, and by an overall low penetration of mobile phone
devices. Recent investments in the national backbone are propelling broadband technology adoption, but the
pace remains slow. Mobile network coverage is suboptimal beyond the large cities and towns, impacting service
quality in many internal areas in the DRC. The underdevelopment of digital platforms reflects the nascent state
of the DRC'’s digital economy. Revising the legal and regulatory framework is a critical first step in building an
enabling environment. Other key analog barriers, such as low access to electricity and roads, also hamper the
development of digital infrastructure and services. Implementing an enabling environment, starting with the new
Telecom Law, may help increase private sector participation in the ecosystem.

The New Telecom Law: An Important Breakthrough

The previous telecom law of 2002 was outdated and severely constrained any progress to overcome the barriers
to widespread digital access. The 2002 law was based on a market model in which the public operator developed
a reference network and provided other operators with interconnection and domestic and international transmis-
sion capabilities. It allowed the formation of monopolies and granted exclusivity to operators, thus restricting
competition. It also lacked an updated legal framework, which led actors to issue decrees, licenses, and author-
izations on an ad hoc basis. Haphazard license regimes have contributed to the demise of a dozen operators,
either failing to launch or exiting the sector shortly after launch.

The new Telecom Law constitutes a key milestone to increase digital inclusion and bridge the digital divide.
The newTelecom Law, adopted in November 2020 and published in September 2021, will further liberalize the
sector and provide a sound legal basis for private investment in fiber infrastructure. By updating a regulatory
framework that is more than twenty years old, the new Framework Law creates a more enabling environ-
ment for competition and innovation by preventing exclusivity, which is expected to lead to increased supply
through greater private sector participation. It defines a new regime for state-owned enterprises (SOEs), put-
ting them directly in competition with private sector entities. The new Law also mandates a public institute
in charge of delivering universal service to marginalized populations, which will help spread the use of tech-
nology throughout the country and provide critical support for innovators. In addition, the law revises key
definitions to include the provision of modern digital services (that is, voice-over-IP messages and digital plat-
forms). The economic impact of the new Law is thus expected to be driven by two interrelated effects: a direct
price effect based on improved conditions in the market; and an indirect network effect based on growth in the
user base.

The regulatory impact of the new Telecom Law provides critical progress in the sector by creating a modern reg-
ulatory environment. As the 2002 law was largely outdated, the new Law provides first and foremost a modern
regulatory environment for the telecommunications sector in the DRC. Some of the key advancements include:

© Full liberalization of the wholesale and retail telecom markets. Although the wholesale monopoly of the SCPT
had already been removed under the 2002 law, it continued to exist de facto. The publication of the new Law
sends a strong signal to investors such as Liquid or Meta, which have started to make plans for the construc-
tion of new fiber optic links in the DRC. This is expected to lead to a massive influx of investment that will
contribute to economic growth.

© Modernization of the regulator, including a change of mandate that clearly includes information and commu-
nication technology (ICT) in addition to traditional telecommunications. The name of the regulatory authority
has also been updated to include ICTs. Among other aspects, the new regulator is tasked with promoting
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participation and competition of ICT services, including added-value services, which will significantly drive
the quality of services and is expected to attract new consumers into the market.

© The regulator is also tasked with key aspects of modern digital market regulation, including know-your-
customer (KYC) identification processes, personal data protection, cybersecurity, and cryptology.? Other fun-
damental aspects such as interconnection, infrastructure sharing, and open access are also recorded in the
new Law and contribute to the strong signals sent to investors.

© The new Law emphasizes universal access as one of its key objectives and sets out new rules for the func-
tioning of the Universal Service Fund (USF).The USF is not included under the regulator, but under a public
establishment under the Ministry of ICT specifically tasked with promoting access to ICTs in rural and semi-
urban areas.

The new Law is expected to contribute to economic growth by boosting investment and consumption.
Consultations with the private sector indicate that as much as USD 200 million could be invested in the fiber optic
sector, which may amount to around 0.4 percentage points of economic growth. In addition, as universal access
is one of the Law's objectives, its potential contribution to economic growth through higher consumption of tel-
ecom services is immense. The WB has estimated that in SSA, achieving universal access to internet services
potentially yields an increase in GDP per capita of 1.5 percentage points per year.®

Raising the Digital Profile: Remaining Challenges

The COVID-19 pandemic has boosted the digital transformation, but it has also exposed a stark digital divide.
The country must seize the momentum and the Government’s strong reform initiative to bridge the digital
divide. COVID-19 has increased the need for digital technology, but it remains to be seen whether the DRC will
seize this opportunity to accelerate its digital transformation and sustain its development in a post-COVID world.
The abolition of the Mobile Devices Register (RAM) tax is one recent decision taken to help lower costs for mobile
owners and bridge the digital divide. Further, despite the incongruous backbone infrastructure and high cost of
connectivity, a few digital entrepreneurs have seized the moment to offer digital services adapted to the crisis. In
addition, consumption patterns are starting to change, for example, with e-commerce and delivery services such
asTinda/E-mart, which have seen an increase in demand.

Now that the Telecom Law has been published, the Government must provide the necessary trust, public goods
and environment to attract and support private sector investments in the digital economy. Although lifting regu-
latory barriers in the telecommunications sector will likely enhance private sector participation in this sector and
consequently help drive the digital economy, there is still an enormous amount of work for the Government to
accomplish to implement digital public service delivery for public health, education, security, and social protec-
tion.There are ample opportunities to provide some of the cross-cutting enablers for the digital economy that the
country still lacks, especially related to e-government capabilities, improving efficiency, interoperability of gov-
ernment services, and digitalizing civil registration.

Efficient Fiscal Reforms are needed to support digital development and inclusion. Studies have shown that gov-
ernments in general should consider designing a fiscal architecture that supports growth in the use of digital
services and focuses attention on excluded consumers. These studies have identified the design of an efficient
tax structure in the digital space that is based on avoidance of discriminatory and distortionary sector-specific
taxation. Furthermore, fiscal policy can play an important integrative role in addressing the rural-urban divide.
Adopting a collaborative approach to subsidizing broadband penetration in rural areas is essential to selecting
and implementing a digital pathway that leaves no one behind.

2 However, no comprehensive laws on data protection or cybersecurity currently exist in DRC.

3 Calderon, Cesar; Kambou, Gerard; Korman, Vijdan; Kubota, Megumi; Cantu Canales, Catalina. 2019. Africa’s Pulse, No. 19, April 2019:
An Analysis of Issues Shaping Africa’s Economic Future. Washington, DC: World Bank.
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Recommendations: Boosting Connectivity for Inclusive Growth

The top three key recommendations to promote digital development for inclusive growth are for the
Government to:

1.Implement the secondary legislation that is necessary to operationalize the new Law. In particular, this in-
cludes decrees to establish the new regulatory authority and the public establishment in charge of promoting
telecommunications and ICT, and to operationalize the USF. Other decrees to determine the terms of condi-
tions for licensing, spectrum allocation, interconnection, infrastructure sharing, and data protection will also
be critical to enabling gains from the new Law.

2.Develop the national fiber optic backbone by leveraging private sector investment. The current state of the
backbone remains extremely sparse despite some recent investments. The Government needs to facilitate
the implementation of PPP models, develop related legislation, and maintain a dialogue with the private
sector. Further development of the national backbone should take place within the scope of a national master
plan to avoid duplication of efforts and to maximize the usefulness of universal service investments.

3.Incentivize private sector participation through appropriate taxation and PPPs. The transformation of the
digital economy will be led by private sector actors which have already begun to position themselves in key
segments of the market. Given the sector’s significant potential in the DRC, the Government must act swiftly
to maintain momentum and reform the sector’s taxation to reach a higher equilibrium, with low fees over a
large tax base, rather than the current case of high fees over a small tax base. The removal of the RAM tax
was welcomed by consumers and service providers, but a credible roadmap must be developed to increase
trust and reduce uncertainty for potential investors.
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1.1. The DRC Context: Challenges and Changes

1.1.1. Impact of External Shocks: From COVID-19 to the Invasion of Ukraine

The severe global shock of the COVID-19 pandemic did not leave the DRC unscathed, but its effect on health was
contained relative to other predominant domestic illnesses and insecurities. Since the country’s first case of COVID-
19, reported in Kinshasa on March 10, 2020, the number of new cases and deaths has risen steadily, albeit plateauing
between waves. As of March 8, 2022, the DRC had recorded 86,154 cases of COVID-19, or about 1,025 cases per 1,000,000
people. Fatalities due to the pandemic remain low to date, at a rate of 1.55 percent (about 1,335 Congolese deaths),
compared with malaria, the leading cause of death, which averages 20,000 deaths per year (between 2018 and 2020), or
fatalities arising from conflict in the East (3,000 civilian deaths in 2020). Meanwhile, healthcare remains overstretched,
owing to the persistence of other simultaneous disease outbreaks affecting the country (including Ebola and measles).

The DRC authorities took several measures to address the spread of the pandemic, but enforcement was weak and
progress in the vaccination campaign remains slow. In response to its first confirmed COVID-19 case, the authorities
declared a state of public health emergency and imposed a lockdown in Kinshasa, the country’s capital. Measures
included restrictions on travel and public gatherings, social distancing, night curfews, closure of schools and univer-
sities (for over eight months following the onset of the pandemic), as well as personal safety measures (hand washing
and use of hand sanitizer, mask wearing, etc.). However, implementation of these measures has often been neglected.
In parallel, the vaccination campaign launched in April 2021 has had limited results. While around 778,660 vaccinations
have been administered across the country, only 0.87 percent of people, mainly in Kinshasa, have received at least one
shot of the COVID vaccine (by March 3, 2022). The challenges of a large-scale vaccine rollout are substantial, given lim-
ited transport and storage infrastructure (requiring ultra-low temperatures), but also due to reluctance toward vaccina-
tion for several reasons, namely distrust in the international community and concern about vaccine safety, including
health risks for adults and children.

More recently, the shock from the war in Ukraine is also likely to significantly impact the budget and inflation in the
DRC, despite a positive overall effect on the terms of trade, driven by the country’s status as a commodity exporter. The
DRC is a net importer of petroleum and petroleum products. Accordingly, its import bill will increase due to higher oil
prices. However, the prices of the metals and minerals that the DRC exports have also increased, especially cobalt, a key
component in the rechargeable batteries required for electric vehicles. Overall, the DRC faces a positive terms-of-trade
shock, and the current account balance is expected to improve slightly. However, in the current environment and in the
absence of an adequate social transfer program, the Government is likely to only partially pass through international
prices to limit the impact on vulnerable populations. Higher international fuel prices have thus led to domestic sub-
sidies and could reduce the fiscal space for higher-priority spending. Despite the fuel subsidy, rising imported food and
fuel prices are likely to exert pressure on inflation, increasing the vulnerability of the urban poor. In the current environ-
ment, the Government is likely to keep fuel prices low to limit the impact on the poorest and avoid social upheaval.To
cushion such impacts, the authorities are exploring the possibility of targeted social transfers.

1.1.2. A New Political Framework

The DRC has also experienced a political deadlock, leading to a new political regime. In January 2019, Felix Antoine
Tshisekedi had become the newly elected President of the DRC, the country’s first peaceful political transition. During his
two years in power, President Tshisekedi operated within a complex political context of cohabitation with former president
Kabila, who commanded a majority in parliament. Competition between the two powers—Tshisekedi and Kabila—resulted
in decision-making deadlock, particularly for critical reforms, including on governance and private sector development.
In December 2020, President Tshisekedi declared that the tensions underlying this political agreement had become an
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impediment to his development program and decided to end the coalition with his predecessor’s political party (Front
commun pour le Congo, FCC) to launch a new governing coalition, named the Union sacrée de la nation.

Having consolidated power, the President appointed a new government that laid the foundations for the digi-
talization of the economy and pushed for further reforms, including in the telecommunications sector. The new
administration (with 56 members, 15 percent fewer than its predecessor), led by Jean-Michel Sama Lukonde, is
pushing for development through strong economic reforms aimed at improving governance, transparency, and
public financial management, and laying further foundations for the digitalization of the DRC economy. To this
end, a Ministry of Digital Technology was created alongside the two traditional Ministries of Scientific Research
and Technological Innovation and of Posts, Telecommunications, and New Information and Communication
Technologies.The newTelecom Law was finally published in this new context.

1.2. Macroeconomic Environment: Stability and Resilience

1.2.1. Economic Growth Analysis: Resilient Sectors

The DRC economy expanded in 2021 on the strength of its mining sector and recovery in non-mining sectors.
The DRC economy has demonstrated more resilience than most SSA countries (Figure 1.1). After GDP growth
slowed to 1.7 percent in 2020, economic activity rebounded in 2021, with estimated growth of 5.7 percent. The
mining sector was a key driver, growing by 10.3 percent in 2021 and contributing 2.4 percentage points to growth
(Figure 1.2). Copper and cobalt production rose by 12 and 7.6 percent, respectively, as domestic production
capacity increased with the launch in mid-2021 of the Kamoa-Kakula mining project (Figure 1.3). The easing of
COVID-19 restrictions and higher revenues from the mining sector drove growth in non-mining sectors of 3.9 per-
cent in 2021, compared with a 1.3 percent contraction in 2020.The contraction in non-mining sectors in 2020 was
essentially due to mobility restrictions and COVID-19 response measures, which led to broad-based contractions
in manufacturing as well as in services (except telecoms) amid trade and demand disruptions, logistical bottle-
necks, and the unavailability of inputs. On the aggregate demand side, expansionary investment, both public and
private—largely in public infrastructure and the mining sector—underpinned the increase in output. Net exports
of goods and services contributed only marginally to growth, as the expansion of mining exports was offset by
an increase in imports, mainly due to demand for capital goods (Figure 1.4).

Figure 1.1: GDP growth (in the DRC and SSA)  Figure 1.2: The DRC - GDP Growth (Sectoral
Annual percentage change Contributors)
Annual change in Percent

7.0
9.0
7.0 5.0 B
q
5.0
3.0
3.0 w
o ‘B
1.0 10 [ |
3.0
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 -3.0
2015 2016 2017 2018 2019 2020 2021
I, Real GDP per capita growth Real GDP == «# == SSA avg
I mining s Non-mining GDP growth
Source: DRC authorities and World Bank Staff Source: DRC authorities and World Bank Staff

calculations. calculations.




Democratic Republic of the Congo Economic Update

Figure 1.3: DRC key mining products Figure 1.4: GDP Growth (Aggregate Demand
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Mobility restrictions led to strong growth in the use of digital technology, boosting growth in the telecommu-
nications sector. Although the DRC's telecommunications market seems small when considering the number of
users, the country’s telecommunications networks have recorded remarkable growth in demand for ICT services
since COVID-19. Telecom services grew by approximately 18.0 percent in 2019-2021, after a slight contraction
of 2.2 percent in 2016-2018 and growth of 3.1 percent in 2011-2015 (Figure 1.5). The Autorité de Régulation de la
Poste et des Télécommunications du Congo (the Post and Telecoms Regulation Authority, ARPTC) has reported
that consumption of internet data grew by 114.1 percent in 2020 and 70.3 percent in 2021, whereas consumption
of mobile data grew by only 4.3 percent in 2020 and 18.1 percent in 2021. As a result, overall telecom activity
expanded by 30.8 percent in 2020 and 16.2 percent in 2021, boosted by mobility restrictions that led to strong
growth in the use of internet services from mobile phone operators. Between 2016 and 2021, the sector contrib-
uted about 10 percent to growth. In 2020, telecom services’ contribution to growth—1.4 percentage points, or
about 81 percent of growth—mitigated the effect of the sharp contraction in services sectors due to the adverse
effects of COVID-19, while it amounted to 1.0 percentage pointin 2021.

Figure 1.5: Telecom Sector Growth and Contribution to Services
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1.2.2. Trade Performance and Gurrent Account Deficit

The current account balance continued to improve in 2021, supported by higher commodity prices (Figure 1.6)
and production, which improved the trade balance. The current account deficit (CAD) continued to improve in
2021 and narrowed further to an estimated 1.0 percent of GDP in 2021, down from 2.2 percent in 2020 on the back
of an improvement to the terms of trade and higher mining export volumes. Mining exports grew by 58.0 percent
in value terms (with copper alone accounting for over 65 percent of goods exports), driving overall export growth
to 58.9 percent in 2021. Imports, meanwhile, expanded by 53.8 percent. Overall, the trade deficit declined from 1.3
percent of GDP in 2020 to 0.5 percent in 2021.

Improvement in the external position, reflecting the good performance of mining exports and supported by the
IMF’s SDR allocation, helped the DRC rebuild international reserves. Insufficient FDI contributed to a drop in offi-
cial reserves in 2020, which was subsequently reversed in 2021, partly owing to the IMF’s SDR allocation. Capital
and financial inflows—including foreign direct investment (FDI), IMF financing under the Rapid Credit Facility, and
African Development Bank budget support—have helped to contain pressures on the CDF since 2020, but have
only partially offset the decline in the CAD.Thus, despite increased financing from international institutions, the
balance of payments recorded a deficit of 1.0 percent of GDP in 2020, eroding official reserves to about 2.1 weeks
of imports at end-2020, compared with 4.3 weeks at end-2019. However, this was reversed in 2021 when, despite
a small decline in FDI, the narrower CAD and the IMF’s SDR allocation boosted international reserves to 6.4 weeks
of imports at the end of the year (Figure 1.7). This reserve position of less than two months remains weak in the
context of a floating exchange rate regime and a dollarized economy, which provides little buffer for the BCC to
intervene in the foreign exchange market to minimize exchange rate volatility. An adequate level of reserves has
been estimated to cover 3.3 months of imports.*To address this situation, the BCC should abandon the practice of
guaranteeing government loans from commercial banks through foreign exchange deposits instead of deposits
from correspondent foreign central banks and ensuring that commercial banks’ reserve requirements are exclu-
sively made up of domestic currency.

Figure 1.6: Commodity Price Indexes of the  Figure 1.7: Current Account (CA) Balance, FDI
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1.2.3. Inflation, Currency Depreciation, and Monetary Policy Response

Pressure on domestic prices, which had intensified in 2020 due to the adverse effects of COVID-19, eased in 2021,
containing inflation to below the BCC's target. Lockdown measures and import restrictions increased inflationary
pressure in 2020, with the prices of food products increasing by 14.1 percent that calendar year. Inflationary pres-
sures were also driven by injections of domestic liquidity through fiscal deficit monetization earlier in 2020. As
a result, average inflation accelerated to 11.2 percent in 2020 (from 4.7 percent in 2019). In contrast, inflation
decelerated from 15.8 percent in 2020 to 5.3 percent in 2021 (end of period, y-o-y), below the BCC'’s target of 7.0
percent, as currency stability and BCC policy tightening in late 2020 kept prices stable. Food prices rose by 5.1
percent in 2021, below overall inflation. Figure 1.8 shows the evolution of inflation over the period 2019-2021. It
accelerated rapidly from August to December 2020, before slowing down from June 2021.

