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)� AM� EXTREMELY� PLEASED� TO� INTRODUCE� THE� 2EPORT� OF� THE� 3EVENTH
#OLLOQUIUM� ON� THE� #HANGING� 2OLE� OF� 'OVERNMENT� IN� AN� %RA� OF
4ELECOM� $EREGULATION� �KNOWN� IN� SHORT� AS� THE� 2EGULATORY� #OLLO

QUIUM	�� WHICH� WAS� HELD� AT� )45� (EADQUARTERS� IN� 'ENEVA� ON
�
��$ECEMBER������

4HE� #OLLOQUIUM� REPRESENTS� AN� IMPORTANT� CONTINUING� INITIATIVE� TO
CONSIDER�� IN� AN� INFORMAL�� EXPERT� AND� PRACTICAL� WAY�� SOME� OF� THE
FUNDAMENTAL� ISSUES� OF� TELECOMMUNICATIONS� REGULATION� THAT� ARISE
FROM� TODAY S� FAST
CHANGING� TELECOMMUNICATIONS� ENVIRONMENT�� 4HE
#OLLOQUIUM� IS� NON
GOVERNMENTAL� IN� NATURE�� PRIVATELY� FINANCED�� AND
BRINGS� TOGETHER�� IN� THEIR� INDIVIDUAL� CAPACITIES�� HIGH� LEVEL� TELECOM
OFFICIALS� AND� EXPERTS� FROM� A� DIVERSE� RANGE� OF� COUNTRIES�� 4HE
PARTICIPANTS�MEET� IN� 'ENEVA� FOR� THREE� DAYS� TO� FORMULATE� PRACTICAL
ADVICE� DESIGNED� TO� BE� OF� IMMEDIATE� BENEFIT� TO� POLICY� MAKERS�
REGULATORS� AND�BUSINESS� COMMUNITIES� IN� DEVELOPED� AND�DEVELOPING
COUNTRIES�ALIKE�

4HE� 3EVENTH� #OLLOQUIUM� HAD� AS� ITS� TOPIC� THE� PRESENT� CRISIS� IN� THE
INTERNATIONAL� SYSTEM� BY� WHICH� PAYMENTS� ARE� MADE� BETWEEN
COUNTRIES� FOR� INTERNATIONAL� TELECOMMUNICATIONS� SERVICES� �KNOWN� AS
THE� ACCOUNTING� RATE� SYSTEM	�� 4HE� #OLLOQUIUM S�MAIN� CONCLUSION� IS
THAT�THE�ACCOUNTING�RATE�SYSTEM��AND�THE�LEVEL�OF�ACCOUNTING�RATES�
IS�NOT�THE�REAL�PROBLEM���AS�THE�#HAIRMAN S�2EPORT�INDICATES��THE�REAL
PROBLEM� IS� THE� LACK� OF� TELECOMMUNICATIONS� DEVELOPMENT� IN� MANY
COUNTRIES�DUE� TO� SUCH� CAUSES� AS� INADEQUATE� INVESTMENT�� INEFFICIENT
PRICING�POLICIES��MONOPOLISTIC�INDUSTRY�STRUCTURES��AND�A�LACK�OF�CLEAR
AND�EFFECTIVE�REGULATION�
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4O�ADDRESS�THIS�UNDERLYING�PROBLEM��THE�#OLLOQUIUM�HAS�FORMULATED
A� SERIES� OF� CONCLUSIONS� AND� PRACTICAL� RECOMMENDATIONS�� 7E� HOPE
THAT�THEY�WILL�BE�OF�VALUE�TO�THE�3ECOND�7ORLD�4ELECOMMUNICATIONS
0OLICY�&ORUM��740&	�AS�IT�FORMULATES�ITS�ADVICE�TO�)45�MEMBERS�

4HE�FUNDING�FOR�THE�MEETING�WAS�PROVIDED�ON�A�COLLABORATIVE�BASIS
BY�THE�&RIEDRICH�%BERT�&OUNDATION�OF�'ERMANY��&%3	�AND�4HE�7ORLD
"ANK��THROUGH�ITS�INFO$EV�PROGRAM��"OTH�ORGANIZATIONS�HAD�FUNDED
EARLIER�#OLLOQUIA��BOTH�SEPARATELY�AND�COOPERATIVELY��&OR�THEIR�CRITICAL
HELP�� )� AM�MOST� APPRECIATIVE� TO� $R�� %RICH� 6OGT� OF� THE� &%3� AND� TO
*AMES�"OND��"JORN�7ELLENIUS�AND�#ARLOS�"RAGA�OF�4HE�7ORLD�"ANK�

!S�NOTED� IN�MY�)NTRODUCTION�TO�THE�2EPORT�OF�THE�&IRST�#OLLOQUIUM�
THE�CONCEPT�OF� THE�#OLLOQUIA�ORIGINATED�WITH�$AVID� ,EIVE�WHEN�HE
WAS�#HAIRMAN� OF� THE� )45 S� 4ELECOM� ��� 2EGULATORY� 3YMPOSIUM� IN
'ENEVA� IN� /CTOBER� ������ !N� EXTENSIVE� ROUND� OF� INFORMAL� CON

SULTATIONS�WITH�EXPERTS�FROM�MANY�COUNTRIES�LED�-R��,EIVE��!MBASSA

DOR� 'ERALD� (ELMAN�� WHO� PROVIDED� CRITICAL� ASSISTANCE�� AND� ME� TO
CONCLUDE�THAT�THE�#OLLOQUIUM�WOULD�MEET�A�SIGNIFICANT�NEED�AND�BE
OF� GREAT� PRACTICAL� VALUE� TO�MANY� COUNTRIES�� 4HIS� FORECAST� HAS� BEEN
MORE�THAN�BORNE�OUT�BY�THE�SUCCESS�OF�THE�SEVEN�#OLLOQUIA�AND�THE
WIDESPREAD�USE�OF�ITS�2EPORTS�

)N�VIEW�OF�HIS�OUTSTANDING�LEADERSHIP�OF�THE�#OLLOQUIA��)�ASKED�$AVID
,EIVE� AFTER� THE� 3ECOND� #OLLOQUIUM� TO� CONTINUE� AS� PERMANENT
#HAIRMAN�

4HE�RESULTS�OF�THE�3EVENTH�#OLLOQUIUM�ARE�REFLECTED�IN�THE�FOLLOWING
#HAIRMAN S�2EPORT�BY�-R��,EIVE��4OGETHER�WITH�SEVERAL�OF�MY�SENIOR
COLLEAGUES��)�PARTICIPATED�THROUGHOUT�THE�THREE�DAY�SESSION��JUST�AS�)
HAD�AT�THE�FIRST�SIX�#OLLOQUIA��)N�ADDITION��WE�WERE�FORTUNATE�TO�HAVE
WITH�US�-R��.EIL�-C-ILLAN��OF�THE�5+��PROSPECTIVE�#HAIRMAN�OF�THE
3ECOND�740&�AND�-R��4SUNEKAZU�-ATSUDAIRA�OF�*APAN��#HAIRMAN�OF
)45�3TUDY�'ROUP���

4HE� 2EPORT� DESCRIBES� THE� CONSENSUS� OF� THE� PARTICIPANTS� ON� THE
PRINCIPAL� ISSUES�DISCUSSED��BUT�DOES�NOT� REPRESENT� INDIVIDUAL�PARTICI

