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Action required: 

Participants are invited to consider the Draft Report and give suggestions for the future work on the Question.

Abstract: 

The document contains a preliminary Draft Report on Question 11/1.

�Part  �seq Part_ \* ARABIC �1� : Introduction/statement of the problem



The implementation of modern telecommunication infrastructures and the offering of new services in developing countries requires considerable investment, the volume of which usually exceeds the financing capacities of the concerned national administrations or operators.  Total investment needs in the developing world for basic telephony service alone has been rising rapidly over the last decade, nearly doubling from the 1990-4 period to the 1995-9 period, and it will continue to increase.  



In the past, the great majority of public sector telecommunications monopolies did not invest sufficient resources, nor did they invest those resources efficiently.  Long waiting lists, for example, were usually a product of unsupportable cross-subsidy and low investment in new lines.  But the changing nature of the telecommunications sector worldwide offers the opportunity to increase both the quality and quantity of investment in developing country telecommunications.  As companies are privatized and the sector liberalized, both local and foreign private investment will become an increasingly significant source of funds –assuming that the investment climate is positive.  At the same time, there will remain an important leveraging role for public investment to pursue social goals and overcome market failures.



Given this situation, concerned governments and operators must gain an overall view of different financing policies and techniques, as well as of factors which can create a climate favorable to private investment and leverage the effect of public investment, taking into account the current process of liberalization in the global telecommunication sector.

�Part  �seq Part_ \* ARABIC �2� : General factors creating a favorable climate for investment



Investments in the telecommunication sector must be examined in the larger scope of a country’s global investment climate.  The latter will be dependent on a combination of a number of factors such as human capital, macro stability, political stability, legislation & rule of law, infrastructure, access to information infrastructure and services, public health facilities, and geographical location.  Factors that deter investment include:

Civil strife 

Macroeconomic instability 

Slow economic growth and small domestic markets

Inward orientation and burdensome regulations

Poor infrastructure

High wage and production costs 

Weak banking systems and underdeveloped capital markets 

Corrupt governance and a weak judicial system

Slow progress on privatization



Attracting private financing to infrastructure is determined more by risk perceptions than income levels. In turn, given the long-term vulnerability of infrastructure projects to major political and economic risks, investors base much of their risk assessment on a country's economic and political credibility. 



�Part  �seq Part_ \* ARABIC �3� : Unsatisfied demand for Telecommunication services is large in developing countries 



In many developing countries’ markets there is an unsatisfied demand for plain telephony.  This is illustrated by waiting lists, flourishing black markets, and the rapid expansion of wireless in countries liberalizing that sector.  For example, the average time a customer has to wait for a telephone connection in Eastern Europe and Central Asia is more than two years.  In South Asia, this figure reaches an average of over six years.  A large demand for telecommunications services also exists in developing countries from those who cannot afford a connection of their own.  This can be met through the greater provision of calling card and pay phones.  New technologies also allow for access rollout through telecentre operations based on mobile phones.  



The number of telephone main lines per capita in a country is closely correlated with income per capita.  Clearly, there is an upper limit on the extent of economically rational service provision in poorer countries.  This is not a reason for resignation over the size of the disparity in access between developing and developed countries, however.  Models such as the telecentre system in Senegal suggest that a dramatic and profitable increase in access rates is possible even in poor countries.  Combined with new technologies, the use of a competitive, well regulated market structure and limited, leveraged investment interventions by government –as in the case of Chile, for example—this makes the goal of universal access very much attainable in less developed countries.





�Part  �seq Part_ \* ARABIC �4� : Removing the impediments to unleash market forces 



To attract private investors it is necessary to establish a legal framework which opens the telecommunications market to competition and creates a level playing field between new entrants and the incumbent operator.  Ensuring regulatory consistency over the investment period will also reduce investor risk. These goals can be achieved through:



Administrative separation of the government, regulatory agency and the incumbent telecom operator 

The establishment of a clear and respected dispute handling mechanism

Transparent administration of numbering and spectrum

Long term definition of universal access obligations

Oversight and interconnection agreements (price and technical possibilities)

Removal of cross-subsidy requirements and support for cost based pricing

Removal of ownership restrictions

Flexible licensing with limited requirements on technology or service provision.





�Part  �seq Part_ \* ARABIC �5� : Market failures need intervention using market-based mechanisms 



Government intervention can be justified when an investment is not commercially viable (with a negative financial NPV) but it is socially desirable (with a positive economic NPV).  Examples might include access for schools and health clinics or providing access to the poor in rural areas.  More broadly, growth theory and case studies point to an important systemic issue: infrastructure is an factor facilitating investment, but this raises the question of how to trigger investments in infrastructure.  The need to turn this potential vicious circle in a virtuous one might be another argument for government intervention.  This is one example of a market failure that suggests the need for a government role beyond that of regulation.