Figure 1.8: Monthly Inflation and Exchange rates, 2019-2021
Percent and CDF/USD (right)

2200 |y 2000.0
iggg \‘ Exchange rate (CDF/USD) 1950.0
’ \ = = = < Inflation (y-o-y, %) 1900.0
16.00 \ ARl
14.00 \ I \ 1850.0
12.00 “ ’l ‘\ 1800.0
10.00 \ ’ M| 17500
8.00 \ Y )
\ y: \| 17000
6.00 . } 1
4.00 SNd e T 1650.0
2.00 1600.0
2298298820098 eRRS 08 eR N N INNTRRTY

Source: DRC authorities and World Bank Staff calculations.

The BCC adapted its monetary policy to mitigate the adverse effects of the pandemic while ensuring the effec-
tiveness of its monetary tools. As part of the COVID-19 response, the BCC took some urgent measures to soften
the adverse effects of the pandemic. It initially lowered its policy rate by 150 basis points to 7.5 percent in late
March 2020, eliminated the reserve requirement ratio (of 2 percent), and set up a special funding facility for com-
mercial banks to provide adequate liquidity to banks. Subsequently, in response to rising inflation and the depre-
ciation of the local currency, the BCC tightened monetary policy in early August 2020 and signed a “Stability Pact”
with the Ministry of Finance and the Ministry of Budget to ban BCC advances to the government. With inflation
subdued and exchange rate depreciation contained, the BCC then gradually cut its policy rate from 18.5 percent
in August 2020 to 8.5 percent in mid-June 2021 and to 7.5 percent in early 2022. To mitigate volatility in a highly
dollarized economy, the BCC has also intervened in the foreign exchange market by injecting the equivalent of
USD 53.5 million in foreign currencies. To contain money growth, the BCC also used indirect instruments such
as mandatory reserve ratios and auctions of its debt securities (called BCC bills). As a result, growth in money
supply slowed to 35.2 percent in 2021 from 45.9 percent in 2020, despite the policy rate cuts. The banking sector
remains heavily dollarized, with a stable dollarization rate of 85.1 percent of deposits, and over 90.0 percent of its
loans denominated in foreign currencies (mainly US dollars).

1.2.4. Financial Sector

Despite a slight improvement in its soundness, the extremely bank-centric (about 97 percent of total assets)
financial sector lacks depth and breadth and is vulnerable to shocks. Credit to the economy remains subdued
and the banking sector faces vulnerabilities even in a context of excess liquidity. The system lacks depth, given
the low level of domestic credit to the private sector, estimated at 7 percent of GDP at end-2021, well below the
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SSA average of 38 percent of GDP in 2020. Rapid growth in deposits (37 percent in 2021), largely due to the
requirement to repatriate mining export proceeds, has resulted in limited growth in credit to the private sector
(17 percent) and continued growth in banks’ external assets (41.3 percent). However, the financial system is rel-
atively small, concentrated, and dominated by banks. Bank assets make up 97 percent of the financial system
and two banks (out of 15) hold 55 percent of the system’s assets. Moreover, the sector lacks breadth, with only
25.8 percent of the adult population (24.2 percent of the female adult population) having an account at a formal
institution in 2017, compared with an average of 42.6 percent (36.9) in SSA.® Credit is also geographically concen-
trated: 87 percent of loans are in just two of the 26 provinces. Furthermore, the system lacks depth: The banking
sector provides little financing to the economy and the DRC is among the 10 countries in the world with the
lowest credit-to-GDP ratio (at 7 percent of GDP). Since lending is low and banks are liquid, they place deposits
with their foreign correspondents, parent companies, or local competitors. Finally, the DRC’s financial sector
lacks digital monetary connection, with no cross-border mobile services and only one bank connected to the
SADC-Integrated Regional Electronic Settlement System.

Access to credit remains limited due to the persistently high cost of credit in an environment of high oper
ating costs. Although the cost of credit is decreasing, it remains high. At end-2020, the bank lending-deposit
spread was 17.4 percent for domestic currency loans (compared with 20.8 percent at end-2019) and 12.4 per
cent for foreign currency loans (12.2 percent at end-2019). Average interest rates on loans in domestic currency
stood at 23.7 percent in December 2020 (compared with 26.8 percent in December 2019), versus 15.8 percent
for loans in foreign currency (15.7 percent in December 2019). These average rates mask significant differences
depending on the nature of the counterparty. Constraints related to the business environment are critical and
reduce the number of viable counterparties that financial institutions can fund. Access to credit is plagued by a
fragile financial infrastructure that is characterized by: (1) weaknesses in commercial law and security interests;
(2) uncertainty linked to the legal process; (3) the absence of a functioning credit reporting agency; and (4) a weak
accounting and auditing framework that impedes financial transparency. At the same time, commercial banks
offered an average interest rate of 7.1 percent on domestic currency deposits in 2020 (6.0 percent in 2019) and 3.5
percent on foreign currency deposits (3.4 percent in 2019). Finally, banks’ low returns reflect high operating costs
in the DRC (cash management, electricity, communications, as well as high liquidity costs and banking supervi-
sion costs equivalent to 0.6 percent of deposits) (Annex 3).

1.2.5. Weak Domestic Revenue Mobilization: Fiscal Policy Stance and Debt Sustainability

Higher commodity prices lifted domestic revenue, which, coupled with increased grants, allowed fiscal consol-
idation to be achieved despite higher expenditure. The fiscal accounts were balanced in 2021, after a budget
deficit of 1.2 percent in 2020. Driven by higher social and infrastructure spending, public expenditure increased
from 10.1 percent of GDP in 2020 to 13.1 percent in 2021. Domestic revenue rose from 8.7 percent of GDP in 2020
to 11.2 percent in 2021 and more than offset the increase in expenditure. As shown in Figure 1.10, higher revenue
was driven by the strong performance of income and value-added tax collection as well as non-tax revenue (of
which mining revenue accounts for 30 percent), estimated at 3.2 percent of GDP in 2021, up from 2.5 percent in
2020. Tax revenue from international trade and excise taxes both remained at about 0.7 percent of GDP despite
the increase in imports in 2021.

Government revenue in the DRC (tax and non-tax revenues), which has been declining since 2012, reflects deep
structural weaknesses in the country’s tax system but showed improvement in 2021 amidst tax-collection
efforts. The DRC has a set of tax instruments that is broadly similar to that of most SSA countries, but outturn is
significantly lower. While revenues in SSA have displayed a marked upward trend since 2010, especially for the
subset of non-oil natural resource exporting countries, they have in contrast declined sharply in the DRC since
2012, from 14.1 percent of GDP in 2014 to 9.0 percent in 2017, only to increase slightly to 11.2 percent of GDP in
2021.This decline is mainly attributable to a steeper drop in tax revenue—from 10.7 percent of GDP in 2014 to 6.9
percent in 2019 and an estimated 8.0 percent in 2021 —although non-tax revenue had also decreased substan-
tially over the same period, from 4.0 percent of GDP in 2012 to 2.4 percent in 2020 before improving to 3.2 percent

5 https://data.worldbank.org/indicator/FX.OWN.TOTL.ZS.
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in 2021 (Figure 1.10). The relative weakness of domestic revenue collection in the DRC is more pronounced for
direct tax revenue than for indirect taxes, although the country also lags behind its peers in the latter. Direct tax-
ation of individuals and firms is not only inefficient but also complex and inequitable, and VAT collection faces
strong administrative challenges.

The Government is invested in undertaking reforms aimed at improving domestic revenue mobilization by
addressing the inefficiency and complexity of the Congolese tax system. A performance assessment of the col-
lection of major taxes has been conducted, including the untapped potential of public revenue collection instru-
ments, the productivity of taxes, and the responsiveness of the tax system as a whole to underlying economic
activity. In an effort to simplify the tax collection process, the Government, supported by technical assistance
from the WB and the IMF, is preparing a revised General Tax Code (“Code General des Imp6ts”), which will incor-
porate the revised draft law on a global personal income tax (PIT) and corporate income tax (CIT). The DRC's
tax potential was estimated at about 11.2 percent of GDP in 2016, amounting to nearly half of that of the other
non-oil resource exporting countries in the SSA. The tax gap in the DRC was estimated at 5.2 percent of GDP in
2013, of which 2.3 percent is attributable to tax expenditures afforded by the government and 2.9 percent reflects
underperformance by tax administrations (Table 1.1). In this context, the tax effort is estimated at 63.4 percent of
the fiscal potential, one of the lowest in the SSA region, where the median tax effort is 75 percent (Figure 1.11).
Further, the Government'’s Strategic Plan for Public Finance Reforms for 2022-2028, published in November 2021,
includes strengthening the tax system to address weaknesses in the content of tax policy and in the capacity of
the tax authorities to act.To achieve this, one of the plan’s objectives is to undertake reforms and actions that will
contribute to increasing internal resources by optimizing revenue mobilization capacities thanks to further reduc-
tions in the fiscal gaps in the main taxes.

Table 1.1: The DRC’sTax Gap Estimates

Total Tax Expenditures Administration
Income taxes 1.3 0.2 1.2
VAT 2.9 1.5 1.5
Excise duties 0.3 0.1 0.2
Tariffs 0.6 0.6 0.0
Total 5.2 2.3 2.9

Source: World Bank Staff estimates (World Bank’s “Tax Gap Analysis in the DRC,” April 2017)

Spending pressures in the past three years have been exacerbated by public health spending linked to the pan-
demic in addition to the President’s ambitious program launched in 2019. Although public spending recorded a
slight decline to 10.1 percent of GDP in 2020 amidst fiscal consolidation efforts, down from 12.9 percent of GDP
in 2019, spending pressure remained high given the President’s program to support infrastructure and social
projects and to address the pandemic. As part of this program, the implementation of the free primary education
initiative—adding 98,000 additional teachers to the payroll in 2020—continued to induce large increases in wage
payments, representing about two-thirds of all domestically financed expenditure. As a result, wages and com-
pensation in the public sector reached 5.3 percent of GDP in 2020, only to begin to decrease slightly to 4.9 percent
of GDP in 2021 (Figure 1.12) in favor of public investment, which stood at 3.5 percent of GDP in 2021 (up from
0.3 percent in 2020). High spending pressure—including social and infrastructure spending—was maintained in
2021, reflected by an increase in public expenditure to 13.1 percent of GDP in 2021.

The DRC's fiscal stance is weakly correlated to the economic cycle. Fiscal policy continues to show some signs
of overheating, given the limited fiscal space, and was far from countercyclical over the period 2005-2018. The
Government's inability to implement a countercyclical policy arises from the lack of policy buffers (low levels
of budget reserves and of foreign currency reserves).® Despite these challenges, the country was able to build

6 World Bank, Democratic Republic of Congo Systematic Country Diagnostic (SCD), June 2017.
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up a fiscal cushion of up to 2.2 percent of GDP—deposited with the banking system—that enabled a smoothing
of the business cycle following the outbreak of the 2015 economic downturn as well as mounting pressures on
spending due to security issues and the financing needs of the electoral process. Achieving fiscal consolidation
in 2021 amidst a pandemic also demonstrated effort to improve the fiscal policy stance.

Figure 1.9: Fiscal performance
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Figure 1.11: Tax effort in the DRC and SSA
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Figure 1.10: Recent evolution of Government
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Figure 1.12: Government expenditure
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Uncertainty around adverse shocks has confirmed the low credibility of the budget execution process, forcing the
government to rely on a Treasury Plan to ensure fiscal sustainability (Table 1.2). The key challenges that continue to
negatively affect the credibility of the DRC's budget process consist of unplanned expenditure, including due to the
ongoing pandemic and the impact of the invasion of Ukraine, the narrow fiscal space, and the weaknesses in the public
financial management system in terms of budget execution. Already based on an overly ambitious revenue target
and unrealistic macroeconomic environment, spending under the 2020 budget was revised downwards from 20.2
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percent of GDP to 11.5 percent, reflecting delays in revenue reforms and revenue forgone due to measures to contain
the spread of COVID-19. Low budget credibility systematically results from overly optimistic revenue projections and
discretionary payments, mainly due to political pressure to overspend and excessive use of exceptional procedures
in the expenditure chain. These factors explain either budget overruns or underexecution, depending on the sectors.
To overcome this issue and ensure fiscal sustainability, the government has taken important steps to follow aTreasury
Plan that prioritizes a “cash-available” fiscal policy even if it deviates from the voted budget. This was consistent with
the zero central bank financing agreed under the MoU signed between the Ministers of Finance and Budget and the
BCC.To comply with the country’s legal regulations on budget amendments, the Government has often requested a
budget revision from Parliament.This request is often made late in the fiscal year, leaving no time for implementation.
In this regard, the 2021 budget (initially estimated at CDF 14,620.5 billion), which was revised upward (a 13.6 percent
increase), was submitted to Parliament despite an execution rate below 90 percent by end-December 2021.The revised
budget was enacted ex post only at the end of December 2021.

Table 1.2: Central Government budget, in percent of GDP, 2019-2022

2019 2020 budget 2021 budget
Real. Voted  Revised Real. Voted  Revised Est.
Revenue and grants 10.2 19.7 10.2 9.0 1.5 13.7 13.8 15.9
Revenue 9.4 16.7 7.8 8.7 9.3 1.3 1.2 13.9
Tax revenues 6.8 12.1 5.5 6.2 6.9 8.4 8.1 10.1
Non-tax revenues 2.6 4.6 24 24 2.5 2.9 3.2 3.8
Grants 0.8 3.0 24 0.2 2.1 2.4 2.6 2.0
Projects grants 0.8 2.0 1.9 0.0 1.8 1.5 2.5 1.5
Program grants 0.0 0.9 0.4 0.2 0.3 0.9 0.1 0.5
Total expenditure 12.8 20.2 11.5 10.4 13.1 14.9 14.8 18.1
Current expenditure 10.4 12.7 8.7 9.9 9.1 9.6 9.6 1.3
Wages and salaries 4.3 5.6 5.3 5.3 4.6 5.0 4.8 5.2
Others current exp. 6.1 71 3.5 4.7 4.4 4.6 4.7 6.1
Capital expenditure 2.2 71 2.7 0.3 3.8 5.0 4.9 6.1
Externally financed 1.3 2.6 2.3 0.1 2.4 2.4 4.0 2.3
Domestically financed 0.9 4.5 04 0.3 1.4 2.6 0.9 3.7
Exceptional expenditure 0.2 0.4 0.1 0.1 0.2 0.3 0.3 0.7
Net lending 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Overall balance (commitment -2.7 -0.6 -1.3 -1.4 -1.6 -1.1 -1.0 -2.2
basis)
Change in domestic arrears 0.8 0.0 0.0 0.5 0.0 0.0 -0.5 0.0
Overall balance (cash basis) -1.8 -0.6 -1.3 -0.9 -1.6 -1.1 -1.5 -2.2
Financing 1.8 0.6 1.3 0.8 1.6 1.1 2.0 2.2
External financing (net) 0.1 0.2 1.0 0.5 1.4 1.2 3.5 2.2
Project/budget loans 0.5 0.6 1.1 0.9 14 1.8 2.6 2.7
Amortization -0.4 -0.4 -0.1 -0.4 0.0 -0.6 -0.4 -0.5
Domestic financing (net) 1.3 0.4 0.4 0.2 0.2 0.1 -1.5 0.0
Central Bank 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Treasury bills 0.0 0.4 0.4 0.0 0.2 0.0 0.0 0.2
Financing gap -0.5 0.0 0.0 -0.2 0.0 0.2 0.5 0.0

Source: DRC Ministry of Budget, IMF and World Bank staff calculations.
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According to the December 2021 debt sustainability analysis (DSA), the DRC’s debt is sustainable and its risk of
external and public debt distress remains moderate, with some space to absorb shocks. Generally, all external debt
is owed or guaranteed by the Government. With improved access to external financing, external debt is expected
to increase to 16.5 percent of GDP in 2021, driven, among other factors, by the IMF's emergency assistance and the
budgetary use of part of the SDR allocation. The present value of the external debt is estimated at 12.7 percent of
GDP and reflects the extent of concessional debt, which is projected to remain broadly unchanged given the pru-
dent non-concessional borrowing limit (an FY21 and FY22 SDFP PPA). Despite higher debt issuance and temporarily
larger fiscal deficits, partly reflecting large investment needs financed by budget support, the medium-term trajectory
of external and public debt, supported by the stronger macroeconomic outlook, does not elicit debt sustainability
concerns. However, several external debt ratios breach their thresholds under the most extreme shock scenario of
lower nominal exports, reflecting the DRC’s vulnerability to commodity price volatility (Figure 1.13). Due to threshold
breaches under the stress tests, both external and overall public debt are at moderate risk of debt distress.

Figure 1.13: DRC: Debt sustainability analysis (DSA), 2021-2031
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Public debt, including the debt of Gecamines and Sicomines, is low at 22.8 percent of GDP. About half of the public
external debt is owed to official creditors. Domestic debt relative to GDP remains unchanged in 2021, with the increase
in nominal CDF terms mostly reflecting domestic arrears (Annex 4) and the recording of bank loans under the now
phased-out CREDOC (“Crédit Documentaire”), a scheme which used the BCC's deposits as guarantees for central gov-
ernment loans. A profile of the debt holders is shown inTable 1.4.7 Sicomines owns about 40 percent of external debt
for mining and infrastructure projects, which is to be repaid with dividends over 10 and 15 years, respectively. Public
and publicly guaranteed (PPG) external and domestic debt covers the debt contracted and guaranteed by the central
government, the BCC, and a portion of SOEs, while efforts to improve data coverage are ongoing. Because data on
all SOEs’ debt is not available to date, the WB has included as part of its PPA under the SDFP framework the need to
publish debt data for strategic SOEs in FY22 (it was agreed with the IMF that data on the debt of MIBA and SNEL, in
addition to Gecamines, be included in the Q42021 quarterly bulletin) and expanded to additional SOEs in FY23. SOE
debt, when not captured under PPG, is still taken into account by debt sustainability analysis as part of the parameters
for contingent liability shocks for the tailored stress test.