PANTS �VIEWS�
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4HIS�PUBLICATION�ALSO�INCLUDES�THE�EXECUTIVE�SUMMARY�OF�THE�"RIEFING
2EPORT� PREPARED� BY� AN� INDEPENDENT� CONSULTANT�� -ICHAEL� 4YLER�
WHICH�WAS�PRESENTED�TO�THE�#OLLOQUIUM�IN�DRAFT�FORM�TO�SERVE�AS�A
BASIS� OF� THE� DISCUSSIONS�� 4HE� FULL� "RIEFING� 2EPORT�WILL� BE� TRANSLATED
AND� DISTRIBUTED� TO� ALL� ADMINISTRATIONS� LATER� THIS� WINTER�� "OTH� THE
EXECUTIVE�SUMMARY�AND�THE�"RIEFING�2EPORT� REFLECT�-R��4YLER S�OWN
RESEARCH� AND� VIEWS�� AND� ARE� NOT� PRODUCTS� OF� THE� #OLLOQUIUM
DISCUSSIONS�THEMSELVES�

0LANNING� IS� NOW� UNDERWAY� FOR� SUBSEQUENT� MEETINGS�� 4HE� %IGHTH
#OLLOQUIUM�WILL�TAKE�PLACE�IN�THE�LAST�QUARTER�OF�������ON�A�TOPIC�STILL
TO�BE�SELECTED�

)N�VIEW�OF�THE�#OLLOQUIUM S�UNDERLYING�MISSION�TO�PROVIDE�PRACTICAL
ADVICE� FOR� POLICY� MAKERS� AND� REGULATORS�� A� PROGRAM� IS� BEING
DEVELOPED� WITH� 7ORLD� "ANK� HELP� FOR� A� MORE� ACTIVE�� INTENSE� AND
PERVASIVE� DISSEMINATION� PROGRAM�� PARTICULARLY� EMPLOYING� WEBSITES
AND� THE� )NTERNET� IN� AN� INTERACTIVE� FASHION�� 4HE� PROJECT� SHOULD� BE
UNDERWAY�SHORTLY�

&INALLY�� )� WANT� TO� REITERATE� THE� IMPORTANCE� )� PLACE� ON� INNOVATIVE
METHODS�SUCH�AS�THE�#OLLOQUIA�THAT�CAN�PROVIDE�PRACTICAL�HELP�TO�THE
TELECOMMUNICATIONS� COMMUNITY� THROUGHOUT� THE�WORLD�WHICH�MUST
DEAL�WITH�THE�COMPLEX�CHALLENGES�THAT�ARISE�FROM�CHANGING�INDUSTRY
STRUCTURES��EVOLVING�ECONOMIC�POLICIES�AND�NEW�TECHNOLOGIES�

0EKKA�4!2*!..%
3ECRETARY
'ENERAL

'ENEVA��*ANUARY�����





4!",%��/&��#/.4%.43

0AGE

)� ).42/$5#4)/.��!.$��35--!29 �������������������������������� ��

))� &/2#%3�/&�#(!.'%��4(%�0!#%�/&�#(!.'%��!.$�4(%
)-0!#4�/&�#(!.'% ����������������������������������������������������� ��

)))� !$!04).'��35##%33&5,,9��4/��4(%��.%7
%.6)2/.-%.4�������������������������������������������������������������� ��

�� )NVESTMENT�AND�4ELECOMMUNICATIONS�$EVELOPMENT�������� ��

�� 0RICING�0OLICY������������������������������������������������������������������ ��

�� .EW�-ODES�OF�/PERATION ���������������������������������������������� ��

�� 2OLE�OF�THE�.ATIONAL�2EGULATOR��������������������������������������� ��

�� 4RANSITION�)SSUES ������������������������������������������������������������ ��

�� 4HE�2OLE�OF�THE�)45�������������������������������������������������������� ��

)6� #/.#,53)/.3 �������������������������������������������������������������� ��

!44!#(-%.4��� �,IST�OF�PARTICIPANTS ������������������������������������� ��

!44!#(-%.4��� �#OLLOQUIUM�$ISCUSSION�/UTLINE ������������������� ��

%8%#54)6%��35--!29��/&��"2)%&).'��2%0/24���������������������� ��





#(!)2-!. 3��2%0/24
42!.3&/2-).'��%#/./-)#��2%,!4)/.3()03
).��).4%2.!4)/.!,��4%,%#/--5.)#!4)/.3

)� ).42/$5#4)/.�!.$�35--!29

4HE� #OLLOQUIUM� INITIALLY� REVIEWED� ISSUES� CONCERNING� THE� TRADITIONAL
INTERNATIONAL�FRAMEWORK�FOR�PAYMENTS�AMONG�TELECOM�OPERATORS�FOR
INTERNATIONAL� SERVICES��OFTEN�CALLED� THE� ACCOUNTING� RATE�SYSTEM �� )T
DID�SO�BECAUSE�OF�WIDESPREAD�RECOGNITION�THAT�THE�ACCOUNTING�RATE
SYSTEM� IS� SERIOUSLY�� IF� NOT� FATALLY�� UNDERMINED�� AND� MAY� NOT� BE
SUSTAINABLE�� THAT� IT� URGENTLY� REQUIRES� REFORM� AND�OR� REPLACEMENT�
THAT� INTERNATIONAL� TRAFFIC� IS� INCREASINGLY� FLOWING�OUTSIDE� IT��AND� THAT
THE� SYSTEM� IS� FURTHER� PUT� INTO� QUESTION� BY� THE� 74/� "ASIC
4ELECOMMUNICATIONS�!GREEMENT�

4HE�REASONS�FOR�THE�CRISIS�ARE�NOT�HARD�TO�FIND��THE�ACCOUNTING�RATE
SYSTEM� IS� NEAR� COLLAPSE� BECAUSE� IT� EVOLVED� AS� PART� OF� AN� INDUSTRY
STRUCTURE� BASED� ON� MONOPOLY� PROVIDERS� IN� DIFFERENT� COUNTRIES
DEALING� WITH� ONE� ANOTHER� BILATERALLY�� )T� IS� NOW� INCREASINGLY� BEING
UNDERMINED�BY�TECHNOLOGY�AND�THE�MARKET�FORCES�UNLEASHED�BY�THE
ENTRY�OF�COMPETITION�

!FTER�MORE�IN
DEPTH�REVIEW��THE�#OLLOQUIUM S�PRINCIPAL�CONCLUSION�IS
THAT�THE�ACCOUNTING�RATE�SYSTEM��AND�THE�LEVEL�OF�ACCOUNTING�RATES�
IS�NOT� THE� FUNDAMENTAL�PROBLEM�TO�BE�ADDRESSED��BUT�ONLY�PART�OF
THE�PROBLEM��AND�SHOULD�NOT�BE�SEEN�OUT
OF
CONTEXT�AS�MAJOR�POLICY
ISSUES�IN�THEMSELVES��4HE�#OLLOQUIUM�IDENTIFIED�AS�A�PRINCIPAL�POLICY
AND� SOCIAL� GOAL� THE� NEED� TO� PRESERVE� AND� EXPAND� TELECOMMUNICA