The International Telecommunications Union (ITU) defines universal service as a telephone in every home, while universal access, often seen as a precursor to universal service, is a telephone within a reasonable distance for everyone. 

Universal service programs tend to focus on making the cost of obtaining and maintaining telephone service more affordable to individual users or to targeted groups of users such as low-income consumers and residents of high-cost and rural areas. 

The emphasis of universal access policies is to increase access to telephones or telecommunications services on a community-wide level. Universal access programs often seek to foster installation of public payphones or public call centers in rural villages or low-income urban areas with the goal of providing a basic and initial connection to the network. Public payphones or call centers are used in some instances to ensure that even the most remote or sparsely populated area has some access to communication services. 

Universal service or access to telecommunications services is a challenge in virtually every country throughout the world - both developed and developing. In order to implement universal service or access, it is necessary to identify goals and establish sustainable policies and regulations that will make telecommunications services available and affordable to the largest number of people. 

In 1997, the WTO Agreement on Basic Telecommunications Services identified a minimal set of principles that signatories should follow in developing universal service policies: 

Transparency 

Non-discrimination 

Competitive neutrality 

Non-burdensome application.

Several mechanisms can be used to finance universal access/ service under these conditions:

Competitive Bidding and Auctions In some countries, the universal service administrator allocates funds via competitive bidding. The funding is awarded to the bid or proposal that meets a set of defined criteria, such as the bid that requires the lowest level of subsidy to execute the project. Under this method, the universal service fund administrator consults the government, other agencies, and private organizations to identify priority projects. Bids are solicited to meet the established criteria, and the entity that meets those criteria wins the bid and is allocated proceeds from the fund. This mechanism represents a transparent, affordable, and efficient method of meeting universal service needs. 

Grants and Loans The universal service administrator may allocate funds for projects through grants or loans. Establishing clear and identifiable criteria to select the best project can be difficult, politically sensitive, and administratively burdensome. The use of grants or loans may therefor be most effective when the number of projects is limited. 

Allocating Funds to Carriers The universal service administrator may allocate funds to any carrier or telecommunications service company that can demonstrate an ability to provide universal service. The administrator should establish clear, predictable, and competitively neutral criteria for allocating funds to carriers. There are many factors that can be considered in determining how much money is allocated to each carrier, including call volume, call routing, and the number of low-income or rural residents in the service area of a carrier. A growing number of countries are using forward-looking costs to determine how to compensate carriers that provide universal service. 

End-Users/Consumers Another method of allocation is to give universal service funds directly to end-users. The universal service fund administrator must decide whether to give funds to all end-users or to a particular group. For example, some universal service programs provide funds only to users who live in high- cost areas or only to low-income users. After the recipient group has been selected, universal service fund administrators must decide how the universal service funds can be used. For example, recipients may be allowed to use funds only to pay for all or part of their initial connection costs, monthly phone bills, all calls, local calls and/or long distance calls. Administrators must also decide how funds will be allocated to the targeted recipients. For example, funds may be allocated to recipients indirectly through the carriers (e.g., through rebates, vouchers and/or pre-paid calling cards) or directly to recipients through vouchers, tax credits, government checks, or government- sponsored calling cards. Any method of funding, whether through the carrier or directly to end- users, requires establishing an effective and transparent allocation mechanism.

The Chilean example provides good insights on how to use market mechanisms to address market failures in provision.  Even though Chile had one of the most competitive telecommunications markets in the world, about 10 percent of Chileans lived in localities without even a public telephone.  To address this gap, the Chilean government began auctioning subsidies to private operators asking for the lowest subsidies to supply public telephone service to rural areas. 



Public invitations to bid for each of 46 project subsidies were issued in 1995 and bidders made 62 offers for the projects.  Competitive entry was the main factor driving down the subsidy. From the 46 envisaged projects, 16 were implemented without subsidy at all and 18 with the maximum subsidy. Market forces helped determine which projects needed subsidies and how much. Only four projects were not bid for and were added in the next round with revised maximum subsidies.

Grameen Telecom has become the largest cellular phone operator in Bangladesh. Their approach provides an example of innovation to expand rural access.�  They concentrate on offering two separate products:

Village Pay Phone (VPP): The aim is to finance village play phones through selected member borrowers of Grameen Bank. The selected members will purchase the phone (under the lease program of the Grameen Bank) and make the telephone available to all users in the village, undertake short message services and enable others to receive incoming calls. At a later stage, telefax, e-mail and other value added services will be introduced. VPP is likely to become the largest wireless pay phone project in the world. 