7 The deferred debt service under the Debt Service Suspension Initiative (DSSI) is estimated at USD 309.2 million between May and
December 2020 and USD 279.3 million between January and June 2021.
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Table 1.3: DRC: Public debt and debt service by creditor, 2020-22

Debt Stock Debt Service
2020 2020 2021 2022 2020 2021 2022
(in M US$)  (Percent total debt) (Percent GDP) (in M US$) (Percent GDP)
Total 11,2331 231 5729 9746 1,203.9 12 17 20
External 73957 65.8 15.2 4276 5123 618.6 09 09 10
Multilateral creditors 2,429.8 216 5.0 87.1 1429 165.6 0.2 03 03
IMF 273 0.2 0.1
World Bank 1,501.8 134 3.1
AfDB (incl. African Development Fund) 368.7 33 0.8
Other Multilaterals 5319 47 11
o/w: European Investment Bank 745 0.7 0.2
Arab Bank for Economic Development in Africa 36.8 03 0.1
Bilateral creditors 3,826.0 341 79 2609 3183 3776 0.5 06 0.6
Paris Club 612 0.5 0.1 11.6 10.1 185 0.0 0.0 0.0
o/w: France 61.0 0.5 0.1
Brazil 02 0.0 0.0
Non-Paris Club 3,764.8 335 77 46.8 413 92.1 0.1 0.1 0.2
o/w: Exim Bank of China 3,254.7 29.0 6.7
Exim Bank India 164.2 15 03
Bonds - - - - - - - - -
Commercial creditors 1,139.9 10.1 23 68.9 237 758 0.1 0.0 0.1
o/w: FG Hemisphere 93.2 0.8 0.2
Financial Investment Holding 452 04 0.1
Other international creditors - B - - = - - = B
Domestic 38374 342 79 1453 4623 5853 03 0.8 1.0
o/w: T-Bills 55.0 0.5 0.1 n/a n/a n/a n/a n/a n/a
o/w: Loans 2418 22 0.5 n/a n/a n/a n/a n/a n/a
Memo items:
Collateralized debt 26414 235 54
Contingent liabilities? n/a n/a n/a
o/w: Public guarantees n/a n/a n/a
o/w: Other explicit contingent liabilities n/a n/a n/a
Nominal GDP 48,707 48,707 56,301 61,284

1/ As reported by Country authorities according to their classification of creditors, including by official and commercial. Debt coverage is the same as the DSA, except for the government's guaranteed debt.
2/ Data could not be confirmed with the authorities during the mission.

1.3. Poverty and Increased Vulnerability (Social and Human Capital)

1.3.1. Impact on Poverty and Food Insecurity

The DRC has the third-largest population of poor globally and poverty remains pervasive. The number of poor is
increasing due to high population growth and subdued economic growth. While the poverty rate has declined
since 2005, the number of poor has increased—by about 1.5 million every year. With a population growth rate
of more than 3 percent and a fertility rate of 6.2 children per woman,® recent economic growth has been insuffi-
cient to reduce poverty, as illustrated by the decline in per capita GDP and wealth. Sixty million Congolese live in
extreme poverty, which equates to about 14 percent of the people living in extreme poverty in SSA.° If this trend
continues, the DRC will have the second-largest population of poor globally by 2030, after Nigeria."

The shocks related to COVID-19 have had adverse social and economic impacts, aggravating the country’s wide-
spread poverty level and existing vulnerability. Significant geographical disparities exist between provinces,
with extreme poverty concentrated in central and northwestern provinces. In terms the number of extreme poor,
the DRC is second among SSA countries only to Nigeria. Despite some improvements in recent years, social

8 Institut National des Statistiques (INS), Enquéte par grappes a indicateurs multiples, 2017-2018, rapport de résultats de I'enquéte.
Kinshasa, République Démocratique du Congo.

9 World Bank, 2018: DRC Country Diagnostic: Policy Priorities for Poverty Reduction and Shared Prosperity in a Post-Conflict Country
and Fragile State, Report No. 112733-ZR, March.

10 World Data Lab Projections, 2021.
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and human development indicators remain weak: in 2020, infant mortality was 63.8 per 1000 live births, higher
than the SSA average of 50.3, while an HCI of 0.37 is among the lowest of SSA countries. The adverse effects of
the pandemic explain the poverty increase in 2020 due to lower labor and non-labor incomes and disruptions in
goods and services markets and in health and education services. The apparent upshot is that poverty and food
insecurity have been exacerbated and vulnerability has increased. Results presented in the following subsec-
tions are mainly based on high-frequency phone surveys (HFPS) implemented in Kinshasa, in Eastern DRC (Beni,
Bunia, Goma and Lubero), and in Kasai and Central Kasai (see Box 1).

Box 1: High-frequency phone surveys (HFPS) among households in the DRC

To explore the effects of the COVID-19 pandemic on households, HFPS have been conducted in Kinshasa,
Kasai and Central Kasai and in Eastern DRC.

Kinshasa. The subsample surveyed was derived from a panel of 1,596 households drawn from the sample
of the survey on the living conditions of households in Kinshasa conducted in 2018. These households were
chosen according to the quota methods to respect the representativeness of households in the city. Six rounds
of surveys were conducted from June to December 2020.

Kasai and Central Kasai. To monitor the effect of COVID-19 on households in the DRC, the National Institute
of Statistics inserted a light section on employment in the monthly mVAM surveys conducted by the WFP in
Kasai and Central Kasai.The survey captured WFP actions across a sample of 1,000 households from the list of
WEFP beneficiary households.

Eastern DRC. The DRC Crisis Observatory has conducted surveys every five to nine weeks since May 2020
among poor populations residing in urban and peri-urban areas. In the absence of a recent country-wide
household survey, the DRC Crisis Observatory, jointly with the Université Libre des Pays des Grands Lacs
(ULPGL), used the extensive databases of beneficiaries and eligible candidates of the ongoing Eastern DRC
Social Protection Program managed by the Fonds Social de la RDC (FSRDC) across Ituri and North Kivu to
reach particularly vulnerable populations. The Social Protection Program was open to all individuals aged
18 and above who were willing to carry out community works for a stipend of USD 3 per day. Beneficiaries
were selected through public lotteries. The low daily stipend ensured self-selection of the poor and vulnerable
populations into this project. Upon arrival at the lottery location, the eligible population’s phone numbers
were collected as part of the registration survey. As a result, the HFPS gathered a pool of poor and vulnerable
respondents from urban and peri-urban areas in Eastern DRC.

Pandemic-related job losses resulted in a decline in labor income, exacerbated by a drop in non-labor income.
In Kinshasa, over 10 percent of household members lost their jobs in the aftermath of the COVID-19 outbreak,
although these losses declined as pandemic-related restrictions were lifted towards the end of 2020. In Eastern
DRC, nearly one quarter of respondents reported in June 2020 having lost their job since the outbreak of the
pandemic in March, which undoubtedly resulted in a loss of income. In Eastern DRC, where the main source of
income is agriculture, livestock, and fishing activity, household income also declined significantly in the after-
math of the COVID-19 outbreak.The proportion of Kinshasa households receiving remittances dropped from 24.3
percent pre-COVID to 16.3 percent in March-April 2020, with both the amounts and frequency of remittance
receipts falling. In the aftermath of the pandemic, half of households in Eastern DRC reported falls in transfers
from abroad, while more than 80 percent reported the same decline in family transfers from within the country.

The decline in income following job losses and higher prices led to increases in poverty and food insecurity
and hunger. The combination of lower incomes and higher inflation, including in food prices, also led to an
increase in food insecurity, especially given the country’s high reliance on imports to meet its food needs. Of the
households surveyed in Kinshasa, 91.5 percent reported having reduced their non-food expenditures, while 85
percent reported reducing their food consumption because of the pandemic. In Eastern DRC, severe food inse-
curity remains high, at 63 percent in November/December 2020. It stands at 72.4 percent among the forcibly dis-
placed. In Kasai and Central Kasai, 87 percent of households faced food insecurity in October 2020. Vulnerability
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is thus intensified in a country where this is likely to conceal hidden hunger, leading to severe malnutrition.
The rate of chronic malnutrition (stunting) is over 40 percent, which is very high according to WHO standards.™
While inflation decelerated in 2021, the economic consequences of the war in Ukraine and associated sanctions,
via rising global food costs and higher oil prices, could exert strong pressure on inflation and on households’
consumption,’? raising the burden on expenditures by up to 15 percent and subsequently reducing private con-
sumption growth. Thus, social risks from the shock remain high for a largely poor (72 percent) and food inse-
cure (69 percent) population. All these shocks could further compromise already low human capital, with lasting
effects on children’s cognitive and socioemotional development.

Despite robust economic growth and moderate inflation, poverty reduction has been elusive as the benefits
from growth are yet to be more widely shared. Preliminary estimates put poverty at 72.1 percent in 2021, a
0.8 percentage point decrease from 2020 and a reversal of the trend in 2021 thanks to favorable economic pro-
spects. As a result, and assuming a favorable economic outlook, extreme poverty is projected to decrease by
2.8 percentage points by 2024 despite the lasting adverse effect of the pandemic, high population growth, and
the Russian invasion (Figure 1.14).

Figure 1.14: Actual and projected extreme poverty rates and real GDP per capital
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Source: World Bank (2021): Macro Poverty Outlook, Spring Meeting April 2022.

The inflation expected to result from higher food and oil prices due to the invasion of Ukraine could exacerbate
the vulnerability of the poor. Higher imported food and oil prices are likely to exert strong pressure on inflation,
exacerbating the vulnerability of the urban poor, who are large consumers of cereals, bread, and transport serv-
ices (cereals and transport expenses alone represent 8.3 percent and 2.7 percent of households’ consumption
basket, respectively). Persistently higher food and energy prices could raise the average inflation rate by 2 to
3.3 percentage points. Given that cereals and transport expenses together represent 11 percent of households’
consumption basket, higher prices could lower their purchasing power by 4 to 9 percentage points and weigh up
to 20 percent in the consumption basket. This could exacerbate the vulnerability of the poor. Higher oil prices offer
some fiscal upside (oil revenues could rise by up to 0.3 percent of GDP), but it would remain too small to offset the

11 Adoho, F. M., Batana, Y. M., Nokho, C., Asfaw, M. A., and Viboudoulou Vilpoux, M. E. (2018), Understanding Hunger and Malnutrition
in DRC’s Livelihood Zones, Washington D.C.: World Bank Group.

12 DRC imports 60 percent of its wheat from Ukraine and Russia, which account for 9 percent of food imports.
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cost of inflation. In the current environment, the Government is likely to keep fuel prices low to limit the impact on
the poorest and avoid social upheaval. It could only implement slow and gradual fuel price adjustments in a trans-
parent way (and by communicating to the public) while rolling out targeted social transfers. The authorities are
subsidizing some of the oil price increases and have started to explore options with the support of the WB and the
IMF to provide targeted social transfers in order to alleviate the burden on the most-affected households.

1.3.2. Impact on Vulnerability through Health and Education Services and Gender Disparity

Health vulnerability during the pandemic was exacerbated mainly in terms of accessibility and affordability. The
COVID-19 pandemic amplified the DRC's existing economic vulnerabilities to external shocks, further exposing its
weak health sector and social protection system. Strengthening the healthcare system remains a key challenge
as the country continues to address both COVID-19 and Ebola outbreaks. Access to health services was disrupted
in the city of Kinshasa. At the start of the pandemic, the Government authorized exemptions from all taxes and
duties on imports and sales of pharmaceutical inputs and products to avoid a massive shortage of drugs in the
country, thus easing pressure on the supply of drugs. As a result, from March to November 2020, less than 12
percent of households reported being unable to access drugs because of stock shortages (Figure 1.15). Despite
the pandemic, tropical diseases such as malaria were predominant in surveys responses by households in
Kinshasa. From March to November, around 45 percent of households reported needing access to medical care.
Among households in need of medical care, a growing proportion of households could not access treatment. At
the onset of the public health crisis, less than 15 percent of households in need reported being unable to access
medical care (90 percent of which for financial reasons, the remaining 10% due to the unavailability of healthcare
practitioners). Due to the household income losses caused by the pandemic, the percentage of households that
could not afford health services increased to 27 percent in October 2020.

Figure 1.15: Disruption in health service delivery in Kinshasa, 2020
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Source: World Bank staff calculations based on rounds 1 to 6 of the Kinshasa HFPS, INS.

Disruptions in basic service provision due to COVID-19 were mostly observed in the education sector, due to
insufficient tools to access remote learning. Schools and universities have been closed twice because of the pan-
demic—from March 19 to August 3, 2020 for end-of-cycle classes (to October 12 for all other classes) and from
mid-December, 2020 to February 22, 2021. While the Ministry of Education (MEPST) has launched several remote
learning initiatives since the onset of the pandemic, with support from development partners, limited access to
internet, television, and radio across the country constrain the number of students reached. Results from the
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HFPS show that children from almost half of Kinshasa households surveyed did not receive education services
from March to July, 2020. In Eastern DRC, only 14.4 percent of households surveyed reported having school
children engaged in remote learning activities during school closures. Even when schools have been open, many
have struggled to put in place effective COVID-19 prevention measures due to limited basic infrastructure, and
several schools have been affected by teacher absenteeism and teacher strikes. Despite a slight recovery, the
pandemic may have long-lasting effects on the poor and vulnerable, with school closures and income losses
leading to children dropping out of school and food insecurity affecting nutrition and stunting.

Negative income effects and disruptions to markets and basic service provision are likely to lead to increased
inequality and widen gender disparity. Figure 1.16 shows how the poorest household quintiles seem to have
been the most affected by food insecurity after the onset of the COVID-19 pandemic. There is also some gender
inequality, with close to 17 percent of female-headed households not having worked due to lack of work oppor-
tunities compared with 11 percent among male heads. Furthermore, 15 percent of female-headed households
have seen household members lose their job after the onset of the pandemic, compared with 9 percent for male-
headed households (Figure 1.16-A). In Kinshasa, female-headed households are more affected by COVID-19 than
male-headed households, more than 41 percent of the former having reduced the frequency of meals compared
with 36 percent among the latter.

Figure 1.16: The vulnerability of Kinshasa households after the onset of the pandemic
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2.1. Economic Outlook and Persistent Challenges

The favorable terms-of-trade shock and increased mining production will continue to drive economic growth beyond
its pre-crisis path in 2022 (Figure 2.1). GDP growth is estimated to accelerate to 6.0 percent in 2022 and 6.4 percent in
2023 (Table 2.1). The mining sector is expected to expand further in 2022 and pick up pace out to 2024, as Kamoa-Kakula,
which aims to become the second-largest copper mine in the world, enters its second phase of production in late 2022.
Mining sector growth may average 9.3 percent in 2021-24, fueled by continued expansion in domestic mining production
and favorable commodity prices, especially copper and cobalt prices. Agricultural production is also projected to record
more sustained growth, but to a much lesser degree in comparison with other sectors due to persistent market accessi-
bility problems. Increased resources from the mining sector, together with political stability, the removal of the remaining
COVID-related restrictions, and improved regulation in the telecommunications sector will boost services sectors, which
will be among the main growth drivers. On the expenditure side, an improvement in the regulatory environment, espe-
cially in the telecommunications sector, may also have a positive effect on investment and consumption and yield consid-
erable growth gains.

Figure 2.1: Growth path before and after COVID-19
(Percent)
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Source: DRC authorities and WBG estimates.

Table 2.1: Key macroeconomic outlook indicators

2019 2020 2021 2022 2023 2024
Real GDP growth, at constant market prices 4.4 1.7 5.7 6.0 6.4 6.1
Inflation (consumer price index, avg) 4.7 11.2 9.1 9.5 7.0 6.0
Current account balance (% of GDP) -3.4 -2.2 -1.0 0.1 -0.5 -0.8
Fiscal balance (% of GDP) -2.0 -1.2 0.0 -2.7 -1.6 -1.1
Primary balance (% of GDP) -1.8 -1.0 0.2 -2.2 -1.1 -1.1

Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Investment Global Practice
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The external position is projected to improve despite the impact of the war in Ukraine on oil and food prices,
while vulnerability in the level of foreign reserves may persist. On the back of higher prices for metals and
increased production, the current account balance is projected to improve further in 2022 and post a small sur-
plus estimated at 0.1 percent of GDP. Despite being a small oil producer, the DRC is a net importer of petroleum
and petroleum products (the DRC exports crude oil and imports refined fuels) and therefore will see its import
bill increase due to higher oil prices. The DRC also imports wheat, wheat flour, and bakery products, albeit in
small amounts (estimated at around USD 129 million or 0.2 percent of GDP in 2021). Together, higher oil and
wheat prices are expected to weaken the balance of payments by about 0.7 to 1.2 percent of GDP, depending on
price increase scenarios.’® However, the prices of the metals and minerals the DRC exports—especially cobalt,
a key component in the rechargeable batteries required for electric vehicles—have also increased. Overall, the
DRC has faced a positive terms-of-trade shock. The economic consequences of the Russian invasion and asso-
ciated sanctions, through rising global food and oil prices, could exert strong pressure on inflation (Annex 5).
Inflation is expected to accelerate due to higher grain and fuel prices (increasing the average annual inflation rate
by between 1.9 and 3.3 percentage points), exacerbating the vulnerability of the poor. Nevertheless, pressures
are likely to be mitigated by a strong external position that will support a stable to appreciating currency, as well
as potential support from the Government through explicit or implicit subsidies. Monetary policy has space to
tighten further, if necessary, although given the external nature of the shock, allowing some exchange rate appre-
ciation may lead to sufficient tightening.The low level of reserves, which cover less than three months of imports,
will remain the main source of vulnerability.

Despite higher mining revenues, the fiscal deficit could widen to about 2.7 percent in 2022, as the government
is likely to cushion the higher oil and food prices. The budget approved by Parliament was revised upward at
the Government’s proposal by about USD 10.7 billion, a 52.2 percent increase from the 2021 budget. The pro-
jections contained in this expansive draft budget assume improvement in commodity prices, macroeconomic
stability, and better control of the COVID-19 pandemic across the world.The 2022 budget envisages using half of
the IMF’s SDR allocation (around USD 750 million) to increase public investment to support the Government's
local development program in 145 territories, while salary bills still constitute a large share of the total budget.
In this context, the deficit is expected to average 1.8 percent of GDP over the period 2022-2024, impacted by
the Government'’s efforts to support development programs and to finance the 2023 election process. Domestic
revenue is projected at over 13 percent of GDP in 2024, owing to the Government'’s efforts to implement tax
reforms, including rationalizing tax expenditures. However, given the prolonged pandemic and delays in the vac-
cine rollout, pressures on expenditure will also remain high, including for the presidential elections planned in
2023.The Government has committed to no BCC financing of the fiscal deficit.

