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I
Introduction

In economic literature, the non-financial economic benefits or externalities deriving from implementation of the universal service obligation are: 1) corporate reputation - brand recognition; 2) marketing information; 3) ubiquity; 4) customer life-cycles; 5) avoidance of the collateral costs of ceasing to provide universal service.

Each of these concepts is explained below:

1)
Reputation/brand recognition

The universal service provider, generally the incumbent operator, is associated with a positive image generated by the service's social impact; this affects not just the beneficiaries, that is users who would not receive the service if it were not an obligation, but all existing and potential customers. 

The positive image also reflects on the provider's employees, who appreciate the firm's social commitment, on shareholders and on the government, including the regulatory authority. 

The impact of the corporate image is probably easier to quantify in terms of brand recognition: the universal service provider's logo enjoys widespread visibility, increasing its chances of being chosen by new customers in a competitive market.

2)
Marketing information

The universal service provider has at its disposal a vast customer database covering all geographical areas, sectors of society or any other type of market segment, providing information on user behaviour and consumption levels.

This information may serve to identify profitable and unprofitable customers and is therefore much coveted by new entrants in a competitive market who have no access to such data. All too often, incumbent universal service operators fail to make the most of this resource.

3)
Ubiquity

By definition, the universal service provider's network and service cover the entire country (at least within the requirements and scope of the universal service obligation). Ubiquity of service increases the provider's chances of being chosen by customers who move to a new location. Moreover, wide network coverage means that the service can be provided to new individual users at a lower cost. 

4)
Life cycles

Customers who are uneconomic today, in other words who generate insufficient revenue to cover the net cost of providing the universal service (calculated as an avoidable cost), may become profitable tomorrow owing to a change in their economic and social situation or in their behaviour.

Consumption capacity tends to change at certain thresholds and with some regularity, so that a proportion of uneconomic services will very probably become profitable in the future. Because of its ubiquity, the universal service provider stands a good chance of being retained when there is a change in situation, consumption pattern or spending capacity. In competitive markets firms spend vast amounts on retaining customers. 

Similarly, a high-cost remote area which is uneconomic when the service is starting out may become profitable with an increase in population and commercial or other traffic. In such instances life cycle and ubiquity are interrelated. 

5)
Avoidance of collateral costs

If an operator was released from its universal service obligation, there would necessarily be associated costs which it could only avoid by continuing to provide the service. 

Withdrawing USO would mean disconnecting the beneficiaries of the universal service, the cost of which is easily quantified, as is the hypothetical cost of withdrawing uneconomic public payphones.

To these more visible costs would be added that of damage to corporate image: people such as relatives of the disabled, the unemployed, pensioners and other low-income groups, schoolchildren and their parents would naturally feel resentment on seeing universal service withdrawn by a provider released from its obligation. In a competitive market, customer loss would not be confined to disconnected users. 

If such an operator does decide to disconnect all uneconomic customers it will need to devise a special plan for the purpose (assuming that it has a source of information that is reliable and precludes mistakes). The plan will undoubtedly give the impression that unwanted customers are being disconnected on a large scale, perhaps larger than is actually the case. This may hamper retention of desirable customers as well as damaging the provider's reputation.

II
Estimating non-financial benefits

The main problem associated with the externalities or non-financial benefits accruing to the universal service provider is the relative uncertainty of calculations of their economic value. This does not mean that they should be discounted in working out the true net cost of the obligation, but that the estimates taken to calculate their value should be conservative rather than the contrary, so that the minimum benefit can be established with certainty. Where it is not possible to set an objective criterion for establishing the minimum benefit, qualitative effects should be treated as decisive only when there is little or no difference between cost and income (for the purpose of calculating the net cost of the universal service obligation). New developments or the availability of more information will facilitate more accurate calculations in the future. 

An idea of the calculation methods developed so far is given in the paragraphs below:

1)
Reputation/brand recognition

Corporate expenditure on advertising to secure market-visibility (institutional advertising) can serve as a guide in estimating the benefits in terms of corporate image deriving from universal service provision. In some cases direct calculation is possible and easy. For example, the value of the universal service provider's logo visible on its public payphones could be costed in the same way as a similar street advertisement.

The universal service provider can draw on public image surveys to estimate social impact, in much the same way as a company selling other products or services measures the success of its image-promotion campaigns. The impact will indicate the value to the universal service provider in terms of its public image.

2)
Customer information

The value of the universal service provider's knowledge of the consumption patterns of its customer base (traffic, etc.) is comparable to the cost of the studies that have to be carried out by new entrants to the market which inevitably need such information.

Furthermore, in a competitive environment only the universal service operator is, presumably, in a position to identify among its many clients which are economic and which are not, and competitors would be ready to pay for this information if it were available.