Direct Subscriber (DS): There are many potential sources of demand for telephone service in the rural areas that are not directly engaged with Grameen Bank activities; these include health centers, secondary schools and colleges, large farmers, and local businessmen. They will be the direct subscribers of Grameen Telecom. Telecom links to rural markets will promote trade through improved process information, and students of rural schools will be introduced to the information age even before they have ever stepped out of the immediate neighborhood of their  village.  



GrameenPhone Limited has attracted support from major private and public organizations.  The two main shareholders of GrameenPhone are Telenor A.S., the Norwegian state telecommunications operator and Grameen Telecom, an affiliate of Grameen Bank. Other shareholders are Marubeni, the Japanese trading house, and Gonofone, a U.S.-based company. Public support has come from bodies including the IFC, the ADB and the CDC.



�Part  �seq Part_ \* ARABIC �6� : Creating regional or subregional telecommunication markets 



Harmonization of the rules governing technology standards, investment, the implementation of appropriate regulations (including tariffs, interconnection, spectrum management) at global or regional levels will help make markets more attractive to private investors, creating regional telecommunication markets with sufficient critical mass to enable larger returns on infrastructure investment.  Steps in this direction can be achieved both at the international level through the WTO and at regional levels.

WTO: In February 1997, sixty-nine governments of high-income and developing countries agreed to  liberalize their basic telecommunications services under an agreement negotiated through the World Trade Organization. Most participants in the agreement have subscribed to procompetitive regulatory principles, including independent regulators, competitive safeguards, measures to ensure interconnection, universal service obligations, and transparent and nondiscriminatory practices in licensing. The markets affected by the arrangement represent more than 90 percent of the world market for telecommunications. 

European Union: The concept of open network provision, or ONP, appeared in the 1987 Green Paper on the development of the common market for telecommunications services and equipment. Its aim is to create an environment conducive to healthy competition in the sector within the European Union, in the interests of service providers and users. This requires a harmonized, transparent and non-discriminatory regulatory framework to be drawn up at European level.  The approach taken by the Commission, in accordance with the Treaty of Rome, recognized the need simultaneously to: 

promote a competitive environment, 

abolish restrictions on the cross-border provision of services, 

allow Member States to retain, on a temporary basis, exclusive rights to the telecommunications infrastructure and the provision of telephone services. 

This last concession to Member States aimed at ensuring that the introduction of competition would not threaten the financial stability of the traditional operators responsible for the public service. 

Other Regional Organizations Regional organizations can play an important role in the harmonization of technical standards, service definitions and tariff structures and thus create cross-border markets capable of attracting foreign investments more easily. The Southern Africa Development Community has encouraged co-ordination in the interoperability of networks, development processes and adoption of common rules and practices, including rules on the use of electronic payments, cross-border trade in services, the taxation of information-based commerce, data privacy and encryption, and the admissibility of electronic evidence in court.  The Africa Connection initiative strongly stresses the need for a comprehensive and coordinated telecommunications policy, at a continental level and  the steady development of policies that will ensure a co-ordinated development of the Africa's Information Infrastructure.  One of its purposed is the establishment of a mechanism for co-ordination of the regulators on the continent.  Co-ordinated spectrum management and frequency planning is cited as an example. �

�Part  �seq Part_ \* ARABIC �7� : Financing investment in telecommunications 



Private Sector Case Studies

The World Bank Group The Bank group is a significant financing source for infrastructure, private and public, in emerging economies. It sees its role not only as a direct source of funds, but as catalyst to attract financing from other sources.  The Bank Group can lend with a government guarantee, either directly (generally to public enterprises) or through on-lending arrangements. Through its private sector arm, the International Finance Corporation (IFC), it can take equity positions in private projects in addition to providing commercial-type funding for its own account and syndicating loans from commercial banks. IFC is therefore a good partner for any investor concerned about the riskyness of the business environment who wishes to make an investment in a developing country. The World Bank Group provides about US$ 500 million per year in equity and loans for telecommunications projects, leveraging about five times this amount from other sources.

In addition to loans and equity, the Bank Group can directly provide guarantees for country risk and make political risk insurance available through its Investment Guarantee arm, MIGA. Through these instruments, the Bank Group assists countries launched on the reform path to obtain access to international capital markets and private sector financial flows. MIGA operates in more than 100 developing nations, and its policy writing approaches US$1 billion a year.

Over the past five years the World Bank has made a total of twenty loans for telecommunications investments, as well as provided advisory services to these and over 40 other governments, on how to manage telecommunications sector reform and restructure telecommunications enterprises. The IFC has for its part advised private sector investors on a very wide range of telecommunications projects. Advisory services are now the World Bank Group’s product that has the greatest impact on development – helping governments and investors set up sustainable environments where the telecommunications needs of both the public and businesses are served by private investors and decent returns are made on telecommunications investments.

 

�Part  �seq Part_ \* ARABIC �8� : Recommendations and conclusions 



�
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