2.2. Risks: Medium to Long Term

The medium-term outlook will continue to be subject to external and internal risks. The DRC economy remains
vulnerable to commodity price movements and the growth performance of its major trading partners, which
could be disturbed by geopolitical conflict and a resurgence of the pandemic.The economy’s growth relies heavily
on the mining industries, while the country’s investment and infrastructure remain weak.The DRC's high product
and market concentration—copper and cobalt account for more than 80 percent of exports, while China absorbs
40 percent of total exports—makes the DRC vulnerable to volatile global commodity prices and demand. In addi-
tion, a prolonged COVID-19 pandemic could delay recovery, dampen growth prospects, widen inequality, and
increase vulnerabilities. New, more virulent and transmissible mutations of the virus are also to be feared along-
side delays in vaccination. Indeed, in the context of an already rudimentary and inefficient healthcare system, the
challenge will be significant with devastating effects on the economy and well-being. Domestically, the political
environment in the DRC has remained vulnerable since President Tshisekedi gained a majority in Parliament to
control policymaking. However, political tensions related to the electoral process, including the timetable, eli-
gibility of candidates, and electoral reforms, could erode the scope for consensus among political parties and
weaken this majority. Continued political uncertainty ahead of the planned 2023 presidential elections could thus

13 Assuming prices increases of between 35 and 60 percent for oil and between 35 and 80 percent for wheat.
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delay reform efforts, constrain private investment, worsen fiscal imbalances, and generate arrears. Due to the
persistence of COVID-19, an economic recession may have more devastating effects than in the past, due to slim
margins for action.™ Continued uncertainty around the pandemic and local and international conflicts represent
important risks to growth and poverty reduction. With the agriculture sector employing over 60 percent of the
working-age population, there is substantial vulnerability to climate change-related risks (flood and drought).
Finally, the DRC’s immediate challenge is to maintain political and macroeconomic stability while stepping up
ongoing reforms to achieve sustainable growth.

2.3. Policy Actions for Macro Stability and Inclusive Growth

Further macroeconomic policy and structural reforms are needed to build the resilience and sustainable cred-
ibility of the macroeconomic environment. Based on improved fundamentals and the government’s prudent
policy stance and commitment to implementing reforms, the macroeconomic environment has proven to be
more stable in the past two years despite the ongoing local and international challenges. Monetization of the
fiscal deficit by the BCC, which had resumed in 2020 due to the pandemic, has stopped. In late 2019, the BCC
issued local currency-denominated T-bonds to deepen domestic government debt markets, increase options for
deficit financing, and relax the cash-based management of the budget. The Government has been following a
cash budget plan that has restricted deficits to what the Government can raise through T-bonds and interna-
tional grants and (mostly) concessional loans.The BCC has been pursuing an adequate monetary policy that has
brought about declining inflation, a stable currency, and overall macroeconomic stability, and is now in a posi-
tion to pursue expansionary policies if needed. The government has improved both tax and non-tax revenue col-
lection, paving the way for fiscal consolidation in 2021 despite rising pressure on social and public infrastructure
spending. These developments, together with prudent borrowing largely on concessional terms, have resulted
in stable debt ratios. With a view to economic transformation and inclusive growth, reinforcing stability in the
macroeconomic environment and ensuring its sustainability are prerequisites to meaningfully reducing risks and
strengthening incentives for investment and growth. In addition, structural reforms could result in the creation of
a supportive policy and regulatory environment that attracts private investment.

The DRC must implement measures across varying time horizons to address the consequences of the current
challenges and withstand similar shocks sustainably in the future. Policies for building resilience into the mac-
roeconomic environment should remain in line with the key SCD recommendations (2017) to consolidate the
socio-economic gains achieved in recent years:

= Enhancing fiscal policy and strengthening PFM by rebalancing government spending toward social sectors
and productive infrastructure and creating fiscal space through enhanced domestic revenue mobilization.
This is critical to build a macroeconomic environment favorable to the poor and conducive to private sector-
led growth. The core weaknesses of the DRC’s tax system have been identified through several studies and
were highlighted during the National Forum on the Reform of theTax System held in September 2017. Actions
to address these weaknesses in the DRC's tax system should include: (i) simplification, rationalization, and
modernization of direct taxes by revising the structure of the PIT and introducing a CIT in line with interna-
tional best practices; (ii) reduction and closer monitoring of tax exemptions; (iii) improvement of VAT and CIT
efficiency, (iv) further rationalization and reduction in the number of non-tax instruments, parafiscal levies,
and excise duties collected at the central and decentralized level; and (v) extension of the computerization
of tax administrations and strengthening internal controls and external audits of revenue administrations.
To address the above recommendations, the Ministry of finance has drafted a revised new global tax law
for PIT and CIT with technical assistance provided by the WB, although this global tax system will require a
strong administrative capacity to implement. It is also currently working with the WB on preparing a new Tax
Code.The WB ENCORE Project (Enhancing Collection of Revenue and Expenditure Management), approved
in December 2021, will also help strengthen PFM. In addition, the Government’s Strategic Plan for Public

14 Since 2006, the year following elections has always been accompanied by a slowdown in economic growth in the DRC.



Economic And Social Outlook: Challenges And Risks

Finance Reforms (2022-2028) aims to improve efficiency of public expenditure to support the rebalancing of
government spending toward social sectors and productive infrastructure.

Pursuing macro-prudential and countercyclical policies would reinforce the ailing banking and financial
sector for effective monetary policy. The successful experiences of countries that have faced crises have
shown the need to pursue macro-prudential policies in good times, while continuously strengthening the
domestic financial system, and to implement timely countercyclical macro-policies.

Maintaining exchange rate stability and gradually de-dollarizing the economy are critical to strengthening
the DRC’s macroeconomic resilience. Maintaining exchange rate stability will require strengthening the cred-
ibility of the BCC to deliver price stability as its primary objective and introduce greater exchange rate flexi-
bility. This will also require improvements in the efficiency of the issuance of government securities in terms
of financing and liquidity management tools in the banking sector, which are prerequisites for an effective
monetary policy. Efforts to gradually de-dollarize the economy by inducing greater holdings and day-to-day
use of the Congolese Franc will facilitate stronger transmission of monetary policy changes to the domestic
economy.

Looking for options to build up foreign currency reserves to cover several months of imports of basic goods
by: (i) curbing financing of Government expenditure through reserves; (ii) stopping the BCC'’s collateral prac-
tice of holding foreign currency deposits at commercial banks; (iii) requiring commercial banks to meet re-
serve requirements in the currency of the deposit, that is, reserve requirements on foreign currency deposits
to be made up of foreign currency and those on local currency (CDF) to be made up of CDFE

In the context of the pandemic, inclusive growth will also hinge on strengthening the health and social protec-
tion systems, as well as improving connectivity and digital development. Indeed, the pandemic risk remains,
with its accentuating effect on income inequality. The Congolese health system is fundamentally sensitive to
financial incentives: without an income, it is difficult to access healthcare. Therefore, it is immediately important
to channel resources to health infrastructure (or the health system as a whole), which currently lacks the ability
to address a real crisis in the context of COVID-19 (the DRC's health system was already weakened by multiple
pandemics such as Ebola and cholera). More broadly, it is essential to build health system resilience and to accel-
erate safety net reforms, urgently targeting health zones at high risk of food insecurity. Finally, inclusive growth
can only be achieved through improved human capital by ensuring continuity in education via digital develop-
ment and connectivity for all.
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uwk® Digital Inclusion For Equitable Growth

The COVID-19 pandemic brought major disruption to economic activity while boosting the use of digital technology.
The pandemic and its associated austerity measures had direct effects on economic activity. Beyond the devastating toll
on human health, the DRC economy was hit by significant turmoil through simultaneous demand and supply shocks,
fueled by a fall in consumer confidence and a tightening of financial conditions. The peaks of each wave coincided with
business closures or bankruptcies. According to the Fédération des entreprises au Congo (FEC, the DRC corporation
association) and the Elan DRC survey (2021), about 91 percent of businesses were affected by COVID-19. In the second
wave, nearly 30 percent of business leaders reported deteriorating business conditions.’ The stagflation observed in
the first half of 2020 was contained thanks to a prudent fiscal policy based on zero monetary financing of the fiscal
deficit and an increase in supply due to the containment of workers on copper production sites. In addition, the crisis
boosted the use of digital technology (work from home, e-commerce, e-banking, and online media and entertainment),
leading to a twofold increase in megabits provided by mobile phone operators between 2019 and 2020 (Figure 3.1).
However, the gains from digital development have been limited by lack of access to information technology. In fact,
connectivity issues, including low access to technology and devices and high costs, constrained the potential for riding
the technological innovation wave and widened the digital divide.

Figure 3.1: Evolution of megabit consumption
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Source: DRC authorities (megabit consumption), data as of December 31, 2021.

While the COVID-19 pandemic has boosted the digital transformation, it has also exposed a stark digital divide in
many countries around the world, including in the DRC. Global internet traffic surged during the pandemic, which
increased pressure on infrastructure and systems tasked with accommodating the increased broadband flows. In the
United States and Ghana, for example, demand for data increased by around 40 percent due to lockdown measures
and increased reliance on work-from-home arrangements and distance learning applications. In the DRC, the extent of
the pandemic’s impact on the use of digital services is still unclear. Preliminary estimates show that the share of the
telecommunications sector in total sectors increased from 4.6 percent in 2019 to 5.9 percent in 2020 (about a thirty per-
cent increase) and to 6.5 percent in 2021, with the sector’s contribution to growth jumping in 2020 (from 0.3 percentage
points in 2019 to 1.4 in 2020, albeit then decelerating to 1 percentage point in 2021). Data for 2020 collected by ARPTC
and the BCC indicate that access to mobile internet and mobile money did not change significantly between 2019 and

15 Elan RDC et FEC Impact de la COVID-19 (https://rdccovidbusinesssurvey.com/27022021 EIU_ELAN_CovidReport_FR.pdf). Among business
leaders surveyed, 44 percent reported “deteriorating working conditions” as the main factor in this deterioration, while 76 percent reported
that their company was experiencing supply chain problems.
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2020. In contrast, the volume of mobile money transactions increased by 41 percent in the same period. This
means that those who use digital services have increased their usage, while a similar share of the population
remains underserved, thus further deepening the gap between users and non-users.

The need for digital technology is pressing, but it remains to be seen whether the DRC will seize this opportunity
to accelerate its digital transformation. The WB'’s Global Digital Development Policy Response Database, a data
repository representing a non-exhaustive subset of responses observed during the pandemic, indicates that the
DRC implemented very few actions to respond to the need for increased digital capabilities during this time.'® In
particular, the same barriers that prevented digital development before the pandemic have continued to hamper
the pace of technology adoption during the COVID-19 crisis. Incongruous backbone infrastructure, the high cost
of connectivity, and outdated regulatory frameworks likely slowed down any potential acceleration from the
COVID-19-induced boost to digital transformation. Yet, a few digital entrepreneurs have seized the moment to
offer digital services adapted to the crisis. Consumption patterns are starting to change, for example, with e-com-
merce and delivery services such asTinda/E-mart, which have seen an increase in demand."”

Strengthening digital connectivity in the DRC would significantly boost GDP growth and job creation. The DRC needs
better and faster broadband service and more broadband coverage to drive economic growth and job creation and
realize the potential of the digital economy and digital trade. A study by Research ICT Solutions published in March
20228 showed that 10-percent higher broadband penetration in the DRC would lead to an additional USD 1.2 billion in
GDP growth, corresponded to about 2.5 percent of GDP. It would also generate close to 700,000 jobs and provide pro-
ductivity gains of about 2.46 percent,’ while providing an additional USD 93 million in tax revenue per year.

Where fixed broadband is limited, as is the case in the DRC, mobile connectivity drives productivity improve-
ments in the economy, promotes digital inclusion, and helps bridge the digital divide. Expanding access to
mobile services has transformed economies, accelerating growth and development in countries around the
world. The effects of mobile connectivity on the economy are largely diffused through its impact on productivity.
Improved connectivity is likely to improve communications and trade within the economy, which also enhances
a country’'s attractiveness for foreign investment. It may also facilitate the development of tourism and allow
businesses to access a larger pool of labor. Considering the DRC’s limited fixed broadband coverage—Iless than
1.4 out of every 100,000 people have a fixed broadband subscription?>—mobile networks have a central role to
play in the development of digital inclusion due to their lower installation costs. Mobile services can improve
digital inclusion in the economy by promoting equal opportunities and access to information. The DRC’s large
rural communities, which represent 57 percent of the population, could benefit from greater access to knowledge
and the digital knowledge and the digital economy. Mobile technologies also remove other barriers to accessing
broadband services, such as the need for a permanent address, the cost of owning a PC or laptop, and access
to a bank account. In 2016, only 6.2 percent of households in the DRC used the internet. Increased availability of
mobile broadband services will therefore be essential to expand access to internet services.

Cellphones have proven to be an important transformative technology, opening up access to innovative mobile
services and applications in key social sectors such as health and education and reaching underserved popu-
lations. Mobile technologies enable more efficient public services and improve access to health and education
services for remote and underserved populations. Their portability, traceability, and affordable digital technology
enable them to deliver a wide range of highly customizable services to a large number of people. Mobile health
applications (mHealth) can improve service delivery, by providing distribution channels for public health informa-
tion, simplifying healthcare administration and data management, and even facilitating real-time management

16 In fact, the Global Digital Development Policy Response Database lists only one response implemented by Vodafone, which decided
to offer special fees for mobile money transactions.

17 See the World Bank DRC Digital Economy Assessment for a detailed account of the digital ecosystem and how the COVID-19 pan-
demic affected the development of digital services in e-commerce, e-health, EdTech, or AgTech.

18 Stork, C. and Esselaar, S. Research ICT Solutions (RIS), March 2022, D.R. Congo: ICT Sector Specific Taxes vs Economic Growth.
19 Source: ITU, Feb. 2022.
20 WODI, World Bank DataBank.
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of the sector’s supply chains.?" In many countries, including the DRC, mobile phone-based healthcare has already
proven to be effective in reaching rural patients who are unable to travel to tertiary care centers in urban areas
and in offering video consultations through mobile broadband, making healthcare accessible to these under-
served people.??2 Moreover, mobile learning or teaching (mLearning) offers the possibility of reducing inequal-
ities in the school system by increasing access to learning materials, improving literacy, and reducing school
dropout rates. In recent years, the DRC has made significant progress in increasing access to education, with
primary school enrollment almost tripling over the past two decades and literacy rates improving significantly.?
Continued improvement in literacy rates will be key to fulfilling the DRC’s national development strategy, par-
ticularly in the context of improving human capital and economic diversification. Mobile telephony can play an
important role in this transformation and has already proven to be a potential vehicle for literacy in emerging
economies by enabling the acquisition of reading skills and facilitating access to written materials.

Mobile money can also expand access to financial services, providing low-income people with a safe, accessible,
and convenient way to manage their finances. Mobile money services have the power to transform financial
systems and encourage the transition to a less cash-dependent economy. They can provide affordable financial
services to low-income users and ensure the security, reliability, and convenience of financial transactions for
people without access to traditional financial services. In addition, the digitization of payments in collaboration
with mobile money providers could generate significant gains for public finances. Electronic payments improve
the transparency of transactions and thus reduce the amount of uncollected taxes within the informal economy,
which would be beneficial for the Government'’s fiscal position.4

3.1. Digital Accessibility: State of Connectivity and Potential
3.1.1. Overview of the DRC’s Digital Status Relative to Other Countries

Key indicators of the digital economy in the DRC are among the lowest of its African peers and in the world. In
2019, the ratio of mobile cellular subscriptions per 100 inhabitants was only 42.8, one of the lowest in the world
and less than half the SSA average (92.1, according to the International Telecommunications Union). Low access
to mobile phones underscores the country’s vulnerability in terms not only of weak digital access, but also of con-
nectivity and marginalization. It has also constrained the use of mobile internet, with the penetration of mobile
internet subscriptions being only 22 per cent in 2021, including significant inequality in access between prov-
inces. Usage statistics are mixed: The DRC seems to have benefited from the expansion of digital financial serv-
ices (DFS), with 21.7 percent of the population using digital payments in 2017;2° on the other hand, other types of
usage, such as e-commerce or social media, remain low. Affordability of internet services is a major constraint.
The cost of 1.5 GB of data was USD 14 in 2020, or a staggering 32.2 percent of the average monthly income per
capita in the DRC, whereas 45 countries in Africa provide a cheaper monthly 300 MB basket. Thus, using 10 MB
per day for one month (or 300 MB per month) costs 4.1 percent of monthly GNI per capita in the DRC,2¢ which is
double the 2 percent affordability target set by the Broadband Commission.?’” SIM card penetration is low, with

21 University of Cambridge (2011), Mobile Communications for Medical Care.

22 PWC. Emerging mHealth: Paths for Growth.

23 Primary school enrollment increased from 5.5 million in 2002 to about 13.7 million in 2018. Literacy rates have also improved signif-
icantly, from 66% to 85% among youth between 2007 and 2016, and from 61% to 77% among the adult population over the same
period.

24 EY, Reducing the Shadow Economy through Electronic Payments (2016).

25 More recent data from the Central Bank of Congo indicates that in 2020, the penetration rate of registered mobile money accounts
was close to 24 percent of the total population. Active mobile money accounts represented 10 percent of the total population. If we
consider the population aged 15 years and older, the penetration rate of registered and active mobile money accounts was respec-
tively 44 percent and 18 percent in 2020.

26 Source: RIS, 2021 Q4.

27 https://www.broadbandcommission.org/Pages/targets/Target-2.aspx.
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45 countries in Africa faring better.?® However, in terms of infrastructure (the national backhaul km per 10,000
inhabitants), the DRC ranks 315t among African countries and 27" when considering 4G population coverage.?®
This suggests that adoption is actually held back by affordability issues.Table 3.1 below highlights some of these
indicators in a comparison with regional and aspirational peers.

Table 3.1: Key indicators of the digital economy

Congo, Cote . SSA
DRC T d'lvoire Kenya Nigeria Senegal A

Mobile cellular subscriptions per 42.8 . 145.3 103.8 91.9 109.7 92.1
100 inhabitants, 2019
Mobile internet subscriptions per 22.4 .. 66.2 41.1 35.9 54.2 43.1
100 inhabitants, 2019
4G network coverage, by 36 69 57 80 60 75 55
population percentage, 2020
Average fixed download speed, 8.8 19.9 24.0 20.7 16.1 28.3 17.7
Mbps, Dec. 2020
Price of 1.5GB mobile data, % of 323 8 4.6 3.3 1.7 2.8 8.35
GNIPC, 2020
Mobile money account, % aged 16.1 6.2 34.1 72.9 5.6 31.8 24.4
15+, 2017
Made or received digital payments 21.7 17.8 38.3 79.0 29.7 39.5 34.6
in 2017, % aged 15+
UNCTAD B2C e-commerce 14 14 31 49 53 43 29
index, 2019
E-Government Development 26 38 45 53 44 42 38
Index, 2020
Facebook accounts, % of total 4 15 22 19 16 23 18

population, 2020

Sources: ARPTC, ITU, WB, GSMA, Ookla Speedtest, A4Al, UN, Facebook

The DRC ranks bottom in terms of connectivity and also faces significant coverage and usage gaps driven by
affordability issues. Making broadband affordable is critical to achieving meaningful universal connectivity.
While there has been a trend decline in prices over the last decade, affordability gaps have persisted or widened
over the past year. In 2021, only 96 economies met the target for the data-only mobile broadband basket (seven
fewer than the previous year), while only 64 economies met the target for the fixed broadband basket (down by
two from the previous year).?° The DRC's large coverage gap could be markedly reduced if liberalization results
in a substantial increase in private investment, as envisioned (Figure 3.2). But the DRC also faces a large usage
gap. In other words, a large share of its population lives within range of a signal but does not use digital services
or the internet.