In practice, the customer data of incumbent or dominant operators tend to be insufficiently processed to provide such information with any accuracy. Data outputs tend to be limited to commercial or corporate customers and residential customers, without entering into any more detail. 

However, more detailed information can be compiled and has great commercial value, equal at least to the cost of a constantly updated market study based on specific samples and lacking the accuracy of the dominant operators' information. 

3)
Ubiquity

Estimates of the benefits deriving form ubiquity tend to take account only of customer relocation. This approach underestimates the phenomenon, since it fails to include the lower cost per user resulting from the development of the universal service provider's network. 

In every community, a percentage (quite often known) of the population moves every year. The public service companies have their own records of name changes, though they are not kept up to date in all countries. 

Because of its ubiquity, the universal service provider stands to benefit from this mobility even in a competitive market, where consumers are still likely to choose the dominant operator in the area where they relocate. Nonetheless, a percentage of users will switch to another service provider given a choice and enough relevant information. By taking the percentage of people (or companies) that move and require the service, the percentage of people with a choice of providers, and the percentage of people with access who would decide to change if information were available, it is possible to determine the number of customers retained by the universal service provider because of its ubiquity. The present value of the future income from that number of customers gives the minimum benefit of ubiquity.

4)
Life cycles

In a number of economic activities, particularly those involving credit, it is well known that the situation of consumers can change over time and an uneconomic customer can become a profitable one. Cases in point are credit cards, savings and loan companies and public utilities. Estimates exist in these sectors of the percentage of uneconomic customers that it is advisable to retain pending possible improvement in the future. In many countries, both developed and developing, the financial sector has extensive experience in this area.

The minimum benefit accruing to the universal service provider from customer life cycles can be estimated from the percentage of its uneconomic customers that it wants to retain. Since voluntary retention is unlikely to be high, the percentage should be compared with current values in other relevant sectors, such as financial services (only as a yardstick for control purposes - the actual retention rate will be that prevailing in the telephone sector).

Thus, the proportion of total telephone service customers who are uneconomic will be calculated, on the basis of the net financial cost of universal service (visible costs and revenue). To this will be applied the retention rate. The benefit deriving form these customers will be equal to the net present value (at market rates) of future earnings, according to changes in consumption capacity. For the purpose of future projections, the average consumption pattern of profitable customers in a similar category will be used. This method is conservative, because it disregards the possible impact of changes in consumption patterns in a market as a whole (towards more intensive use of telecommunication services).

5)
Avoidance of collateral costs

Other than the direct costs of disconnection, which can be calculated on the basis of objective criteria, there is no direct method of quantifying the non-financial benefits that derive from continuing to comply with all the obligations of universal service provision. In some countries, operators apply a reconnection charge for defaulters and in some cases have costed the operations involved in disconnection. 

A "hard" criterion that could be adopted to estimate the non-financial benefit of avoiding collateral costs for operators maintaining the universal service obligation is the net revenue from the percentage of current profitable customers who would switch to a competitor on learning of the withdrawal of the service from uneconomic customers.

The benefit arising from the avoidance of collateral costs for such operators would be at least equal to the cost of disconnecting all uneconomic customers, including not only the direct disconnection costs referred to above, but also the cost of identifying customers to be disconnected (in the hypothesis that the operator were released from its universal service obligation).

III
Inclusion of non-financial benefits in the calculation of universal service costs - an example

In 1998, the United Kingdom's Office of Telecommunications (OFTEL) produced a number of estimates with a view to calculating the net cost of the universal service obligation to the dominant operator, British Telecom (BT). It determined the "net financial cost" of universal service provision (the difference between the avoidable cost and revenue) and the "non-financial benefits", and hence the "net cost" - the difference between the two - of universal service provision.

The study took into account various components of the universal service obligation, including: 1) uneconomic customers; 2) uneconomic areas; 3) uneconomic public payphones; 4) services for the disabled; and 5) priority fault repair service.

The financial cost of 1) was estimated to be between GBP 49 and 68 million per year, whereas the non-financial benefit to BT was estimated to be between GBP 28 and 68 million, with a net cost of between GBP 0 and 31 million.

The financial cost of 2) was estimated to be between GBP 9 and 21 million and the non-financial benefit between GBP 5 and 12 million, with a net cost of GBP 4 to 9 million.

The financial cost of 3) was estimated to be GBP 14 million and the non-financial benefit, between GBP 9.5 and 15.5 million, with a net cost of 45 to –1.5 million.

The financial cost of 4) was estimated at GBP 8 million and the estimated net benefit was slightly higher, with a net cost of 0 (the result is slightly to the advantage of BT).

The financial cost of 5) was estimated at GBP 22 million, the non-financial benefit at GBP 14 million and the net cost at GBP 8 million.

OFTEL has not established any subsidy for the operator providing universal service. Projections in respect of universal service for 1998/9 show an annual cost of GBP 53 to 73 million, and benefits of GBP 61 million.
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