Affordability of digital services is an important driver of the large usage gap but alone is insufficient to reduce
it. The digital capability of the population, regulations that enable and safeguard data use and sharing, and
data governance institutions are factors identified by the World Development Report 2021 to unlock the broad-
based productivity benefits of digital services. The DRC has made little progress on any of these dimensions.
For example, it lacks all four of the key enablers of data sharing and digital transactions identified in the Data
Regulation Survey that accompanied WDR 2021 (a law governing e-commerce/e-transactions; a digital ID system
for online authentication; an open data policy; and rights governing data portability). In terms of key safeguards,

28 Source: IUT, February 2022.
29 Source: NSRC, 2020.
30 https://www.broadbandcommission.org/advocacy-targets/
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the DRC does have a law for personal data protection, but it lacks both a national cybersecurity plan and laws
governing the protection of non-personal data.

Figure 3.2: Coverage and Usage gaps across African countries
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3.1.2. Geographic and Socioeconomic Disparities in Digital Access, Coverage, and Affordability

3.1.2.1. Disparities in Digital Access and Coverage

In the DRC, usage of internet and digital services is constrained by a long list of factors with important geo-
graphic inequalities. As highlighted above, one of the most prevalent barriers is the lack of mobile phones.
However, Figure 3.3 shows the significant inequality of access between provinces, which ranges from 91.5 per-
cent in Kinshasa to less than 10 percent in Tshuapa or Kwango. While these differences appear to be driven
largely by income inequalities, they are also explained by poor infrastructure in terms of the rollout of cell towers
for phone services and as a digital backbone for internet services. As discussed in this chapter, the low mobile
phone penetration is an absolute technical barrier that constrains the adoption of other services such as mobile
internet and digital payments. It is further exacerbated by high prices and outdated regulations.

Access to mobile phones is characterized by significant disparities in terms of area, gender, education, and
wealth. At the provincial level, whereas Kinshasa has a relatively high access rate of over 80 percent, the prov-
inces of Tshuapa, Mongala, and Kwango have rates of less than 20 percent (see Part A of Figure 3.3). More than
half of households in six other provinces (Lomami, Haut-Katanga, Nord-Kivu, Sud-Kivu, Kongo Central, and
Haut-Uele) have access to a mobile phone. Unsurprisingly, the access rate increases with wealth, from 7.3 per-
cent for the poorest quantile in terms of assets to 91 percent for the richest quintile (part B of Figure 3.3). Further,
households headed by women are at a disadvantage, with a rate of 38 percent compared with 50 percent for
male-headed households. The gap between urban and rural areas is significant, with rates of 76.4 percent and
25.6 percent, respectively. As with wealth quantiles, the rate of access to a mobile phone increases with the level
of education, from 20 percent among households whose heads have no education to nearly 89 percent among
those whose heads have a university-level education.
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Figure 3.3: Access to mobile phones by province

A - Access to mobile phone by province B - Access of mobile phone by socioeconomic and demographic characteristics
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Access to mobile internet remains highly unequal between provinces. Using data collected for the first time by
ARPTC, Figure 3.4 shows the stark differences in access to mobile internet between provinces in the DRC. While
the national penetration rate is 22.4 per cent on average, it ranges from less than 10 per cent in remote areas to
more than 40 percent in the provinces of Kinshasa and Tshopo. The higher penetration rates are largely concen-
trated in Kinshasa, Kasai, and near the Eastern border. This can be explained by several factors. First, access to
mobile internet is positively correlated with the access to mobile phones shown in Figure 3.3.This suggests that
mobile phones are a strict prerequisite to accessing mobile internet. Second, access is more important in areas
with a stronger economy, where the value of connecting is higher and the cost of data weighs less on house-
holds’ budget constraints. Third, access is concentrated in border areas where connectivity is easier due to the
presence of international corridors with the Republic of Congo, Rwanda, and Zambia, reinforcing the fact that
digital infrastructure is one of the leading enablers of internet access.
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Figure 3.4: Map of the DRC's access to mobile internet
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Many gaps also persist along the broadband supply chain. The DRC has one of the most underperforming
connectivity markets in Africa, with access to internet and mobile services constrained by elevated prices,
lack of competition, outdated regulation, and overall low penetration of mobile phone devices. Supply gaps
exist along all components of the broadband value chain, with profound implications for availability, quality,
usage, affordability, and growth of the broadband market. There are three corridors to provide entry to inter-
national connectivity in the west (Kinshasa), east (Goma) and south (Lubumbashi). The DRC’s national back-
bone in 2019 shows the only fiber optic route currently completed (the light orange line in Figure 3.5.a). The
other routes are in the process of being built but will still leave massive access gaps in some of the country’s
most remote areas.

Mobile network coverage is suboptimal beyond the large cities and towns, impacting service quality in many
areas of the DRC’s interior. Overall coverage in the DRC is 65 percent for 3G and 36 percent for 4G, well behind
many SSA peer countries. Although three out of the four major mobile network operators operate in all 26
provinces, coverage of 3G and 4G networks remains limited to a handful of major cities including Kinshasa,
Lubumbashi, and Goma (shown in red and yellow, respectively, in Figure 3.5.b). The least-covered regions
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are in the interior, particularly in the north-west (gray areas in Figure 3.5.b). The sector remains largely under-
invested in due to the high costs of deployment. Private investors tend to enter the market through the most
profitable corridors, leaving underserved regions with outdated backbone infrastructure and pronounced ine-
quality of access.

Figure 3.5: Map of the DRC's national backbone (a) and overall network coverage (b)
Figure 3.5 a: Figure 3.5 b:
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Source: Infrastructure Cell, Ministry of Infrastructure, Public Works and Reconstruction.

Although internet access at home remains generally low, a closer look across household categories reveals
significant socioeconomic and demographic disparities. Very few households in the country (only 1.3 percent)
could access the internet from home in 2018. However, there are noticeable disparities between provinces,
as shown by part A of Figure 3.6. Kinshasa and Tshuapa display the highest rates of internet access, with
more than 3 percent, followed respectively by Tshopo, Sankuru, and Mai-Ndombe, with more than 2 percent.
Significant disparities also exist according to other socioeconomic and demographic characteristics of house-
holds. For example, the richest quintile by assets unsurprisingly has the highest access rate of 3.6 percent (see
part B of Figure 3.6). In addition, households headed by women have the lowest access rate of 0.8 percent,
compared with 1.4 percent for male-headed households. Similar disparities exist according to area of resi-
dence, with an access rate of 2.4 percent in urban areas compared with 0.5 percent in rural areas. Access to the
internet from home also seems to be positively correlated with higher education. For instance, 7.4 percent of
households headed by a university-level graduate have access to the internet at home, versus less than 1 per-
cent among all other education levels.
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Figure 3.6: Characteristics of households with access to the internet at home
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3.1.2.2. Disparities in terms of Affordability

Phone expenses among Kinshasa households are marked by significant disparities based on gender,
well-being, and location. The cost of devices (smartphones) represents a large share of per capita income in
the DRC and thus poses another impediment to wider use of mobile and internet services. Expenses related
to telephone services stand on average at around CDF 25,000 per capita in Kinshasa but are marked by signif-
icant disparities. These expenses rise with the level of household well-being. Whereas households belonging
to the richest quintile spend nearly CDF 80,000 per capita, the poorest households spend only CDF 1,500 (see
Figure 3.7).The share of total household expenditure devoted to telephone services also rises with well-being
(1.75 percent for the richest households, compared with 0.27 percent for the poorest). Moreover, households
that consume relatively more telephone services live mainly within a radius of 5 kilometers of the center of
Kinshasa city. They spend on average about CDF 88,000 per capita, compared with only CDF 6,220 for house-
holds living more than 15 kilometers away. The situation is also gender-skewed. Phone service expenses per
capita amount to almost CDF 27,000 in households headed by men, compared with nearly CDF 18,000 for
those headed by women. By sector, expenses seem relatively higher in the market and non-market services
sectors than in other sectors.
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Figure 3.7: Phone service expenses among Kinshasa households in 2018

A - Share of phone service expenses in household expenses B - Phone service expenses by household member
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Levels of expenditure on internet services follow similar patterns, although amounts spent are almost six times
lower than for telephone services on average. Households spend a per capita average of CDF 4,274 on internet
services. Spending is concentrated among households from the two richest quintiles, with respective average
per capita amounts of CDF 10,713 and CDF 9,476, whereas it is almost nonexistent among other households
(Figure 3.8). Households that work mainly in the non-market service sector spend more on the internet, with
an amount of CDF 13,751 versus roughly CDF 3,000 or less for households in other economic sectors. While
spending is more concentrated among households living within 5 kilometers from the city core, with average per
capita spending of over CDF 15,000, households within 10 to 15 kilometers also spend a relatively large share on
internet services. Gender inequality is also more pronounced, with internet spending by female-headed house-
holds at least six times lower than that by male-headed households on average.
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Figure 3.8: Internet service expenses among Kinshasa households in 2018

A - Share of internet service expenses in household expenses B - Internet service expenses by household member
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3.1.3. Digital Potential in an Enabling Ecosystem: Digital Skills, Platforms, and Financial
Services

The current gaps in broadband access and infrastructure heighten the threat of adverse shocks, highlighting
the importance of enhancing digital development. Recent experience with COVID-19 has shown how access
to digital technology can strengthen the resilience of the most vulnerable communities, especially women.
Whether for financial inclusion or remote access to administrative services, healthcare, or education, having
access to a smartphone with meaningful connectivity®' can make a significant difference to COVID-19 response
implementation.The extremely low levels of broadband technology adoption in the DRC highlight the country’s
vulnerability not only in terms of weak response capacity to disease and disaster using modern technological
means, but in terms of marginalization of remote areas and disadvantaged groups, who are less likely to
access connectivity. However, this also means that the population must be equipped with the relevant skills
and available content to make use of this technology, which is explored further in the next section. The recent
use of technology, namely mobile phones, to deploy social transfers in the DRC highlights another important
factor in enhancing digital development. The DRC has selected a mix of geographic and household indicators
to prioritize beneficiaries of social cash transfers, sometimes relying on novel data sources such as satellite
imagery and machine learning for geographical prioritization and mobile phone call records as a proxy for
poverty (see Box 2).

31 The Alliance for Affordable Internet defines meaningful connectivity as the capacity to use the internet every day, using an appropri-
ate device with enough data and a fast connection. See a4ai.org/meaningful-connectivity/
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Box 2: Targeting urban cash transfers with satellite imagery and phone data — the case of the
Democratic Republic of the Congo (DRC)

Kinshasa is among the largest cities in Africa, with an estimated 15 million residents, two-thirds of whom were
poor pre-pandemic (World Bank, 2018). As the pandemic was unfolding worldwide, the Government of the
DRC quickly began designing a large-scale emergency social safety net program that would provide support
to Kinshasa’s poor—especially informal workers—who bore the main burden of the pandemic’s socioeco-
nomic impacts. The program Solidarité par Transferts Economiques contre la Pauvreté a Kinshasa (STEP-KIN)
was launched in March 2021 and within three months, registered and paid more than 100,000 beneficiaries,
becoming the largest cash-based operation in Kinshasa.’

The design and materialization of STEP-KIN faced three significant challenges that called for innovative and
tailored solutions: 1) the absence of poverty mapping, social registries, or administrative data to identify poor
people; 2) no pre-existing social protection programs that could be expanded; and 3) a constrained ecosystem
for digital financial services with very weak financial inclusion. The STEP-KIN approach to solving these chal-
lenges consisted of 1) the use of satellite imagery and geospatial analysis to identify COVID-19 hotspots across
the city, 2) innovative partnerships with telecom operators to obtain anonymized subscriber phone numbers
mapped to these hotspots, 3) extra filtering of subscribers based on cell use patterns to minimize inclusion
risks (e.g. exclude subscribers with a data plan or large monthly spending), 4) mass registration through a
cellphone communication protocol, Unstructured Supplementary Service Data (USSD), a platform comple-
mented by bulk SMS/robocalls/field ambassadors to seek informed consent of beneficiaries and basic identifi-
cation information, and 5) opening of mobile money accounts with a simplified regulatory framework.

STEP KIN’s innovation has two major strengths: it can identify people rapidly (speed) and in the order of hun-
dreds of thousands (scale). This approach is promising for crisis response, especially for large-scale emer-
gencies such as COVID-19 or a natural disaster, or capacity constrained/conflict-affected settings. However,
it is less suitable for programs targeting the extreme poor (for instance people without telephones). The use
of technology may also increase the risk of exclusion of vulnerable groups, such as women, the elderly, or
the illiterate, and mitigation alternatives should be envisaged, for example with targeted communication and
assistance.

'Bance, Paul; Bermeo, Laura; Kabemba, Frangois. 2021. “Cash and the city: Digital COVID-19 social response in Kinshasa” Future
Development Blog, Brookings Institution

Source: Africa Pulse, April 2022.

Strategic frameworks are in place with growing political will, but implementation is held back by the lack of
an enabling environment. Despite the constraints outlined above, the DRC has shown an undeniable enthu-
siasm in developing its digital economy, accompanied by several small-scale successes. In September 2019,
the country adopted a new vision for the digital economy, outlined in the Plan national du numérique (PNN)—
Horizon 2025 (Box 3).32The COVID-19 pandemic accelerated these plans and further highlighted the need to
bridge the digital divide along income levels, geography, age, education, and economic sector. Following the
onset of the crisis, the Government reached out to the DRC’s budding startup ecosystem to devise innovative
solutions using distance learning, e-commerce, and health technology, and started accelerating reforms in
this sector.

32 Despite the adoption of the PNN, implementation has been slow due to the outdated regulations that apply to the telecommuni-
cations sector. As discussed in Section 2, a new Framework Law was adopted in November 2020. Although it is an update from the
previous 2002 law, it still lacks some of the key enablers for the digital economy.
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Box 3: Objectives of the Plan national du numérique (PNN)

Launched under the auspices of the President’s office in September 2019, the PNN is the DRC’s overall vision
for the digital economy, to make the digital economy a lever for integration, good governance, economic
growth, and social progress.

The PNN establishes four pillars to guide the development of the digital economy in the DRC, which feed
into 68 priority actions such as revising digital skills curricula, providing universal electricity access, and
implementing internet community centers.

The four pillars are:

- Infrastructure: broadband infrastructure, secure data centers, incentives to increase access to connectivity
— Content: the local digital industry, human capital and leadership, and leveraging big data and open data
—Application use: the digital culture, e-government, and secure norms and standards

— Governance: the legal and regulatory framework, cybersecurity, and data protection.

However, much remains to be done to operationalize this new strategy. The PNN proposed establishing a
National Digital Council (Conseil national du numérique) to monitor its implementation, which was newly
created.

Developing a vibrant digital economy requires strong collaboration and dialogue with key ministries and rele-
vant stakeholders, including the private sector and associations.

Source: Ded4A Assessment, World Bank.

3.1.3.1. Education sector

The pandemic exposed weaknesses in the Congolese education system, particularly in its ability to ensure the
continuity of distance education. The 2019-2020 and 2020-2021 school years were disrupted by the closure of
schools throughout the country. On March 19, 2020, the Government decided to close schools and universities
across the country to limit the spread of COVID-19.This interrupted the education of about 18 million children.
In Kinshasa, children from 82 percent of households stopped going to school after the Government’s decision.
To ensure that children continued learning, the government put in place a series of programs, which failed to
reach many Kinshasa households. In fact, children in almost half (47 percent) of Kinshasa’s households did
not carry out any education activity between the closure of schools and June 2020. Children living in female-
headed households were more exposed, with 53 percent not being engaged in any learning activity since the
closing of classes, compared with 46 percent of households headed by men. This situation amplifies the risk
of school dropout and of decline in the educational level of a generation of children in the long term. Among
the different learning tools available to households, children were engaged in educational activities mostly
through home schooling with a household member or a private teacher, homework (completed alone or under
the supervision of a teacher), and television programs. School-attending children in only 19 percent of house-
holds benefited from the Government’s measures, namely education programs on television (17.3 percent)
and on radio (1.6 percent) (Figure 3.9). These tools were more easily available and affordable for richer house-
holds. For example, online learning programs and education apps were accessible to less than one percent of
households.
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Figure 3.9: Proportion of households with children engaged in education activities during the lockdown
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Source: World Bank staff calculations based on round 1 of the HFPS.

Digital development was boosted by digital startups and non-state actors contributing to the education sector
as part of the COVID response. In the education sector, the authorities started to apply innovative approaches to
expand digital literacy and upskilling, crowding in both the private sector and development partners. The pan-
demic also provided opportunities to boost the development of online education platforms such as SchoolAp and
VODAEDUC. The Government quickly responded by soliciting non-state actors for distance learning. Innovation
incubators such as Kinshasa Digital andTech4Mining started running intensive training on digital skills (World Bank
2021). As this ecosystem develops, demand for digital skills will continue to rise, along with needs for communi-
cation and learning skills and related services such as financial services and e-commerce platforms. Considering
current digitalization efforts by the Government and SMEs, increased coordination will become more necessary, as
will better data collection and monitoring of labor markets for adequate matching of supply and demand of skills.

3.1.3.2. Financial sector

Despite growing financial inclusion through digital services, the sector’'s growth has been constrained by
the gaps in the broadband value chain. In the financial sector, DFS are growing slowly both through low-tech
solutions such as SMS- and USSD-based mobile money services and through advanced technologies such as
blockchain. However, financial inclusion remains low and suffers from high transaction costs and a lack of inter-
operability, although efforts have been undertaken during the pandemic to address these issues.3® According
to WB Findex data, only 26 percent of the population in the DRC aged over 15 had a bank account in 2017, com-
pared with the SSA average of 43 percent (Figure 3.10). This proportion declined to 24.2 percent for the same-
aged female population, compared with the SSA average of 36.9 percent (Figure 3.10), illustrating the existence
of gender inequality. In addition, 29 percent of account owners used their mobile or the internet to access their
bank accounts, and 16 percent of adults owned a mobile money account (24 percent for Africa on average).The
country also lags behind its peers in terms of ownership of a bank account in a financial institution or through
a mobile-money service provider. For example, more than twice the share of the population aged over 15 has
a bank account in Ghana, Gabon, and Kenya (Figure 3.10). The money transfer market shows high potential in
the country, with significant demand and the presence of more than 80 money transfer companies in 2019. DFS
growth has been constrained by numerous factors: Inadequate connectivity; low usage of electronic payments

33 In response to the COVID-19 pandemic, the BCC implemented several measures, one of which was aimed at improving interopera-
bility. To increase digital financial inclusion and facilitate transfers, including social transfers and payments by and to households and
MSMEs, the BCC issued Regulation No 42 on March 9, 2020, mandating multilateral interoperability (Chapter Ill, Article 11), and Reg-
ulation No 43 of March 24, 2020 authorizing bilateral interoperability (Chapter I, Article 1), both between operators of electronic and
mobile money and with other financial institutions. The BCC also annulled fees charged for transactions of less than CDF 2,500,000 in
the Automatic Transfer System and the Central Securities Depository.
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by the Government; stringent taxation and KYC requirements; lack of regulation on data privacy; and the absence
of key components such as digital ID, a credit reporting system, or even basic capital markets regulation.

Figure 3.10: Comparison of account ownership at a financial institution or with a mobile-money
service provider across African countries
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The use of mobile money is growing but its coverage seems to have hit an adoption ceiling due to the low pene-
tration of mobile devices. As depicted in Figure 3.11, the number of registered mobile money accounts remained
constant between 2018 and 2020 at around 24 accounts per 100 inhabitants. In the same period, the total value of
mobile money transactions in the DRC increased by 67 percent to USD 10 billion in 2020, or 21.6 percent of GDP.
Growing use of mobile money was already a phenomenon before the COVID-19 pandemic and may have been
accelerated by the need to resort to contactless payments to facilitate social distancing policies. However, the
stagnation of the number of mobile money accounts appears to be attributable to access to mobile data services,
with both national average indicators remaining around 22-24 percent.

Figure 3.11: Penetration rate of mobile money accounts and total transaction value
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Legend: Orange bars represent the value of mobile money transactions in USD thousands and blue diamonds the
number of registered money accounts (as a percentage of the population).
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3.1.3.3. E-commerce and digital entrepreneurs

The low level of development of digital platforms reflects the nascent state of the DRC’s digital economy.
Digital startups also lack a logistics market ecosystem, especially in the e-commerce sector. Digital entrepre-
neurs face high transaction costs, general distrust from the population, and few options to organize delivery. For
example, emart.cd, the leading e-commerce platform for grocery shopping, reports that 70 percent of its trans-
actions are paid in cash on delivery. The remaining clients who pay by credit card are mostly expats buying for
their relatives.3* New payments and e-transaction solutions are being developed by local entrepreneurs, such
as Maishapay, Maxicash, Sobabien, and Flash, but they generally face a lack of interoperability and reluctance
among mobile money operators to open their application programming interface (API) for real-time data transfer
and analysis. Initiatives are still taking place with the aim to educate individuals, customers, and businesses to
boost and democratize the use of digital technology, including some key groups such as urban dwellers and
women merchants.

Implementing an enabling environment, starting with the new Law, may help increase private sector participa-
tion in the ecosystem. Harnessing the potential of the DRC'’s digital economy with the private sector ecosystem,
through technology incubators and digital entrepreneurship, could contribute to economic transformation and
help the country leapfrog onto a new growth trajectory. However, the nascent ecosystem is still mostly concen-
trated in Kinshasa, Lubumbashi, and Goma, and the number of existing success stories is too small to achieve
true digital transformation at scale (Figure 3.12). To achieve that, the country will need to overcome some of the
key market failures that hamper its ecosystem through a dedicated set of enabling policies for electronic trans-
actions, digital signatures, and simplified taxation. All these enablers are targeted by the new draft Framework
Telecom Law designed to underpin the PNN from a legal and regulatory standpoint.

Figure 3.12: Digital Entrepreneurs by Location
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3.1.4. Regulatory and Analog Constraints to Digital Development (Lack of Access to Electricity
and Roads)

Revising the legal and regulatory framework is a critical first step in building an enabling environment. In the
context of COVID-19, effective regulation is needed to expand digital infrastructure and make connectivity

34 https://www.kinshasadigital.com/blog/post/retour-sur-le-pitch-night-e-commerce
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affordable, reliable, and universal (Zeufack et al., 2021). In 2018, the Parliament of the DRC approved a new legal
framework aimed at modernizing and updating the legal and regulatory structure of the digital sector. After
being stalled for years, the new Law was published in the Official Gazette on September 22, 2021. This Law will
provide a key regulatory mechanism to implement the PNN, tackle the issues affecting the telecommunications
sector, and promote industry verticals such as data protection, cybersecurity, and e-commerce. In turn, this will
support the DRC’s efforts to bolster economic growth and poverty reduction through the development of the
digital economy.

Figure 3.13: Logistics Performance Index 2018
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Deficiencies in the DRC's transportation and energy infrastructure also increase the projected costs of installing
networks, while limited access to electricity hinders the adoption of smartphones, which often have shorter bat-
tery life. While these structural challenges hinder connectivity, they can be overcome by public initiatives that
align the Government'’s telecommunications policy with broader infrastructure initiatives, such as rural electrifi-
cation programs.

Other key analog barriers hamper the development of digital infrastructure and services. The poor conditions
of transport infrastructure aggravate inequalities of access between provinces and increase delivery costs for
e-commerce. Only 34 percent of households live within five kilometers of the nearest road and only 15 percent
of the population has access to electricity. Data from the 2018 Logistics Performance Index (LPI) shows that the
DRC lags behind regional peers, with the most pronounced gaps in infrastructure and ease of arranging inter-
national shipments (Figure 3.13). Grid-based electricity is a critical element in deploying fiber networks in many
areas. Security is also a concern in places like Beni, Kalehe, Manyema, Kongolo, and Bembe (World Bank, 2021).
However, improvements in the regulatory environment are expected to facilitate investments in the network,
coupled with a more targeted implementation of a universal service that will further decrease bandwidth access
costs and help connect households, businesses, and institutions throughout the country.

3.2. The New Telecom Law: An Important Breakthrough and Catalyst of Digitalization for All

The DRC's current government has achieved progress in the liberalization of the telecommunications sector,
with a powerful breakthrough resulting from the publication of the new Telecom Law, which is an sign that the
Government is invested in reforming the sector.This provides a window of opportunity for external partners and
serves as a catalyst to attract investors into the sector.
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3.2.1. Existing Regulations

The Framework Law of 2002 has long been an outdated framework for the telecommunications sector. The
recently adopted PNN reaches far beyond the scope of the 2002 law, which means that much of the vision devel-
oped in the sectoral strategy cannot be implemented due to an outdated regulatory framework. In particular,
the 2002 law is based on a market model, where the public operator develops a reference network and provides
other operators with interconnection and domestic and international transmission capabilities. A new framework
law was voted in 2018 by Parliament and was promulgated by the President two years later in November 2020
(see further discussion below).

A comprehensive review of private sector regulations suggests that many laws are outdated and that enforce-
ment capacity is low. For example, laws on VAT, the tax® and customs codes, and other related legislation need
to be amended to take into account digitalization of public administration (Government of DRC, 2020).3¢ A new
investment charter and public-private partnership (PPP) law has been adopted, but implementing regulations
still need to be developed. The state-owned incumbent, SCPT, retains a monopoly over the market for interna-
tional capacity at the landing station and for transport of wholesale capacity from the landing station to the cap-
ital over the fiber network.®’ There is a risk that outdated legislation and slow enforcement may stifle business
development and further delay implementation of the national strategy.

The absence of laws on data protection and cybersecurity constitutes a barrier to trust and confidence in the
exchange of information and electronic transactions. There are no regulations on cybersecurity or cybercrime,
and there is no comprehensive law on data protection and privacy, although the Constitution does recognize the
right to privacy in telecommunications and other forms of communication. Problems related to data protection,
access to public and private information, and intellectual property rights have yet to be taken into consideration.
This contributes to the persistence of market failures and barriers to entry (such as restrictive licensing and exclu-
sivity rights) and impedes competition on a level playing field (due to asymmetric regulation of dominant oper-
ators, lack of infrastructure sharing, spectrum policy, and antitrust enforcement; Zeufack et al., 2021).

The adoption of the new Law is of tremendous importance in the context of COVID-19. Digital services have
become a cornerstone of COVID-19 response strategies, but technology is also introducing new challenges to
trust related to cybersecurity and privacy. On the one hand, technology can be used for new services such as
e-commerce and distance learning, or to collect advanced analytics from mobile operators for mobility analysis
and tracking disease progression. On the other, there are currently no frameworks and institutions to ensure that
it is being properly regulated, and that consumers are informed when they take part—knowingly or unknow-
ingly—in such initiatives.

3.2.2. A New Telecom Framework Law to Fill Key Regulatory Gaps

In November 2020, the new Telecom Framework Law was adopted to modernize the regulatory structure of the
sector. The absence of an updated legal framework had led actors to issue decrees, licenses, and authorizations
on an ad hoc basis. Haphazard license regimes contributed to the demise of a dozen operators, either failing to
launch or exiting the sector shortly after launch. In May 2018, 4G licenses were awarded to Orange, Vodacom,
Airtel, and Africell. In March 2020, the government issued Decree n°20/005 which, imposed taxes of USD 1 for
2G mobile devices and USD 7 for 3G, 4G, and higher mobile devices, for their licensing by the ARPTC (Nielsen
and Begazo, 2021). The new Telecom Framework Law reforming the sector’s regulatory structure was adopted in
November 2020 and published in the Official Gazette on September 22, 2021.

35 A new PIT and CIT draft law is being prepared.

36 Le numérique au service de la maximisation des recettes et de la bonne gouvernance des finances publiques. Rapport Matinée Fiscale
DGDA. December 17 and 18, 2020.

37 The SCPT’s monopoly was revoked by Law 013/2002 of 16 October 2002. Temporary exclusivity in some segments of the business
(removed in 2008) continue to accord SCPT a de facto monopoly. See the World Bank DRC Digital Economy Assessment for more in-
formation.
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The new Law will further liberalize the sector and provide a sound legal basis for private investment in fiber
infrastructure, but further legislation is needed to clarify key issues. The New Framework Law is aimed, among
other things, at defining the digital market with increased liberalization and competition, providing a sound legal
basis for private investment in fiber infrastructure, integrating universal access implementation, and adapting
the regulator’s role to new requirements of electronic communication. While the regulator was established as an
independent agency under the 2002 framework law, the new Law will place it under the authority of the Ministry
of Telecommunications. However, further legislation will be needed to clarify key issues such as infrastructure
sharing, to allow for a wider range of business models in the sector, and address other emerging issues and
industry verticals such as data protection, cybersecurity, and ecommerce.

The regulatory impact of the new Telecom Law provides critical progress in the sector by creating a modern reg-
ulatory environment. As the 2002 law was largely outdated, the new Law provides first and foremost a modern
regulatory environment for the telecommunications sector in the DRC. Some of the key advancements include:

© Full liberalization of the wholesale and retail telecom markets. Although the wholesale monopoly of the
SCPT had already been removed under the 2002 law, it continued to exist de facto. The publication of the
new Law sends a strong signal to investors such as Liquid or Meta, which have started to make plans for the
construction of new fiber optic links in the DRC.This is expected to lead to a massive influx of investment that
will contribute to economic growth.

© Modernization of the regulator, including a change of mandate that clearly includes ICT, in addition to tra-
ditional telecommunications. The name of the regulatory authority has also been updated to include ICTs.
Among other aspects, the new regulator is tasked with promoting participation and competition of ICT serv-
ices, including added-value services, which will significantly drive the quality of services and is expected to
attract new consumers into the market.

© The regulator is also tasked with key aspects of modern digital market regulation, including KYC identifica-
tion processes, personal data protection, cybersecurity, and cryptology.3® Other fundamental aspects such as
interconnection, infrastructure sharing, and open access are also recorded in the new Law and contribute to
the strong signals sent to investors.

© The new Law emphasizes universal access as one of its key objectives and sets out new rules for the func-
tioning of the USE The USF is not included under the regulator, but under a public establishment under the
Ministry of ICT specifically tasked with promoting access to ICTs in rural and semi-urban areas.

Recent investments in the national backbone are propelling broadband technology adoption, but the pace
remains slow. Investment in the country’s incongruous backbone infrastructure has been held back for many
years by an unfavorable business and regulatory environment.3*The 620 km of fiber optic network managed by
the state monopoly SCPT between Kinshasa and the WACS landing station is poorly maintained. As a result, the
WB-funded CAB5 project is building a new fiber optic infrastructure on the same route to ensure high-quality
connectivity. International connectivity in the Goma and Lubumbashi entry points has improved but missing
backbones and last-mile access have exacerbated regional disparities and poor service quality. A new 1700 km
fiber optic network between Kinshasa and Kasumbalesa is also being built through a PPP by Airtel, Vodacom, and
Liquid, and should significantly boost the penetration rate of broadband services. Despite these new investments,
accelerating key aspects of the connectivity value chain remains crucial. The newTelecom Law is instrumental to
propelling investment by the private sector, but progress and coverage are likely to be slow and unequitable in
the absence of adequate demand-side policies*® to develop the world’s largest French-speaking market in terms
of population size.

38 However, no comprehensive laws on data protection or cybersecurity currently exist in DRC.

39 World Bank (2020). Democratic Republic of Congo, Digital Economy Assessment.

40 Demand-side policies aim to increase the user base and provide them with incentives to connect and use digital services. These may
include, among other things, device ownership support schemes, provision of publicly accessible free internet hotspots, advance pur-
chase of capacity for key user groups such as schools and government agencies, provision of VSAT connectivity to areas not reached
by the fiber optic backbone, and awareness raising and skill building with the potential internet consumer base.
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3.2.3. A New Telecom Framework Law to Improve Economic Efficiency

The new Law is expected to contribute to economic growth by boosting investment and consumption.
Consultations with the private sector indicate that as much as USD 200 million could be invested in the fiber optic
sector, which may amount to around 0.4 percentage points of economic growth. In addition, as universal access
is one of the Law’s objectives, its potential contribution to economic growth through higher consumption of tel-
ecom services is immense. The WB has estimated that in SSA, achieving universal access to internet services
potentially yields an increase in GDP per capita of 1.5 percentage points per year.*'

The new Law constitutes a key milestone to increase digital inclusion and bridge the digital divide by improving
affordability. The increase in competition, market efficiency, and development of telecom services is expected
to lower prices and improve affordability for the poorest households, thus leading to an expansion of the user
base. This will lift some of the constraints on the development of digital services such as mobile money, as out-
lined in Section 3.1.2. In addition, the emphasis placed on universal service and improving access throughout the
country will enable the development of these services in places where connectivity is currently missing.

The economic impact of the new Law is expected to be driven by two interrelated effects: A direct price
effect based on improved conditions in the market; and an indirect network effect based on growth in the
user base.The extent to which these effects will lead to actual growth in the volume of ICT-based transactions
and gains to economic growth will depend on the success of the Law’s implementation and the extent of the
related private sector uptake in becoming the main driver of investment and innovation in the DRC. Through
more affordable prices, firms and households will find it easier to develop and adopt ICT-based processes and
services, which will lead to more firms and households adopting data-driven technologies. Consequentially,
the increase in the user base will multiply the gains from lower costs by incentivizing even more firms and
households to adopt technology. Technology adoption has been fast when barriers were removed and is even
now accelerating due to the public health emergency posed by the COVID-19 pandemic. Lifting the regulatory
hurdle is thus one of the first measures the Government can take to unlock the country’s potential for digital
transformation.

More specifically, the economic impact of the new Law will be felt through key provisions. Critical provisions
include:

© A revised environment for interconnection and infrastructure sharing. By updating a regulatory framework
that is over twenty years old, the new Framework Law creates a more enabling environment for competi-
tion and innovation, which should increase market volume through greater private sector participation. As
noted in the previous section, investors have been focusing on the most profitable segments, leaving behind
a large part of the country. The new Law achieves this by providing new definitions for interconnection and
infrastructure sharing, facilitating the rollout of new infrastructure and strengthening the existing backbone
network.

© The provision of Universal Services. In particular, the new Law provides for a public institute in charge of
the delivery of universal services to marginalized populations, which will help spread the use of technology
throughout the country. This also provides critical support for innovators seeking to develop ICT-based
services in areas which are currently underserved or where provision of internet access is ensured by satellite
services, which are too expensive for the development of basic digital applications.

© Withdrawal of the Government and more competition with the private sector. The Law prevents the forma-
tion of monopolies and exclusivity by opening up all activities of the telecommunications sector to compe-
tition. In addition, the Law defines a new regime for SOEs, putting them directly in competition with private
sector entities.

© The revision of key definitions to include the provision of modern digital services. Added-value digital
services such as voice-over-IP messages and digital platforms are acknowledged by the Law with a proper

41 Calderon, Cesar; Kambou, Gerard; Korman, Vijdan; Kubota, Megumi; Cantu Canales, Catalina. 2019. Africa’s Pulse, No. 19, April 2019:
An Analysis of Issues Shaping Africa’s Economic Future. Washington, DC: World Bank.
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technical definition. As these do not necessitate a special license to be operated, the Law is likely to foster
proper innovation in digital services. The Law will also aim to enforce net neutrality, which will favor small-
scale innovators.

However, realizing these gains will require continuous effort to develop an enabling regulatory environment,
bridge the infrastructure gap, and incentivize private sector participation.

3.3. Raising the Digital Profile: No Turning Back

3.3.1. Digitalization Post-Covid: Mitigating the Risks and Fostering Inclusion

In a post-COVID world, the digital transformation will continue to impact socioeconomic processes and the
DRC'’s own challenges of political transition and economic inclusion. While digital services may well contribute to
productivity growth and reduce the prevalence of the informal economy through digitalized systems and regis-
tries, the country will have to address some of the risks related to a fast pace of digital transformation. Section
3.2 discussed the essence of theTelecom Law, namely to foster innovation and private sector participation in the
provision of digital infrastructure and digital services. Increasing the pace of digital development means that the
institutions in charge of enforcing these new provisions must have the technical and financial capacity to accom-
pany the growth of the digital ecosystem. It also means that additional regulations will have to be provided to
ensure the safety of data processing and sharing. Only if this is actually and correctly implemented—the New
Framework Law is only the first step of this regulatory overhaul—will the DRC be able to reap the benefits of
digitalization in a post-COVID world.

The challenge is pressing because other countries are rapidly developing their digital economies.The DRC is sur-
rounded by countries that are becoming increasingly advanced with their digital ecosystems, such as Rwanda
and Tanzania. Other countries, like Burundi and the Republic of Congo, are also rolling out new digital transfor-
mation strategies. The DRC can use this situation to develop partnerships and build back better by sharing its
neighbors’ experience, or it will find itself lagging in the subregion. In addition to its national digital divide, the
DRC must keep pace to not be on the wrong side of the regional digital divide and keep up with the continent’s
leading countries in terms of digital transformation.

Finally, the Government must provide the necessary public goods to accompany private sector investments in
the digital economy. While lifting the regulatory barriers in the telecommunications sector will likely enhance
private sector participation in this sector and consequently help to drive the digital economy, an enormous
amount of work remains for the Government to implement digital public service delivery for public health,
education, security, and social protection. There are ample opportunities to provide some of the cross-cutting
enablers for the digital economy that are still lacking in the country, especially related to e-government capabil-
ities, improving efficiency and interoperability of government services, and digitalizing civil registration.

3.3.2. Remaining Challenges, including the Private Sector View
3.3.2.1. Efficient Tax Reforms to Support Digital Development and Inclusion

Studies have shown that governments in general should consider designing a tax architecture that supports
growth in the use of digital services and focuses attention on excluded consumers. A recent Oxford study (2021)
identified the design of an efficient tax structure in the digital space that is based on the avoidance of discrim-
inatory and distortive sector-specific taxation. It was found that discriminatory taxes, whether levied on users
directly or indirectly, stifle economywide diffusion of digital services and make economies suffer: (i) high oppor-
tunity costs from the loss of potential productivity gains and efficiency in all sectors involved; and (ii) welfare
losses in the case of final consumption. Instead, it suggested that governments consider positive discrimination
for low-income users and reward the sector’s positive externalities by selectively providing exemptions in order
to facilitate investment in infrastructure and promote adoption by end users (Katz et al., 2010). An OECD report
(2015) highlights a ‘freemium’ (‘free’ plus ‘premium’) pricing strategy that allows low-income earners to use
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basic features of a software, platform, or service for free, with charges to ‘'upgrade’ to higher-priced services such
as higher bundles of data.Tax policy can play an important integrative role in addressing the rural-urban divide.
Adopting a collaborative approach to subsidizing broadband penetration in rural areas is essential to selecting
and implementing a digital pathway that leaves no one behind.

A more thorough analysis of efficient tax reforms needed to promote economic development in general and
digital development in particular will have to be undertaken to provide more tailored recommendations to the
DRC government. The upcoming World Bank Country Economic Memorandum (CEM) will be a starting point in
deepening the study of the DRC’s taxation system and its associated challenges. The next section will therefore
solely report the fiscal constraints and reforms raised by the private sector.

3.3.2.2. Private Sector Concerns

The FEC's Committee of Mobile Network Operators has voiced concern at the newly proposed taxes. The FEC
is mobilizing its efforts to defend the principal of freedom in price setting. The taxes would lead to a reduction
in mobile network operator revenues from regular prepaid products of between 0.1 and 7.9 percent (7.9 per-
cent less from domestic calls, 7.5 percent from SMS, and 0.1 percent from data based on prepaid out-of-bundle
rates).*? The higher prices resulting from these taxes will erode consumers’ purchasing power in a context in
which mobile operators and internet access providers are striving to contain the inflationary pressures resulting
from the pandemic and the invasion of Ukraine.

The view of mobile network operators is that the DRC keeps piling on new taxes on the ICT sector, stifling
the growth potential arising from digitalization. While the authorities are proposing new taxes that target
end-user traffic, according to a decision adopted in February 2022 by the ARPTC,*® mobile phone operators
are prohibited to increase prices for services provided and will have to absorb the new proposed taxes that
target minutes, SMS, and data (or MBs). According to the view of the private telecommunications sector, the
negative impacts will be reflected by lower investment in the sector and subsequent lower economic growth.
By limiting the commercial freedom of mobile operators in price setting, the proposed taxes will force SMS,
voice, data, and mixed bundles to be withdrawn. The net effect of the withdrawal of bundles will be an indi-
rect price increase, which will hit the poor hardest. The RIS study (March 2022) estimated that the tax on voice
bundles of USD 0.0075 per minute will reduce operator margins by 11 to 36 percent; the tax on SMS bundles
of USD 0.003 per SMS means that the excise duty will be higher than the retail price for most SMS bundles;
and the new tax of USD 0.00005 per MB will reduce revenues from data bundles by 0.3 to 10 percent. Overall,
the impact of the proposed taxes for mixed bundles will amount to between 12 and 122 percent of the current
retail price, which means that many services and bundles will have to be withdrawn as they would no longer
be profitable. Further, a per-MB tax would mean that zero-rated services could no longer be offered, a further
blow to poorer internet users.

The private sector believes that several of the ICT sector-specific taxes that have been proposed in the last
couple of years discriminate against the poor and hinder inclusive growth. Concerns raised by the private sector
include the fact that the authorities attempt to collect additional taxes and levies to fund the industry’s regulation.
Operators argue that by doing so, the authorities end up raising costs for consumers or reducing investment by
telecom companies. Both will curb broadband adoption and the DRC’s digital transformation. In their opinion,
the new taxes, which could generate an additional USD 200 million per year from the sector (on top of the USD
200 million per year in license fees and taxes already collected), would lead to less investment in infrastructure,
leading to less coverage and lower-quality service, the opposite of what the ARPTC seeks to achieve. From the tax
revenue collection standpoint, this also means less corporate income tax, as taxing revenue from traffic results
in less net revenue and therefore less VAT, less in annual license fees, and less net profit. These new taxes dis-
criminate against the poor, pose an additional burden to mobile broadband adoption, and curb economic growth
and job creation. With a very low tax-to-GDP ratio, estimated at about 7.6 percent in 2021, it has been argued that
the solution to increase tax revenues in the sector is not new taxes, but rather better tax administration. In fact,

42 Stork, C. and Esselaar, S. Research ICT Solutions (RIS), March 2022, D.R. Congo: ICT Sector Specific Taxes vs Economic Growth.
43 Communiqué Officiel n°’ARPTC/PRES/001/2022 and Decision N.001/ARPTC/CLG 2022 of February 18, 2022.
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increasing tax rates and new taxes punish compliant companies at the expense of nhon-compliant companies.
Thus, instead of squeezing the ICT sector even further through higher taxes, the private sector suggests a proac-
tive growth strategy based on improved tax efficiency. Using the ICT sector as a growth engine for the economy
would subsequently yield more in taxes.

The Global System for Mobile Communications Association (GSMA) believes that tax reform in the ICT sector
would lead to significant growth in penetration and use of mobile services mainly among the lower-income pop-
ulation, resulting in growth in GDP and in tax revenue in the medium term. According to a GSMA study (2018),%
reducing excise duty on mobile services from 10 to 3 percent would result in positive externalities arising from
higher consumption of mobile services such as increased connectivity and digital and financial inclusion. Mobile
penetration would raise the number of subscribers by 2.8 percent (about 2.8 million subscribers) by 2023, while
mobile data consumption would rise by 11.6 percent. As a result, sector revenue would increase by 5.2 percent
(around USD 62 million). GDP would rise by 0.8 percent and annual tax revenue by 0.2 percent. Another option
may be to halve the attribution fees paid by operators (from USD 0.45 to 0.225), which would reduce the cost
of attributing phone numbers to consumers, thus lowering barriers to mobile service access. Mobile penetra-
tion and mobile data consumption would rise by 0.8 percent (about 1 million new connections) and 3.2 percent
by 2023, respectively, raising sector revenue by 1.5 percent (about USD 18 million). This would boost GDP and
annual tax revenue by 0.2 and 0.1 percent, respectively.

Consistent pressure from civil society finally led the Government to abolish the RAM tax on cell phones, effec-
tive March 1, 2022. After a vigorous campaign in Parliament, the tax, which was unpopular among the population
(including civil society), was finally abolished by a decree from the Council of Ministers on February 18, 2022 (set-
ting the calculation method and rates of service income for the telecommunications regulatory authority). This
was good news for civil society, which had insisted on the cancellation of this annual deduction of 1to 7 USD on
telephone credit recharges. The ARPTC had introduced it on 24 September 2020 to finance the fight against the
sale of counterfeit phones (by disconnecting devices identified as non-compliant) and theft of mobile devices (by
blocking devices reported as stolen). In addition to being unpopular, this fee had aroused the suspicion of the par-
liamentary opposition, which accused it of operating outside the legal framework provided for this purpose.The
Observatoire de la Dépense Publique, a local NGO, revealed that the RAM tax was not included in the 2021 and
2022 Finance Laws and castigated the lack of “legal basis” for its enforcement. According to the Observatoire,
USD 266 million was collected through this channel in an opaque manner, casting doubt on the “traceability” of
how the fees levied through this tax were managed.

3.4. Recommendations: Boosting Connectivity for Inclusive Growth

This section summarizes the findings to highlight possible pathways to develop the digital economy in the DRC.
It also builds on other WB studies and consultations with the Government regarding current strategies and activ-
ities planned in the DRC. While specific actions needed to promote digital connectivity are listed below, the top
three priority recommendations are presented first.

3.4.1. Top Three Recommendations
The top three key recommendations to promote digital development for inclusive growth are for the Government to:
1. Implement the secondary legislation that is necessary to operationalize the new law. In particular, this

includes decrees to establish the new regulatory authority and the public establishment in charge of pro-
moting telecommunications and ICT, and to operationalize the USFE Other decrees to determine the terms

44 Reformer la fiscalité de la téléphonie mobile en République Démocratique du Congo pour soutenir la croissance économique grdce a
un cadre fiscal plus favorable, GDMA Association, March 2018.
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and conditions for licensing, spectrum allocation, interconnection, infrastructure sharing, and data protec-
tion will also be critical to enabling gains from the new Law.

2. Develop the national fiber optic backbone by leveraging private sector investment. The current state of the
backbone remains extremely sparse despite some recent investments. The Government needs to facilitate
the implementation of PPP models, develop related legislation, and maintain a dialogue with the private
sector. Further development of the national backbone should take place within the scope of a national
masterplan to avoid duplication of efforts and to maximize the usefulness of universal service investments.

3. Incentivize private sector participation through appropriate taxation and PPPs. The transformation of the
digital economy will be led by private sector actors who have already begun to position themselves in key
segments of the market. Given the large potential of the sector in the DRC, the Government must act swiftly
to maintain momentum and reform the sector’s taxation to reach a higher equilibrium, with low fees over a
large tax base, rather than the current case of high fees over a small tax base. The removal of the RAM tax
was welcomed by consumers and providers, but a credible roadmap must be developed to increase trust
and reduce uncertainty for potential investors.

3.4.2. More Specific Pathways for Digital Enabling Requirements and Actions

3.4.2.1. Enabling the capacity to connect through infrastructure, equipment, and affordability

To enable the capacity to connect through infrastructure, equipment, and affordability, efforts should be made
to: (i) continue to modernize the national backbone; (ii) boost access to mobile devices and connectivity equip-
ment; and (iii) support affordability schemes to eliminate associated barriers:

(i) Outdated infrastructure is the greatest barrier to rolling out digital services. First- and second-mile infra-
structure especially suffers from underinvestment and lack of quality and reliability. A better distribution
of efforts is needed to ensure that remote areas can access internet connectivity, which may be achieved
through PPPs and universal service activities. The new Framework Law my help address this;

(ii) Lack of mobile phones and terminal equipment is a close second barrier in light of low access rates.
Although access is higher in the capital Kinshasa and in a few other locations, it still constitutes a strict
upper bound to the adoption of other digital services, such as digital finance. The lack of mobile phones
also reduces overall demand and market volume, which does not create enough incentives for entrepre-
neurs to innovate in the digital sphere. Promoting competition and ensuring wider access and affordability
of mobile phones is key to unravelling the development of other digital services.

(iii) The high cost of connectivity is a third major barrier. With 1.5 GB of data costing 32.2 percent of the
monthly average income in 2020, the DRC is the most expensive country in the world when considering
purchasing power.*® In this context, investing in an internet connection can be a daunting choice which
only the richest can afford. This stifles the innovation potential among most of the country’s youth. Among
other factors discussed above, removing barriers to entry is crucial to lowering the cost of connectivity and
ensuring affordability schemes in the provision of internet connectivity.

3.4.2.2. Fully enforcing the new Telecom Framework Law

Fully enforcing the new Telecom Framework Law will be key to lifting the regulatory hurdles.The previous outdated
telecom law severely constrained any progress to overcome these barriers. The new Telecom Framework Law will
ban monopolies and exclusivity provisions, enforce universal services, and acknowledge modern types of ICT serv-
ices. It is to be hoped that this will lead to a decrease in prices and an increase in adoption of mobile phones and
mobile internet. While the Law has already been approved by Parliament and promulgated by the President, it was
only recently published in the Official Gazette in September 2021. Another challenge following the Law’s publication
will be to ensure that sufficient capacity is in place to implement and monitor its progress and impact.

45 [TU ICT Price Baskets, 2020.
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But building institutional capacity will be critical to implementing the new Law and the PNN. Both the new
Telecom Law and the PNN have ambitious objectives to modernize the telecommunications sector and kickstart
digital transformation. Several structures will have important roles to play, starting with the regulator ARPTC, in
addition to the Ministry of Telecommunications and the newly created National Digital Council. Collaboration and
a clear definition of roles will be instrumental to ensuring the success of the Law and the PNN.

While the Law is a necessary first step, it is only a start, and it is important to develop complementary laws on
data protection, cybersecurity, and digital platforms. It will soon be essential to provide a comprehensive legal
framework for the digital economy. This includes regulation of data protection, privacy, cybersecurity, digital
platforms, and open exchange of digital information through modern services such as APIs (Annex 6: Proposed
Secondary Legislation for the newTelecom Law).

3.4.2.3. Building up the roles of Government and the private sector

The Government can be a driver of digital transformation, by rolling out modern online digital services for the
people. This includes the modernization of public services such as tax payments, social transfers, the payment
of school fees or utilities, and using digital means of interaction. Government-to-People (G2P) payments are a
proven way of bringing more people online, by providing them with a concrete reason to engage digitally.

Core administrative processes are also essential to ensuring that the Government is on track with the digital
transformation. To digitalize administrative processes and e-government architecture, it is imperative to start
with the digitalization of existing registries, including civil registration, and the implementation of electronic sys-
tems in public financial management, human resource management, public procurement, and public investment.
This will help increase interoperability, transparency, and efficiency as part of a whole-of-government approach.
It also demands that government services are adequately equipped with computers with reliable internet access.

Channeling private sector investments into key areas of the digital transformation through partnerships will be key
to a successful digital transformation. The Government cannot be the sole driver in this exercise: PPPs and inter-
national collaboration should be leveraged to implement activities planned in the scope of the PNN. Partnerships
already exist within the national startup ecosystem, as well as with foreign firms and international donors, but they
are still rare.These can play a key role, however, in implementing a multi-stakeholder approach for the PNN.

The publication of the Telecom Law has already started attracting private investors in digital development (PPP)
as well as additional technical assistance from international donors. Fiber Access Service Technology Congo
(FAST CONGO), the result of a PPP between Paratus Group and Global Broadband Solution, is willing to take
on the challenge of providing fast, high-quality internet connections at lower costs. On March 14, 2022, FAST
CONGO signed a public—private leasing contract with Société Congolaise de Fibre Optique for the operation and
maintenance of the fiber optic network on the Kinshasa—-Moanda axis (which was deployed as part of the WB
CABS5 Project).*6 With the large Paratus Group (present in over 20 countries in Africa) agreeing to invest in this
project under a PPP, this offers major hope for digital development in the DRC and could pave the way for future
investors. More PPPs will also be supported under the upcoming WBTransport and Connectivity Support Project.
In fact, one of the project’s subcomponents will take advantage of the roadworks to install fiber optic infrastruc-
ture, thereby expanding access to broadband network services and geographical reach through a reduction in
the cost of last-mile extensions and end-user prices. Further, the DRC recently signed an agreement with a con-
sulting firm and the French Development Agency (February 2022)*” for the allocation of 600,000 euros to develop
a national digital infrastructure development plan in the country. This plan will benefit several sectors of society,
including agriculture and agro-industry by ensuring that both large and small farmers use modern technologies
to increase their productivity.

46 https://zoom-eco.net/developpement/rdc-fast-congo-prend-lengagement-de-faire-du-numerique-un-levier-dintegration-de-bonne-
gouvernance-de-croissance-economigque-et-de-progres-social/
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Annex 1: DRC Key Macroeconomic Indicators (Estimates and Projections)

The unprecedented outbreak of COVID-19 in early 2020 introduced uncertainties and posed challenges in the
projections of macroeconomic variables. Given the DRC’s strong dependence on natural resources, uncertainty
in global commodity demand and prices not only exacerbated downside risks to the macroeconomic environ-
ment—widening internal and external imbalances—but also failed to provide a clear view of the short-term out-
look. In 2020, volatility in commodity prices and the global economic downturn posed challenges for economic
forecasts and led to substantial downward revisions from pre-COVID-19 crisis projections (Table 1.1). The turna-
round in commodity prices and the good performance of the mining sector then led to successive revisions of
growth forecasts, initially from a contraction of 2.2 percent to a slowdown of 0.8 percent (in September 2020), to
final economic growth in 2020 of 1.7 percent, which is only about 1.5 percentage points lower than pre-COVID-19
projections.

Key macroeconomic indicators in comparison to the pre-COVID-19 period

2020
Pre-COVID Act.. Pre-COVID
Real GDP growth (%) 4.4 3.2 1.7 4.2 5.7
of which extractive (%) 1.0 -2.4 9.7 25 8.1
CPl inflation, end-of-period (%) 4.6 5.0 15.8 5.0 5.3
Domestic revenue (% of GDP) 9.4 10.4 8.7 10.7 1.2
Overall fiscal balance (% of GDP, commitment basis) -2.0 -0.6 -1.2 -0.2 0.0
Current account balance (% of GDP) -3.2 -4.3 -2.2 -3.3 -1.0

Source: DRC authorities and World Bank staff calculations.

Macroeconomic and financial estimates and projections 2018-2024

Actual Actual Actual Prel.

2018 2019 2020 2021 2022 2023

Annual percentage change, unless otherwise indicated

National income and prices

Real GDP 5.8 4.4 1.7 5.7 6.0 6.4 6.1
Extractive GDP 16.9 1.0 9.7 10.1 9.5 9.5 8.3
Non-extractive GDP 1.9 5.8 -1.3 3.9 4.5 4.9 5.0

GDP deflator 29.8 4.0 8.9 21.8 11.3 6.7 8.1

CPI (year-average) 29.3 4.7 11.2 9.1 9.5 7.0 6.0

% of GDP, unless otherwise indicated

Fiscal accounts

Expenditure 11.1 12.9 10.1 13.1 16.2 14.9 14.5
Revenue and grants 11.1 10.8 9.0 13.1 13.5 13.3 13.5
Revenue 10.0 9.4 8.7 11.2 12.3 124 12.9
Grants 1.1 14 0.2 1.9 1.2 0.8 0.6

Overall fiscal balance (incl. grants) 0.0 -2.0 -1.2 0.0 -2.7 -1.6 -1.1
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Macroeconomic and financial estimates and projections 2018-2024 (Continued)

Actual Actual Actual

2018
General government debt 19.9 19.5 22.4 21.7 21.2 19.8 16.0

Annual percentage change, unless otherwise indicated

Selected monetary accounts

Broad money 30.1 28.9 45.9 35.2
Credit to the economy 20.3 6.7 12.2 6.0
Net credit to the Government 1.4 5.4 0.0 -10.1

% of GDP, unless otherwise indicated

Balance of payments

Current account balance -3.5 -3.4 -2.2 -1.0 0.1 -0.5 -0.8
Imports of goods and services 377 33.5 29.3 378 40.5 44.0 45.7
Exports of goods and services 34.1 30.1 28.0 373 41.3 42.8 43.4
Gross reserves (weeks of imports) 2.3 4.3 2.1 6.8 77 8.3 8.6
Memo

GDP, nominal (millions of USD) 47146.3 50,398.8 49,702.4 59,514.0 66,8875 74,761.2 84,408.9
Total government (% of GDP, eop) 19.9 19.5 22.4 21.7 21.2 19.8 16.0
Population (in millions) 84.1 86.8 89.6 92.4 95.2 98.2 101.1

Source: Congolese authorities; IMF and World Bank staff estimates and projections, March 2022.

Macro Poverty Outlook Indicators (annual percentage change unless indicated otherwise)

2019 2020 2021e 2022F 2023F 2024f
Real GDP growth, at constant market prices 4.4 1.7 5.7 6.0 6.4 6.1
Private Consumption 17.3 -8.0 1.6 1.5 2.0 2.2
Government Consumption .6 4.1 20.9 11.7 2.5 r.2
Gross Fixed Capital Investment 6.3 31.3 336 13.1 17.2 11.3
Exparts, Goods and Services 1.4 5.0 14.9 12.5 B.O B.O
Imperts, Goods and Services 25.2 12.0 30.7 11.4 12.4 B.7
Real GDP growth, at constant factor prices 4.6 2.3 5.6 5.9 6.2 6.0
Agriculture 31 2.5 2.4 2.5 2.6 2.7
Industry 4.1 4.2 6.6 7.2 7.5 7.0
Sarvices 5.7 0.1 5.6 5.7 6.1 8.0
Inflation {Consumer Price Index) 4.7 11.2 9.1 9.5 7.0 6.0
Current Account Balance (% of GDP) =3.4 =2.2 =1.0 0.1 -0.5 -0.8
Fiscal Balance (%% of GDP) =2.0 =1.2 0.0 =2.7 -1.6 -1.1
Debt (% of GDP) 19.5 22.4 21.7 21.2 19.8 16.0
Primary Balance (%% of GDP) -1.8 -1.0 0.2 -2.2 -1.1 -1.1
International poverty rate ($1.9 in 2011 PPP)™" 7a.3 7a.9 72.1 71.1 70.1 69.2
Lower middle-income poverty rate ($3.2 in 2011 PPP)™" 5.0 85.2 8.9 88.4 7.8 B7.3
Upper middle-income poverty rate ($5.5 in 2011 PPP)™" 897.1 87.2 97.1 96.8 96.5 96.3
GHG emissions growth (mtCO2e) 0.1 0.0 0.2 0.2 0.1 0.1
Energy related GHG emissions (% of total) 2.2 2.2 2.3 2.3 2.4 2.4
Source: World Bank, Poverty & Equity and Macroeconomics, Trade & Imaestment Global Practices. Emissions data sourced from CAIT and OECD.
&) Calevlations based on 2012-E123 Actual data: 2012, Mowcast: 2013-2021. Forecasts are from 2027 ta 2024,

by Projection using neutral distribution (2012) with pass-through = 0.7 based on GOF per capita in constant LU,

Source: MPO, Spring Meetings, April 2022.
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Global and regional COVID context

Despite improvement in vaccination campaigns across the world, especially in high-income countries, the
pandemic’s evolution is still subject to uncertainty. New variants of the Coronavirus, highly transmissible
and virulent, depict the unpredictability of the pandemic and are responsible for new records of infection and
death. Such uncertainty resulted in a contraction of the world production by 3.4 percent in 2020. In contrast,
global growth is estimated at 5.5 percent in 2021 and is expected to reach 4.1 percent in 2022 due to sev-
eral factors, including vaccination campaigns and easing of social distancing measures. Other important fac-
tors include favorable market conditions with lower borrowing costs, an accommodating policy mix in major
economies, recovery in foreign demand and generalized increases in most commodity prices.

Table. Growth prospects

2018 2019 2020 2021 2022
Advanced partner economies of the DRC
Advanced economies 2.3 1.6 -4.6 5.0 3.8
United States 3.0 2.2 -3.4 5.6 3.7
Euro area 1.9 1.3 -6.4 5.2 4.2
Japan 0.6 0.0 -4.5 1.7 2.9
Other partner economies of the DRC
Brazil 1.8 1.4 -3.9 4.6 0.9
South Africa 0.8 0.2 -7.0 3.5 2.1
China 6.8 6.0 2.2 8.0 5.1
Other regions

Europe and Central Asia 3.4 25 -2.0 5.8 3.0
East Asia and Pacific 6.5 5.8 1.2 71 5.1
Latin America and the Caribbean 1.8 0.9 -6.4 6.7 2.6
Middle East and North Africa 0.8 0.3 -4.0 3.1 4.4
South Asia 6.5 4.4 -5.2 70 76
Sub-Saharan Africa 2.7 25 -2.2 3.5 3.6

Source: World Bank, Global Economic Prospects, January 2022

The regional situation remains different with lower mortality rates and an unequal impact on growth. Despite
the low mortality associated with the pandemic, Sub-Saharan Africa was hit economically. The contraction in
economic activity is estimated at nearly -2.2 percent in 2020, which is moderate compared to growth rates in
other regions. The recession in SSA is mainly due to the plunge in trade and value chains and its impact on
commodity prices but also due to the supply shock resulting from the containment and mitigation measures
taken by governments. With improvement in these factors, economic growth should have picked up in 2021
(estimated at 2.8 percent).
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Annex 3: Financial Sector: Banks’ High Operating Costs

Aggregate bank capital is too low and over half the banks are undercapitalized, while low bank returns induce
high operating costs. At 14 percent, the aggregate capital adequacy ratio is among the lowest in SSA. Over the
past five years, the solvency ratio has fallen dramatically as risk assets increased and regulatory capital stag-
nated. Out of fifteen banks, three fail to meet the 10-percent minimum solvency requirement, four more do not
meet the 12.5 precent requirement, and a total of seven do not meet the current minimum capital requirement
of USD 30 million.*There was some slight improvement in 2021 as depicted by the banking system’s regulatory
capital to risk-weighted assets, which fell to 12.2 percent at end-August 2021, after having reached 14.0 percent
at end-2020; mainly due to the reported increase in capital by several banks as mandated by the BCC, albeit sus-
pended with the advent of the pandemic. Non-performing loans to gross loans decreased from 21.1 percent in
December 2019 to 8.8 percent in December 2020, then rose again to 9.6 percent in March 2021, before returning
to 8.8 percent in August 2021. Even though the recent regulation on the classification of loans and provisioning
is softer than best standards, several banks still implement it only partially. Although non-interest expenses to
gross income have fallen slightly (66.0 percent at end-August 2021 from 67.1 and 71.9 percent at end-2020 and
-2019, respectively), return on assets increased from 1.0 percent at end-2019 to 2.1 percent in December 2020,
before stabilizing at 1.4 percent in August 2021. Return on equity (ROE) increased from 4.9 percent in 2019 to 16.4
percent in September 2020, before fall back to 10.8 percent in August 2021. These low returns reflect high bank
operating costs in the DRC (cash management, electricity, communications, as well as high liquidity costs and
banking supervision costs equivalent to 0.6 percent of deposits).

48 Owing to the pandemic, the BCC postponed a gradual increase in minimum capital requirement to USD 50 million to January 1, 2025
(originally planned on January 1, 2022), with minimum increments (USD 5 million on January 1, 2023, USD 5 million on January 1,
2024, and USD 10 million on January 1, 2025).
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Annex 4: Composition of Domestic Debt

The overall domestic debt is composed of arrears and short-term T-bills. Discussions are under way to start
reducing the stock of arrears. Most of the domestic debt stock consists of arrears, mainly composed of recon-
ciled arrears and VAT arrears to exporters. In addition, arrears to oil companies amount to 0.6 percent of GDP.
Reconciled arrears have been audited and include financial, social, and judiciary debt, suppliers, and rent and
other services.There is also a significant stock of about USD 2 billion of arrears to be audited, although according
to the authorities only 20 percent of audited arrears became validated in the past. Net issuance of treasury bills,
all denominated in local currency and U.S. dollar-indexed, increased somewhat in 2021, which partly helps in
arrears repayments. As part of its second review of the ECF program and the Article IV preparation, the IMF is
committed to assisting the authorities in limiting further accumulation of arrears and aims to suggest different
strategies that the authorities could take to progressively repay all arrears (some are very old, accumulated
arrears while others, mostly to oil companies/oil distributors, are more recent).
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Annex 5: Preliminary Estimates of the Impact of the Invasion of Ukraine

Impact of Higher Oil and Wheat prices for the DRC

I. Shock assumptions

* This note provides updated estimates for the DRC of the impact of oil and wheat price increases resulting
from the invasion of Ukraine. It uses 2021 levels as a benchmark, then applies a shock to wheat and oil prices
according to two scenarios: (i) 2022 Baseline and (ii) 2022 High.

* The Baseline for oil (35 percent) refers to the number from the Prospects Group (which was also in the MPQO),
and the High (60 percent) is roughly what was observed during the 2007/08 crisis. For wheat, the Baseline is
based on the current increase of 35 percent (assumed to last for the year) and the High is roughly what was
seen in 2007/08 (80 percent).

* Projected GDP (nominal, USD millions) for 2022 is 66,888 (MPO estimates, March 2022).

Price change vs 2021 baseline (percent) 2021 2022

Assumptions Average 2022 Baseline 2022 High
Wheat price increase (%) - 35 80
Wheat price (USD/bushel) 7.0 9.5 12.6
Oil price increase (%) - 35 60

Oil price (USD/barrel) 70.4 95.0 112.6

Il. Impact on trade

* The DRC exports crude oil and imports refined fuels, with a net trade deficit in petroleum and petroleum
products.

* The DRC imports wheat, wheat flour, and bakery products.

Table 1: Impact on trade
1.a: Impact on imports of oil and wheat due to price increases

Oil (fuel) Wheat
Assumptions 2022 Baseline 2022 High 2022 Baseline 2022 High Total range
Price increase (%) 35 60 35 80
Increase imports (USD millions) 652.5 1,118.6 45.2 103.4 755.9 - 1,222.0

Increase imports (% of GDP) 1.0 1.7 0.1 0.2 1.1-1.9
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1.b: Impact on exports of oil due to oil price increase

Assumptions 2022 Baseline 2022 High
Price increase (%) 35 60
Increase in exports (USD millions) 239.1 409.9
Increase in exports (% of GDP) 0.4 0.6

* Under the baseline scenario of a 35 percent increase in the price of oil, imports of oil would rise by 1.0
percent of GDP while exports would increase by 0.4 percent of GDP.Thus, next exports of oil would de-
crease by an estimated 0.6 percent of GDP.

* Under the high scenario of a 60 percent rise in the price of oil, the increase in imports would reach 1.7
percent of GDP versus 0.6 percent for exports; this would translate to a decrease in net oil exports of 1.1
percent of GDP.

¢ Given the small share of wheat imports (estimated around USD 129 million or 0.2 percent of GDP in 2021),
even an 80 percent increase in the price of wheat would only translate to an increase in the value of wheat
imports of about 0.2 percent of GDP.

* Overall, rising oil and wheat prices under alternative scenarios would raise the value of imports in the DRC
by a range estimated between 1.1 and 1.9 percent of GDP.

* Looking at the impact on the trade balance by combining exports and imports, higher oil and wheat prices
would negatively affect the trade balance by an estimated value ranging between 0.7 percent of GDP (Baseline
scenario) and 1.2 percent of GDP (High scenario).

1.c:Trade balance change vs. 2021 due to higher wheat and oil prices (USD)

Assumptions 2022 Baseline 2022 High
QOil exports 239.1 409.9
Fuel imports 652.5 1,118.6
Wheat imports 45.2 103.4
Trade balance (USD millions) -458.7 -812.2
Trade balance (% of GDP) -0.7 -1.2

lll. Fiscal impact

* The DRC collected approximately USD 160 million in oil revenues in 2021 (about 0.3 percent of GDP).

* QOil revenues are expected to slightly rise with the increase in oil prices, but within a small range estimated
between 0.1 and 0.2 percent of GDP.

* In principle, higher oil prices offer fiscal upside, because fuel and wheat product prices are not formally
subsidized, and de facto subsidies on fuel, if any, appear small.

* However, the Government tends to run its expenditures on a cash basis, suggesting that additional revenues
(already small in magnitude) are likely to be spent rather than saved. Further, if the Government decides to
provide some cushion to higher oil and food prices, the fiscal deficit might widen.
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Table 2: Change in fiscal revenues vs. 2021 due to higher oil prices

Assumptions 2021 2022 Baseline 2022 High
Price increase (%) - 35 60

Oil revenues (USD million) 161 66.1 113.3
Oil revenues (% of GDP) 0.3 0.1 0.2

IV. Impact on inflation and households
a. Impact on inflation
* The DRC’s annual average inflation rate for 2021 is estimated at 9.2 percent.

* A simple regression showed a positive and significant relationship between oil prices and inflation (Coef. =
0.587), which means that a 35 percent increase in oil prices would accelerate inflation by 20.5 percent; the
inflation rate would rise by 1.9 percentage points, and annual average inflation rate would reach 11.1 percent.

* Under the high scenario of a 60 percent increase in oil prices, this would translate to an increase in the infla-
tion rate of about 3.3 percentage points (annual average inflation rate: 12.5 percent).

Table 3: Impact on inflation due to oil price increases

Assumptions 2022 Baseline 2022 High
Price increase (%) - 35 60
Inflation rate (annual average, %) 9.2 1.1 12.5

- For a 35% increase in petroleum prices, inflation increases by 20.5%.
- For a 60% increase in petroleum prices, inflation increases by 35.2%.

b. Impact on households

* Estimates show that any change in oil and wheat prices would exert strong pressure on households’ expend-
iture (consumption basket). Spending on cereals accounts for 8.3 percent of household expenditures, while
transport makes up 2.7 percent of households’ total spending (Table 4). Together, they weigh 11 percent of the
total household consumption basket.

Table 4: Household consumption basket (socioeconomic category of head of household)

In CDF In USD Share of total expenses (%)
Food expenses 1,115,767 560.52 66.4
Cereals 139,471 70.06 8.3
Transport expenses 46,053 23.14 2.7
Others 518,230 260.34 30.8

Total household expenditure 1,680,050 843.99 100.0
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Table 5: Global oil and wheat price shock: Impact on households’ welfare

Share of Household Basket (%)* Oil Wheat
Assumptions 2022 Baseline 2022 High 2022 Baseline 2022 High
Price increase (%) 35 60 35 80
Transportation 3.7 4.4

Cereals 1.2 14.9

*Data used to estimate the relative share of expenditures allocated to cereals and transport are from the Statistical Yearbook
(INS, 2020) and the 123-survey report.

Assuming that an increase in price of wheat translates into an increase in the price of cereals, a 35 percent
increase in wheat prices would lead to an added cost/burden on Congolese households’ expenditures of
about 3 percent, from a share of 8.3 to 11.2 percent of total expenses under the baseline scenario. Raising the
burden further by 6.6 percent under the high scenario, cereal expenses alone would then represent about
15 percent of total households’ consumption basket.

Similarly, transport spending is expected to raise the burden on total households’ expenditures by 1 and
1.6 percentage points for 35 and 60 percent increases in oil prices, respectively. This would raise the share of
transport expenses in total spending from 2.7 to an estimated 3.7 percent and 4.4 percent, respectively.

Overall, increases in oil and wheat prices could raise the burden on total Congolese households’ expenses
by a range of approximately 4 to 9 percent (from 11 percent to about 15, under the baseline scenario, and to
20 percent, under the high scenario).
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Annex 6: Proposed Secondary Legislation for the New Telecom Law

Below is a list of decrees identified by the Government as the next steps to operationalize the
Telecom Law.

N° Titles and objects of the proposed legislation Reference
1 Law amending and supplementing Ordinance-Law No. 18/003 of March 13, 2018,
establishing the nomenclature of central government duties, taxes, and fees.
2 Inter-ministerial order fixing the rates of duties, taxes, and fees to be collected at the
initiative of the Ministry of PTNTIC.
3 Decree creating the Regulatory Authority. Article 11
4 Decree creating the Public Establishment in charge of the promotion of Telecommunica-  Article 14
tions and ICT.
5 Arrété setting the conditions and procedure for granting concession licenses. Articles 34, 45, and 88
6 Arrété setting the auction procedure for the granting of licenses involving the use of Article 23
radio frequencies.
7 Arrété setting the terms and conditions for the renewal of licenses. Article 49
Arrété establishing the terms and conditions for the granting of Authorizations. Articles 55 and 88
9 Arrété setting the terms and conditions for the granting of certificates of approval. Article 58
10 Arrété setting the terms and conditions for the approval of terminal equipment as well Article 68
as their control.
1 Arrété setting the terms and conditions for approval of auxiliary activities. Article 73
12 Arrété setting the terms and conditions for the constitution and management of the Article 77
national numbering plan.
13 Arrété setting the terms and conditions for the administrative, technical, and commer- Article 79
cial management of domain names constituting the country domain.
14 Arrété determining the categories of radioelectric transmission facilities allocated to Article 83
civil needs.
15 Arrété determining the categories of low-power and short-range devices. Article 8
16 Arrété determining the terms of use of assigned frequencies. Article 85
17 Arrété determining the terms and conditions for surveillance and control of the fre- Article 90
quency spectrum.
18 Arrété determining the terms and conditions for identification of subscribers. Articles 95 and 111
19 Arrété setting the terms and conditions for infrastructure sharing and duplication, the Articles 104 and 108

dispute settlement procedure, and the deadlines for the provision of unbundling serv-
ices to third-party operators.

20 Arrété setting the general conditions for interconnection and access to the network as Article 116
well as the terms and conditions for the configuration and management of internet ex-
change points.

21 Arrété setting the general, technical, and financial conditions for roaming as well as the  Article 122
modalities of its provision.

22 Arrété setting the terms and conditions of collection, recording, processing, storage, Article 133
and transmission of personal data.

23 Arrété laying down the conditions for assessing the levels of impact of seriousness of Article 136
crimes committed on electronic communications networks and systems.
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Below is a list of decrees identified by the Government as the next steps to operationalize the
Telecom Law. (Continued)

N° Titles and objects of the proposed legislation Reference

24 Arrété establishing the conditions for approval of the implementation of technical Article 143
mechanisms for the protection of computer systems.

25 Arrété establishing the terms and conditions for the use of different key sizes. Article 147

26 Arrété laying down the conditions for the approval of cryptology service providers and  Article 148

their obligations.

27 Ministerial Arrété determining the implementation procedure and the schedule for the Article 200
conversion of titles and schemes as well as the acquisition of new titles.

28 Inter-ministerial Arrété determining the share of the 3% levy of operators’ turnover. Article 16
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