TIONS� SYSTEMS� SO� AS� TO�MEET� THE� GROWING� NEEDS� OF� ALL� PEOPLES� AT
REASONABLE� AND�AFFORDABLE� PRICES�� 4HE� FUNDAMENTAL� PROBLEM� IS� THE
LACK�OF�NETWORK�DEVELOPMENT� IN�MANY�DEVELOPING�COUNTRIES��WHICH
MAKES� IT� DIFFICULT� TO� ACHIEVE� THIS� GOAL�� 4HIS� LACK�OF� DEVELOPMENT� IN
TURN�IS�DUE�TO�INADEQUATE�INVESTMENT��INAPPROPRIATE�PRICING�POLICIES�
MONOPOLISTIC� INDUSTRY� STRUCTURES� AND� THE� ABSENCE� OF� CLEAR� AND
EFFECTIVE� REGULATION�� 4HESE� SYSTEMIC� DEFICIENCIES� HAVE� PARTLY� BEEN
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MASKED�BY�THE�HIGH�SETTLEMENT�PAYMENTS�FLOWING�UNDER�THE�EXISTING
ACCOUNTING� RATE� SYSTEM� TO� SOME� TELECOMS� OPERATORS�� ESPECIALLY� IN
DEVELOPING� COUNTRIES�� 5NDERSTANDABLY�� GOVERNMENTS� AND� TELECOMS
OPERATORS� IN� THESE� COUNTRIES� ARE� RELUCTANT� TO� CHANGE� THE� CURRENT
ARRANGEMENT�ON�THEIR�OWN�INITIATIVE�

)N�ADDRESSING�THIS�BROADER�ISSUE�THE�#OLLOQUIUM�RECOGNISED�THAT�THE
FORCES�WHICH�ARE�DRIVING� THE�CHANGES�AND�CAUSING� INSTABILITY� IN� THE
TRADITIONAL� INDUSTRY� STRUCTURE� �GREATER� RELIANCE� ON� COMPETITION� AND
MARKET� FORCES�� TECHNOLOGY� INNOVATION� AND� CONVERGENCE�� AND
ECONOMIC�ARBITRAGE	�WERE�LIKELY�TO�CONTINUE�AND�ACCELERATE��� )T�WAS
ALSO��THEREFORE��IMPORTANT�TO�ACT�QUICKLY�

!DDRESSING� THESE� FUNDAMENTAL� ISSUES�WOULD� STILL� BE� URGENT� EVEN� IF
THE�ACCOUNTING� RATE�SYSTEM�DID�NOT�EXIST�� IN�EFFECT�� THE�ACCOUNTING
RATE�ISSUE�SERVES�AS�A� CATALYST �FOR�TIMELY�CONSIDERATION�OF�THEM��0UT
ANOTHER�WAY��THE�FOCUS�NEEDS�TO�BE�NOT�ONLY�ON�WHOLESALE�RATES��THE
ACCOUNTING�AND�SETTLEMENT�RATES	�BUT�PRIMARILY�ON�COMPETITIVE�RETAIL
RATES� �WHAT�THE�ULTIMATE�CONSUMER�IS�CHARGED�FOR�COMMUNICATIONS
SERVICES��AND�ON�ISSUES�OF�DEVELOPMENT�

3TRUCTURAL� CHANGES� IN� THE� ACCOUNTING� RATE� SYSTEM�� ACCELERATED
REDUCTIONS�IN�SETTLEMENT�RATES��AND�THE�LARGE
SCALE�CARRIAGE�OF�TRAFFIC
OUTSIDE� THAT� SYSTEM��ARE� ALL� OCCURRING�� 3UCH� CHANGES�WILL� CONTINUE�
WITH� DIFFERENT� COUNTRIES� OR� GROUPS� OF� COUNTRIES� SELECTING� DIFFERENT
SOLUTIONS�� 4HE� EFFECTS� WILL� NECESSARILY� RESULT� IN� A� REDISTRIBUTION� OF
ECONOMIC�BENEFITS�BETWEEN�OPERATORS�AND�BETWEEN�COUNTRIES��4HEY
WILL� PRESENT� SOME� OPERATORS� AND� SOME� COUNTRIES� WITH� SEVERE
PROBLEMS�OF�ADJUSTMENT��ESPECIALLY� IN�THE�CASE�OF�MANY�DEVELOPING
COUNTRIES��AND�ABOVE�ALL�IN�SOME�OF�THE�LEAST�DEVELOPED�COUNTRIES�

4HE�#OLLOQUIUM�RECOGNISED�THAT�MAJOR�EFFORTS�ARE�ALREADY�UNDERWAY
IN� A� VARIETY� OF� FORUMS� TO� REFORM� THE� ACCOUNTING� RATE� SYSTEM�� )45
3TUDY�'ROUP��� IS�A�PRINCIPAL� FOCUS��AS� REFLECTED� IN�THE�2EPORT�OF� ITS
$ECEMBER� ����� MEETING�� 4HE� REFORMED� SYSTEM� WILL� PROBABLY
CONTINUE� TO� BE� USED� TO� AN� EXTENT� THAT� CANNOT� YET� BE� FORESEEN�
ALONGSIDE� THE� NEW� MODES� OF� OPERATION�� )T� IS� LIKELY� TO� EMBODY
SUBSTANTIALLY� REDUCED� ACCOUNTING� RATES�� AND� MAY� BE� BASED� ON
UNIFORM� TERMINATION� CHARGES �� 4HE� #OLLOQUIUM� THEREFORE� DID� NOT
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FOCUS� ON� SUCH� CHANGES� WITHIN� THE� SYSTEM �� BUT� ON� THE� BROADER
ISSUES�� )TS� CONCLUSIONS� MAY� BE� HELPFUL� IN� THE� PREPARATION� OF� THE
3ECOND� )45� 7ORLD� 4ELECOMMUNICATIONS� 0OLICY� &ORUM�� WHICH� WILL
CONSIDER�THESE�ISSUES�IN�-ARCH�������AS�WELL�AS�TO�THE�3ECOND�7ORLD
4ELECOMMUNICATIONS�$EVELOPMENT�#ONFERENCE�

3OLUTIONS� THAT� EFFECTIVELY� SERVE� GLOBAL� TELECOMMUNICATIONS
DEVELOPMENT� CAN� BE� FOUND� BY� LINKING� THE� RESTRUCTURING� OF� THE
INTERNATIONAL� PAYMENT� SYSTEM� WITH� THE� RESTRUCTURING� OF� OTHER
ASPECTS�OF�THE�INTERNATIONAL�ECONOMIC�RELATIONSHIPS�IN�TELECOMMUNI

CATIONS�� AND� ALSO� SOME� ASPECTS� OF� BROADER� TELECOMMUNICATIONS
POLICY�AS�WELL��+EY�ELEMENTS�INCLUDE�

• FRESH�APPROACHES�TO�INVESTMENT�IN�THE�PUBLIC�TELECOMMUNICATION
NETWORK�

• RESTRUCTURING�OF�PRICING�TO�REFLECT�COST�

• EXPLOITATION�BY�OPERATORS� IN�DEVELOPING�COUNTRIES�OF�THE�POSITIVE
POSSIBILITIES�OFFERED�BY� NEW�MODES�OF�OPERATION �IN�INTERNATIONAL
TELECOMMUNICATIONS�

• THE� ORIENTATION� OF� TELECOM� REGULATION� TO� PROMOTE� COMPETITION�
INVESTMENT�AND�NEW�TECHNOLOGIES�

0OLICY�MAKERS� AND� REGULATORS� IN�MANY� COUNTRIES� OFTEN� ARE� STILL� NOT
AWARE� OF� HOW� PROFOUNDLY�� AND� RAPIDLY�� TECHNOLOGY� AND� MARKET
FORCES� ARE� TRANSFORMING� THE� TELECOM� LANDSCAPE�� THAT� THIS� RATE� OF
CHANGE� WILL� CONTINUE� IF� NOT� ACCELERATE�� AND� THAT� CORRESPONDING
REGULATORY� CHANGES� ARE� IMPERATIVE�� 4HERE� IS� AN� URGENT� NEED� TO
INCREASE� THEIR� AWARENESS� OF� THE� ACTUAL� TRENDS�� ISSUES�� AND� POLICY
ALTERNATIVES�� !� SUITABLE�� TARGETED� AND� URGENT� TRANSITION� PROCESS� IS
NEEDED�THROUGH�WHICH�THIS�CAN�TAKE�PLACE�

4HE�#OLLOQUIUM S�WORK�PROCEEDED�IN�TWO�STAGES�

• !N� ASSESSMENT� OF� THE� FORCES� OF� CHANGE�� THE� LIKELY� PACE� OF
CHANGE��AND�THE�LIKELY�IMPACT�OF�CHANGE

• !� DISCUSSION� OF� HOW� OPERATORS�� REGULATORS� AND� GOVERNMENTS�
ASSISTED�BY�THE�)45��AND�USING�ALL�AVAILABLE�)45�MECHANISMS��CAN
BEST�ENSURE�A�SUCCESSFUL�ADAPTATION�TO�THE�NEW�ENVIRONMENT�

♦  ◊  ♦  ◊  ♦  ◊  ♦  ◊  ♦  ◊  ♦
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4HE�ACCOUNTING�RATE�SYSTEM�IS�THE�PRODUCT�OF�A�WORLD�THAT�IS�RAPIDLY
VANISHING�� IN� WHICH� INTERNATIONAL� TELECOMMUNICATIONS� TRAFFIC� WAS
EXCHANGED� BETWEEN� NATIONAL� MONOPOLY� PROVIDERS�� THROUGH
CORRESPONDENT� RELATIONS�� 4HERE�ARE� THREE�KEY� FACTORS�HASTENING� THE
BREAK
UP�OF�THE�OLD�SYSTEM�

�� 4HE�RAPID� INTRODUCTION�OF�NEW�TECHNOLOGIES�AND�NEW�MODES
OF� OPERATION�� 4HE� INDUSTRY� IS� BEING� RESTRUCTURED�WITH� GLOBAL
NETWORKS� AND� SYSTEMS� AND� A� HOST� OF� NEW� PRIVATE� PLAYERS�
)NCREASINGLY��PROVIDERS�OF�COMMUNICATIONS�AND�RELATED�SERVICES
ARE�SHAREHOLDER
OWNER�COMPANIES�

�� 4HE� ����� 74/� "ASIC� 4ELECOMMUNICATIONS� !GREEMENT� AND
THE� APPLICATION� OF� THE� BASIC� '!43� DISCIPLINES� TO� THE� GLOBAL
TELECOMS�MARKET�THROUGH�THAT�!GREEMENT��4HE�KEY�ELEMENTS
INCLUDE� THE� SO
CALLED� -OST� &AVOURED� .ATION� PRINCIPLE� �-&.	
REQUIRING� NON
DISCRIMINATORY� TREATMENT� OF� FOREIGN� OPERATORS
AND� SUPERSEDING� RECIPROCITY � POLICIES�� COMMITMENTS� TO
PROVIDE� MARKET� ACCESS� FOR� FOREIGN� OPERATORS�� NATIONAL
TREATMENT� �I�E��� TREATING� FOREIGN� OPERATORS� THE� SAME� AS
NATIONAL�OPERATORS	��AND�THE�COMPREHENSIVE�SET�OF�REGULATORY
PRINCIPLES� INCLUDED� IN� A� LARGE� NUMBER� OF� COUNTRIES � 74/
COMMITMENTS�THROUGH�THE�2EFERENCE�0APER��!LL�THIS�IS�BACKED
UP� BY� THE� 74/ S� $ISPUTE� 3ETTLEMENT� PROCEDURE�� 4HESE
FEATURES�OF� THE������!GREEMENT�HAVE�ESTABLISHED�NEW� RULES
OF� THE� GAME� FOR� OVER� ���� OF� THE� WORLD S� INTERNATIONAL
TELECOMMUNICATIONS�TRAFFIC�

�� 4HE� EMERGENCE� OF� EVEN� MORE� OPEN� COMPETITIVE� CONDITIONS
WITHIN� CERTAIN� PAIRS� OF� COUNTRIES� WITH� COMPETITIVE� INDUSTRY
STRUCTURES��AMONG� THE�COUNTRIES�OF� THE�%5��AND�AS�BETWEEN
THE� MOST� LIBERALISED� 74/� MEMBERS�� 4HESE� CONDITIONS� HAVE
BEEN�CHARACTERISED�BY�SOME�AS�A� 3INGLE�-ARKET ��&OR� TRAFFIC
AMONG� THESE� COUNTRIES� �WHICH� ACCOUNT� FOR� OVER� ����OF� THE
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WORLD S�INTERNATIONAL�TELECOMMUNICATIONS�TRAFFIC	�THERE�IS�LIKELY
IN� FUTURE� TO� BE� RELATIVELY� LITTLE� DIFFERENCE� IN� PRICE� BETWEEN
INTERNATIONAL� AND� LONG� DISTANCE� DOMESTIC� CALLS�� )N� NUMEROUS
INSTANCES� �IN� THE� %5� FOR� EXAMPLE	� INTERNATIONAL� CALLS� WILL� BE
TERMINATED� AT� THE� SAME� INTERCONNECT� CHARGE� AS� DOMESTIC
LONG
DISTANCE� CALLS�� IN� OTHER�WORDS�� OPERATOR� !� CAN� GET� INTO
COUNTRY�"�AT�COUNTRY�" S�DOMESTIC�RATES�

4HESE�THREE�KEY�FACTORS�DESERVE�SOME�ELABORATION�

4HE� EMERGENCE� OF� NEW� MODES� OF� OPERATION � FOR� INTERNATIONAL
TELECOM�SERVICES�� EFFECTIVELY�BYPASSING� THE�ACCOUNTING� RATE� REGIME�
IS�ONE�OF�THE�STRONGER�FORCES�FOR�CHANGE��4HE� NEW�MODES �INCLUDE
LEASED
LINE� RESALE�� THE� CARRIAGE�OF� TRAFFIC�WITHIN� INTERNATIONAL�GLOBAL
ALLIANCES� SUCH� AS� #ONCERT�� 'LOBAL� /NE�� OR� 5NISOURCE�� ALTERNATIVE
CALLING� PROCEDURES � SUCH� AS� REFILE�� HUBBING� AND� RE
ORIGINATION�� AND
THE� EXTENSION� OF� AN� OPERATOR S� NETWORK� TO� INCLUDE� 0OINTS� OF
0RESENCE� �0O0S	� IN� OTHER� COUNTRIES�� INTERCONNECTED� TO� THE� PUBLIC
SWITCHED�NETWORK�THERE�AT�A�LOCAL�INTERCONNECT�RATE�RATHER�THAN�THE
INTERNATIONAL� ACCOUNTING� RATE�� 4HESE� NEW� MODES� OF� OPERATION
INCREASINGLY�ARE�PROVIDED�BY�OPERATORS�WHICH�ARE�NEW�PLAYERS��SOME
ARE�NOT�EVEN�)45�MEMBERS��THOUGH�THEY�MAY�BE�3ECTOR�MEMBERS	�
SOME�WILL�NEVER�USE�THE�OLD�SETTLEMENT�SYSTEM�

4HE� 74/� !GREEMENT� HAS� VERY� FAR
REACHING� IMPLICATIONS� THAT� ARE
NOW� ONLY� BEGINNING� TO� BE� FULLY� UNDERSTOOD�� #ERTAIN� COUNTRIES
�INCLUDING�A�FEW�DEVELOPING�COUNTRIES	�HAVE�MADE�COMMITMENTS� IN
THE� 74/� !GREEMENT� FOR� VERY� EXTENSIVE� DISMANTLING� OF� BARRIERS
AGAINST� CROSS
BORDER� COMPETITION�� THESE� INCLUDE� REMOVAL� OF
FOREIGN
OWNERSHIP� RESTRICTIONS�� "Y� COMMITTING� THEMSELVES� TO� THE
PROVISIONS� OF� THE� 2EFERENCE� 0APER� ON� REGULATION�� THEY� HAVE� ALSO
COMMITTED� THEMSELVES� TO� EXTENSIVE� REGULATORY� SAFEGUARDS� ASSURING
FAIR� TREATMENT� OF� FOREIGN� OPERATORS�� )N� ADDITION�� THERE� WAS� AN
UNDERSTANDING � AMONG� PARTIES� TO� THE� 74/� !GREEMENT� THAT� THE
APPLICATION� OF� THE� ACCOUNTING� RATE� SYSTEM� WOULD� NOT� GIVE� RISE� TO
ACTION� BY� -EMBERS� VIA� THE� DISPUTE� SETTLEMENT� MACHINERY�� 4HIS
UNDERSTANDING� IS� TO� BE� REVIEWED� NOT� LATER� THAN� THE� START� OF� THE
FURTHER�ROUND�OF�74/�NEGOTIATIONS�ON�SERVICES�THAT�IS�DUE�TO�BEGIN
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NOT�LATER�THAN���*ANUARY�������4HIS� UNDERSTANDING �WAS�NECESSARY
TO�ACCOMMODATE�CONCERNS�THAT�THE�CURRENT�BILATERAL�ACCOUNTING�RATE
SYSTEM� IS� FUNDAMENTALLY� AT� ODDS� WITH� THE� MULTILATERAL� PRINCIPLES
UPON�WHICH�THE�'!43�IS�BASED�

4HERE� ARE� ALSO� IMPLICATIONS� THAT� GO� BEYOND� THE� GROUP� OF� 74/
MEMBERS� THAT� HAVE� MADE� THESE� FAR
REACHING� OPEN
MARKET
COMMITMENTS�� 4HESE� ARE� MORE� DIFFICULT� TO� ANALYSE�� 4HE� COMBINED
EFFECT� OF�-&.� AND� THE� 2EFERENCE� 0APER� COMMITMENTS� APPEARS� TO
GIVE�OPERATORS�FROM�ANY�74/�COUNTRY�CERTAIN�RIGHTS�TO�EMPLOY�NEW
MODES�OF�OPERATION�FOR�TRAFFIC�BETWEEN�THAT�COUNTRY�AND�THOSE�74/
COUNTRIES� �FOR�EXAMPLE��MOST�OF� THE�%5�COUNTRIES	�WHERE�EXTENSIVE
MARKET
OPENING�COMMITMENTS�HAVE�BEEN�MADE��4HESE�RIGHTS�ARE�� IT
IS� TRUE�� COUNTERBALANCED� BY� PROVISIONS� DESIGNED� TO� PREVENT
ANTI
COMPETITIVE� BEHAVIOUR�� 4ELECOMS� OPERATORS� FROM� THE
OPEN
MARKET�COUNTRIES�ARE� LIKELY� TO� FIGHT�BACK� IF� THE�MARKET�ACCESS
PERMITTED� BY� THE� 74/� !GREEMENT� TO� THEIR� HOME� MARKETS� IS� NOT
MATCHED�BY� THE�OPPORTUNITY� TO�PURSUE� NEW�MODES� OF� OPERATION
SUCH� AS� LEASED
LINE� RESALE� OR� )NTERNET� TELEPHONY� IN� THE� OTHER
DIRECTION��4HE�EXACT�BALANCE��AND�THE�CONSEQUENT�EXTENT�OF�THE�NEW
OPPORTUNITIES� FOR� TELECOM�OPERATORS� FROM�74/�COUNTRIES� GENERALLY
�INCLUDING�DEVELOPING�COUNTRIES	�WILL�HAVE� TO�BE�DISCOVERED� IN�EACH
COUNTRY� BY� TRIAL� AND� ERROR�� BUT� THERE� MAY� BE� MAJOR� POSITIVE
OPPORTUNITIES�FOR�DEVELOPING�COUNTRIES�

4HESE�THREE�DEVELOPMENTS�HAVE�THE�EFFECT�OF�INCREASING�THE�PRESSURE
ON�THE�ACCOUNTING�RATE�SYSTEM��4HE�OPERATIVE�REALITY� IS� THAT�TWENTY
OF� THE� MOST� LIBERAL� COUNTRIES� REPRESENTING� MORE� THAN� ���� OF
INTERNATIONAL� TELECOMMUNICATION� TRAFFIC� HAVE� DECIDED� TO� PLAY� �AND
HAVE�ALREADY�BEGUN�TO�DO�SO	�UNDER�NEW�RULES�THAT�EFFECTIVELY�ALLOW
FOREIGN�OPERATORS� TO� ENTER� THE�MARKET� AND� TERMINATE� INTERNATIONAL
CALLS�AT�DOMESTIC�INTERCONNECT�RATES��BYPASSING�NOT�ONLY�THE�PRESENT
ACCOUNTING�RATES�BUT�THE�ACCOUNTING�RATE�SYSTEM�ITSELF�FOR�THE�TRAFFIC
BETWEEN�THEMSELVES��,OW�RATES�FOR�TERMINATION�AND�THE�SIZE�OF�THE
NETWORKS�INVOLVED�IN�THESE�COUNTRIES�WILL� IRRESISTIBLY�ATTRACT�HUBBING
TRAFFIC� FROM�OUTSIDE��7HILE� THESE� COUNTRIES�MAY� STILL� NEED� TO�UTILISE
THE�ACCOUNTING�RATE�SYSTEM�TO�PASS�TRAFFIC�TO�THE�REST�OF�THE�WORLD�
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THE�REALITY�IS�THAT�A�MAJORITY�OF�COUNTRIES�IS�LEFT�WITH�THE�MINORITY�OF
TRAFFIC�PASSING�UNDER�THE�EXISTING�ACCOUNTING�RATE�SYSTEM��WITH�MUCH
OF�THIS�TRAFFIC�SUBJECT�TO�A�DEGREE�OF�REFILE�

(OW� SHOULD� THE� COUNTRIES� WHICH� HAVE� NOT� MADE� SUCH� A� RADICAL
COMMITMENT� TO� OPEN� MARKETS� 

� NUMERICALLY� A� MAJORITY� 

� REACT�
-ANY�DEVELOPING� COUNTRIES� RELY� ON� SETTLEMENT� REVENUES� TO�MEET� A
VARIETY�OF�NEEDS��NOT�ALL� TELECOM
RELATED�� )N�MANY�CASES��THOUGH�BY
NO�MEANS�IN�ALL�DEVELOPING�COUNTRIES��SETTLEMENTS�CONSTITUTE�A�MAJOR
PERCENTAGE�OF�TELECOM�REVENUES��4HE�CONTINUING�FLOW�OF�SETTLEMENT
PAYMENTS�UNDER�THE�OLD�SYSTEM�IS�NO�LONGER�ASSURED�FROM�OPERATORS
IN� SOME� NET� PAYER� COUNTRIES�� 4HE� PROSPECT� OF� REDUCED� SETTLEMENT
PAYMENTS� HIGHLIGHTS� OTHER� MORE� SYSTEMIC� PROBLEMS� FACING� THE
TELECOMMUNICATIONS� INDUSTRY�� ESPECIALLY� �BUT� NOT� EXCLUSIVELY	� IN
DEVELOPING� COUNTRIES�� LOW� TELEPHONE� PENETRATION�� UNSATISFACTORY
MARKET�STRUCTURES��LACK�OF�DIVERSITY�IN�REVENUE�SOURCES��HIGH�PRICES�TO
USERS��ECONOMICALLY�INEFFICIENT�PRICING��MONOPOLY�PROVIDERS��WHETHER
STATE� OR� PRIVATELY� OWNED	�� UNCOMPETITIVE� SERVICES�� AND� EITHER
INADEQUATE� REGULATION� OR� THE� COMPLETE� ABSENCE� OF� EXPLICIT� AND
STRUCTURED�REGULATORY�RULES��PROCESSES�AND�INSTITUTIONS�

)T�IS�THESE�UNDERLYING�ISSUES�THAT�NEED�TO�BE�ADDRESSED�URGENTLY�

)))� !$!04).'�35##%33&5,,9�4/�4(%�.%7�%.6)2/.-%.4

7HAT� FOLLOWS� ARE� SOME� SUGGESTED� SPECIFIC� MEANS� BY� WHICH� THESE
ISSUES� MAY� BE� ADDRESSED�� PARTICULARLY� THOUGH� NOT� EXCLUSIVELY� BY
DEVELOPING� COUNTRIES�� 4HESE� ARE� NOT�MUTUALLY� EXCLUSIVE� BUT� CAN� BE
DEPLOYED�IN�COMBINATION��)N�MANY�CASES�THE�PROBLEMS�ADDRESSED�ARE
NOT�NEW��BUT�THE�ISSUES�ARE�STILL�FAR�FROM�BEING�RESOLVED��4HE�CURRENT
ACCOUNTING�RATE�CONTROVERSIES�SIMPLY�BRING�THEM�TO�THE�FORE��'IVEN
THE� RAPID� AND� INCREASING� PACE� OF� CHANGE�� IT� IS� URGENT� THAT� POLICY
MAKERS� AND� REGULATORS� FOCUS� ON� THESE� ISSUES�� AND� THAT� REMEDIAL
ACTIONS�BE�TAKEN�AS�SOON�AS�POSSIBLE�
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7HAT� CHOICES� DO� DEVELOPING� COUNTRIES� HAVE�� 4HE� STRUCTURAL� DEFI

CIENCIES�DESCRIBED�ABOVE�ARE�NOT�SIMPLY�A�CASE�OF�BEING�SOLVABLE�BY
INFUSIONS� OF� MONEY�� )N� ANY� EVENT�� THE� PUBLIC� FUNDS� BUDGETED� BY
RELEVANT�INTERNATIONAL�INSTITUTIONS��E�G���THE�7ORLD�"ANK��THE�)45	�ARE
NOT� AVAILABLE�� AND� NOT� SUFFICIENT�� TO�MATERIALLY� REDUCE� THE� ADVERSE
IMPACTS� OF� A�MAJOR� DECLINE� IN� SETTLEMENT� REVENUES�� 3O� DEVELOPING
COUNTRIES� HAVE� TO� LOOK� TO� OTHER�MEANS�� &OR� EXAMPLE�� OPERATORS� IN
DEVELOPING�COUNTRIES�CAN�EXPLOIT�THE�NEW�MODES�OF�OPERATION��4HIS
WILL� REQUIRE� A� HIGH� DEGREE� OF� INITIATIVE� IN� SUCH� COUNTRIES�� AND
COOPERATION��BY�OPERATORS�AND� REGULATORS��POLICY�MAKERS�AND�OTHER
ELEMENTS�OF�GOVERNMENT�� TO� INSIST�UPON�AND�MAKE�EFFECTIVE�USE�OF
THE�RIGHTS�GRANTED�BY�THE�74/�!GREEMENT�

7E�ADDRESS�FIVE�SPECIFIC�AREAS�OF�CHALLENGE�AND�OPPORTUNITY��IN�TURN�

• INVESTMENT�AND�TELECOMMUNICATIONS�DEVELOPMENT�

• PRICING�POLICY�

• NEW�MODES�OF�OPERATION�

• ROLE�OF�THE�NATIONAL�REGULATOR�

• TRANSITION�ISSUES�

7E� CONCLUDE�� IN� 3ECTION� ��� BY� DISCUSSING� THE� ROLE� OF� THE� )45� AND
HOW� IT� CAN� BEST� CONTRIBUTE� TO� A� SUCCESSFUL� OUTCOME�� THAT� IS�
SUCCESSFUL�ADAPTATION�BY�OPERATORS��REGULATORS�AND�NATIONAL�GOVERN

MENTS�TO�THE�NEW�ENVIRONMENT�

�� )NVESTMENT�AND�4ELECOMMUNICATIONS�$EVELOPMENT

)NVESTMENT�IN�TELECOMMUNICATIONS�IS�A�PREREQUISITE�FOR�BROAD�BASED
ECONOMIC� DEVELOPMENT�� -ORE� AND� MORE� GOVERNMENTS� ARE� CON

CLUDING� THAT� INVESTMENT� REQUIREMENTS� ARE� BEST� MET� BY� TAPPING
MARKET� SOURCES�� INCLUDING� FOREIGN� PRIVATE� EQUITY� INVESTMENT�� MOST
OFTEN� IN� PARTNERSHIP� WITH� LOCAL� DOMESTIC� INVESTMENT�� (OWEVER�
ATTRACTING� SUCH� INVESTMENT� AND� SECURING� GOOD� RESULTS� FROM� IT� IS� A
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CHALLENGE�� INTERNATIONAL� EXCHANGE� OF� EXPERTISE� AND� EXPERIENCE� IN
MEETING�THIS�CHALLENGE�COULD�BE�VERY�VALUABLE��+EY�FACTORS�WHICH�CAN
CONTRIBUTE�INCLUDE�

• #HOICE� OF� A� COHERENT� AND� ECONOMICALLY� APPROPRIATE� PRICING
POLICY��AS�DISCUSSED�BELOW�

• !� STABLE�� TRANSPARENT� AND� NON
DISCRIMINATORY� REGULATORY� SYSTEM
FOR� TELECOMMUNICATIONS� �AS� ENVISAGED� IN� THE� 74/� 2EFERENCE
0APER�AND�IN�THE�WORK�OF�PREVIOUS�)45�2EGULATORY�#OLLOQUIA	�

• !�STABLE�AND�APPROPRIATE�REGULATORY�AND� LEGAL� REGIME��INCLUDING
TAXATION	�FOR�INVESTMENT�GENERALLY��AND�FOR�FOREIGN�INVESTMENT�IN
PARTICULAR��WHILE�ENSURING�THAT�NATIONAL�PRIORITIES��E�G���TELEPHONE
PENETRATION��RETENTION�OF�A�REASONABLE�PROPORTION�OF�REVENUES�IN
THE�HOST�MARKET	�ARE�MET�THROUGH�REGULATORY�SUPERVISION�

• %NCOURAGING� LOCALLY
BASED� PRIVATE� INVESTMENT�� WHICH� GIVES
CONFIDENCE�TO�FOREIGN�INVESTORS�

• &ULL�USE�OF�MODERN�METHODS�OF�PROJECT�FINANCE�AS�WELL�AS�EQUITY
INVESTMENT�

• !GGREGATION�OF�INVESTMENT��WHEREBY�SEVERAL�COUNTRIES�MIGHT�ACT
TOGETHER�TO�CREATE�AN�ATTRACTIVE�INVESTMENT�PROJECT�

)T�IS�VERY�QUESTIONABLE�WHETHER�THE�GRANTING�OF�MONOPOLY�PRIVILEGES�
OR� EXCLUSIVE� LICENCES� FOR� LENGTHY� PERIODS� OF� TIME�� DOES� IN� FACT
ENCOURAGE� SUSTAINED� INVESTMENT� OR� EFFICIENT� UTILISATION� OF� CAPITAL
EMPLOYED�� RATHER� THAN�PRODUCING� THE� CONTRARY� RESULT�� EVEN� THOUGH
PRIVILEGES�OF�THIS�KIND�HAVE�SOMETIMES�BEEN�GRANTED�IN�THE�HOPE�OF
SUCH� FAVOURABLE� RESULTS�� )T� IS� ALSO� IMPORTANT� TO� RECOGNISE� THAT
CHANGES�IN�THE�ACCOUNTING�RATE�REGIME�MAY�AFFECT�BOTH�THE�VALUE�OF
ASSETS�IN�THE�INDUSTRY�AND�PRIVATISATION�PROSPECTS�

�� 0RICING�0OLICY

4HE� FOCUS� OF� PUBLIC� POLICY� ABOUT� PRICING� SHOULD� BE� NOT� ONLY� ON
WHOLESALE � �I�E��� ACCOUNTING� AND� SETTLEMENT� RATES	� BUT� ON
COLLECTION�� OR� RETAIL � RATES� 

� WHAT� CONSUMERS� PAY� FOR� COMMUNI

CATIONS�SERVICES��7HAT�THE�NEW�SITUATION�REQUIRES�IS�A�RATIONAL�PRICING
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POLICY� APPLICABLE� TO� ACCESS� LINES� AND� TO� DOMESTIC� TRAFFIC� �LOCAL� AND
LONG� DISTANCE	� AS� WELL� AS� INTERNATIONAL� TRAFFIC�� $EVELOPING� SUCH� A
POLICY� FOR� ANY� COUNTRY�� DEVELOPED� OR� DEVELOPING�� REQUIRES� THREE
PRECONDITIONS�

• #LEAR� OBJECTIVES�� AND� LOGICAL� ADAPTATION� OF� PRICING� POLICIES� AND
PRACTICES�TO�THOSE�OBJECTIVES�

• !SSEMBLY�OF�ADEQUATE�INFORMATION�ON�COSTS��AND�ANALYSIS�OF�HOW
TO�ALLOCATE�THEM��WITH�EXPLICIT�IDENTIFICATION�OF�ANY�CROSS
SUBSIDIES
INTENTIONALLY�BUILT�INTO�THE�PRICING�SYSTEM��4RANSPARENCY�IS�NEEDED
TO�ACCOMPLISH�THIS�

• 2ECOGNITION�OF�CHANGING�TECHNOLOGY�AND�MARKET�REALITIES�

!� PRICING� POLICY� SUCCESSFULLY� ADAPTED� TO� THE� NEW� ENVIRONMENT�WILL
VARY�FROM�COUNTRY�TO�COUNTRY�� REFLECTING�DIFFERENT�GOALS�AND�PRICING
APPROACHES��BUT�SEVERAL�FEATURES�ARE�LIKELY�TO�RECUR�

• 4HE� POLICY� WILL� REFLECT� THE� IMPORTANCE� OF� PROVIDING� WIDESPREAD
ACCESS� TO� TELECOMMUNICATIONS�� 4HIS� INCLUDES� ACCESS� TO� PUBLIC�
SHARED�MEANS� OF� ACCESS� �WHICH� CAN� RANGE� FROM� PAY
PHONES� TO
)NTERNET�CAF©S 	�AS�WELL�AS�ACCESS�LINES�FOR�INDIVIDUAL�HOUSEHOLDS
AND�BUSINESS�PREMISES�

• -ODIFIED� PRICING� STRUCTURES�WHICH� GO� BEYOND�MERE� REBALANCING
THROUGH� ACROSS
THE
BOARD� INCREASES� IN� LOCAL� PRICING�� 0RICING
STRUCTURE� IS� LIKELY�TO�CHANGE��FOR�EXAMPLE�WITH�NEW�OR� IMPROVED
FEATURES�TO�ENCOURAGE�OFF
PEAK�TRAFFIC��FOR�WHICH�THE�INCREMENTAL
COSTS�ARE�OFTEN�VERY�LOW��EVEN�FOR�INTERNATIONAL�CALLS	�

• -EASURES� TO� REDUCE� COSTS� WHERE� THE� SIMPLE� TRANSFER� OF� COSTS
FROM�THE�COMPETITIVE�MARKET�SECTOR��E�G���INTERNATIONAL	�TO�A�LESS
COMPETITIVE� �LOCAL	� MARKET� IS� POLITICALLY� OR� ECONOMICALLY� IMPRAC

TICAL�

3UCH�A� RESTRUCTURING �OF�PRICES�SHOULD�REDUCE�DEPENDENCE�ON�ONE
OR� A� FEW� SOURCES� OF� REVENUE�� SUCH� AS� INTERNATIONAL� SETTLEMENTS�� IN
FAVOUR�OF�DEVELOPING��SO�FAR�AS�POSSIBLE��A�MORE�ROBUST�AND�DIVERSE
MIX � OF� REVENUES�� )T� WILL� TAKE� INTO� ACCOUNT� DEMAND� AND� MARKET
CONDITIONS�AS�WELL�AS�COSTS�
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)N� SUM�� GETTING� THE� PRICING� POLICY� RIGHT� IS� ONE� OF� THE� KEYS� TO
ADAPTING� TO� THE� NEW� ENVIRONMENT�� ESPECIALLY� IN� DEVELOPING
COUNTRIES��4HE�NEW�POLICY�ABOUT� TELECOMS�PRICING� SHOULD�PROVIDE�A
CLEAR� ROADMAP� AND� A� CLEAR� TIMETABLE�� )T� IS� ALSO� DIRECTLY� RELATED� TO
FOREIGN� INVESTMENT��BY�GIVING�OFF� THE� RIGHT� SIGNALS�� A� PRICING�POLICY
CAN� ENCOURAGE� FOREIGN� INVESTMENT� IN� DOMESTIC� AS� WELL� AS
INTERNATIONAL�FACILITIES�

�� .EW�-ODES�OF�/PERATION

4HE� NEW� MODES� OF� OPERATION� ARE� DIVERSE�� BUT� SHARE� ONE
CHARACTERISTIC�� THEY� INVOLVE� THE� MOVEMENT� OF� TRAFFIC� OUTSIDE� THE
ACCOUNTING� RATE� SYSTEM��WITH� ITS� TRADITIONAL� CORRESPONDENT� RELATION

SHIPS��4HE�NEW�MODES�OF�OPERATION�COMPRISE�

• LEASED� LINE� RESALE� �ALSO� KNOWN� AS� PRIVATE
LINE� RESALE� OR� )NTERNA

TIONAL�3IMPLE�2ESALE��)32		�

• REFILE��HUBBING�AND�RE
ORIGINATION�

• INTERNATIONAL�ALLIANCES�OF�OPERATORS�TO�PROVIDE�SERVICE�TO�MULTINA

TIONAL�CORPORATIONS�

• THE�EXTENSION�OF�NETWORKS�FROM�ONE�COUNTRY� INTO�ANOTHER�USING
END
TO
END� INTERNATIONAL� CIRCUITS� �NOT�HALF
CIRCUITS	�WITH� 0OINTS�OF
0RESENCE� �0O0S	�AT� THE�DISTANT� END�� INTERCONNECTED� TO� THE�034.
� &OREIGN�0O0S ��IN�SHORT	�

• )NTERNET�TELEPHONY�

4HE�CASE�OF� FOREIGN�0O0S �SHOWS�HOW�FAR
REACHING�THE�NEW�MODES
OF� OPERATION� CAN� BE�� )N� THIS� CASE�� THE� TELECOMS� OPERATOR� PROVIDES
SERVICE� DIRECTLY� TO� ANOTHER� COUNTRY�� TERMINATING� CALLS� �OFTEN� VIA
INTERCONNECT� ARRANGEMENTS	� IN� THAT� COUNTRY� IN� THE� SAME� WAY� A
DOMESTIC� CARRIER� WOULD�� 7HEN� COUPLED� WITH� THE� MARKET� OPENING
COMMITMENTS� BUILT� INTO� THE� 74/� REGIME� �ESPECIALLY� FOR� CERTAIN
COUNTRIES�WHICH�HAVE�MADE�PARTICULARLY� FAR� REACHING�COMMITMENTS	
THE�NEW�MODES�OF�OPERATION�OFFER�MAJOR�OPPORTUNITIES�FOR�VAST�AND
PROFITABLE�EXPANSION�OF�THE�INTERNATIONAL�SERVICES�BUSINESS�
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&OR�OPERATORS�IN�DEVELOPING�COUNTRIES��THE�NEW�MODES�OF�OPERATION�
COMBINED�WITH�IMPROVED�ACCESS�TO�INDUSTRIALISED
COUNTRY�MARKETS�IN
COUNTRIES�WHICH�HAVE�MADE�EXTENSIVE�74/�COMMITMENTS��OPEN�UP
OPPORTUNITIES� TO� GREATLY� INCREASE� THEIR� TRAFFIC�� ESPECIALLY� OUTBOUND
TRAFFIC�BETWEEN�THEIR� HOME �COUNTRIES�AND�THESE�MARKETS��)NITIATIVES
BASED�ON�THE�NEW�MODES�OF�OPERATION�COULD�SUBSTANTIALLY�OFFSET��OR
EVEN� MORE� THAN� OFFSET�� THE� REVENUES� LOST� AS� A� RESULT� OF� LOWER
SETTLEMENT�RATES�WITHIN�THE�TRADITIONAL�CORRESPONDENT�ARRANGEMENTS�
/PERATORS� IN� DEVELOPING� COUNTRIES� COULD� UNDERTAKE� SUCH� INITIATIVES
EITHER� INDEPENDENTLY� OR� IN� COMBINATION� WITH� OTHER� OPERATORS�
PERHAPS�IN�NEIGHBOURING�COUNTRIES��IN�PRACTICE��THE�SECOND�POSSIBILITY
WILL� OFTEN� BE� MORE� REALISTIC�� "UT� IN� EXPLOITING� SUCH� OPPORTUNITIES�
THEY� WILL� HAVE� TO� RECOGNISE� THAT� OPERATORS� IN� THE� OPEN� MARKET
COUNTRIES�MAY�PRESS�FOR�CONDITIONS�TO�BE�IMPOSED�ON�THEIR�USE�OF�THE
NEW� MODES� OF� OPERATION� �SUCH� AS� THE� CONDITIONS� CONCERNING� THE
REDUCTION� OF� SETTLEMENT� RATES� TO� BENCHMARK � LEVELS� THAT� THE� &##
HAS� DECIDED� UPON� IN� THE� 5NITED� 3TATES	�� AND�OR� FOR� SIMILAR
OPPORTUNITIES� TO� BE� MADE� AVAILABLE� TO� THEM� IN� THE� DEVELOPING
COUNTRIES�

�� 2OLE�OF�THE�.ATIONAL�2EGULATOR

4ELECOM� REGULATION� IS� NOT� AN� END� IN� ITSELF� BUT� RATHER� A� TOOL� TO
ACHIEVE�NATIONAL�GOALS�

%FFECTIVE�MANAGEMENT�OF�THE�POLICY� ISSUES�ADDRESSED� IN�THIS�2EPORT
REQUIRES�A�NATIONAL�REGULATORY�AGENCY��.2!	�WITH�ADEQUATE�POWERS�
TRANSPARENT�DECISION
MAKING��AND�CLEAR�AND�STABLE�POLICIES���3EE�THE
#HAIRMAN S�2EPORT�OF� THE� &IRST� )45�2EGULATORY�#OLLOQUIUM�AND� THE
ASSOCIATED�"RIEFING�2EPORT� FOR�A�DETAILED�DESCRIPTION�OF� THE�OPTIONS
FOR� REGULATORY� REFORM�	�3INCE� TELECOMMUNICATIONS� IN�ONE�COUNTRY� IS
MORE�AND�MORE�AFFECTED�BY�REGULATORY�DECISIONS�IN�OTHER�COUNTRIES�
EFFECTIVE�AND�RESPONSIBLE�MANAGEMENT�BY�THE�GOVERNMENT�AND�.2!
IN� ONE� COUNTRY� OF� THEIR� RELATIONS� WITH� .2!S� IN� OTHER� COUNTRIES� IS
NECESSARY��4HIS�COULD�NOT�BE�MORE�CLEARLY�DEMONSTRATED�THAN�BY�THE
IMPACT�OF�THE�RECENT� BENCHMARK �DECISION�ON�ACCOUNTING�RATES�BY



����

THE�&##��ALTHOUGH�THE�&##�IS�NOT�THE�ONLY�REGULATORY�AGENCY�WHICH
MAKES�UNILATERAL�DECISIONS�WHICH�BROADLY�IMPACT�CARRIERS�FROM�OTHER
COUNTRIES��$ECISIONS�WITH�FAR
REACHING�INTERNATIONAL�EFFECTS�SHOULD�BE
MADE� ONLY� AFTER� EXTENSIVE� BILATERAL� OR� MULTILATERAL� CONSULTATION�
�3IMILAR�PROBLEMS�MIGHT�ARISE� IF��AS�A� SUBSTITUTE� FOR� THE�ACCOUNTING
RATE� SYSTEM��AN�ADMINISTRATION�UNILATERALLY� IMPOSED� SPECIFIED� TERMI

NATION�CHARGES�FOR�INTERNATIONAL�TRAFFIC�	

�� 4RANSITION�)SSUES

4HERE� HAS� BEEN� EXTENSIVE� DISCUSSION� ABOUT� THE� TIME� DEVELOPING
COUNTRIES�MAY�REQUIRE�TO�UNDERTAKE�A�TRANSITION�TO�NEW�OPERATIONAL
AND� FINANCIAL� ARRANGEMENTS� ADAPTED� TO� THE� NEW� GLOBAL� TELE

COMMUNICATIONS� ENVIRONMENT�� 4HE� KEY�QUESTIONS� ARE�� TRANSITION�BY
WHOM�� TO�WHAT�� AND�WHEN��7HAT� ARE� THE� RULES� OF� THE�GAME�AND
WHAT� ARE� THE� TECHNIQUES� EMPLOYED� TO� HELP�MANAGE� THE� TRANSITION
EFFECTIVELY�� 4HERE� IS� NO�ONE� ANSWER�� AS� COUNTRIES� ARE� NOT� ALL� ALIKE�
4HE�%5�COUNTRIES��AND�OTHER�COUNTRIES�THAT�HAVE�MADE�FAR
REACHING
MARKET
OPENING�COMMITMENTS�IN�THE�74/�AGREEMENT��HAVE�BROADLY
SIMILAR� ROAD�MAPS �AND�TIMESCALES��4HE�MOST�DEMANDING�TRANSITION
ISSUES�CONCERN�DEVELOPING�COUNTRIES��OTHER�THAN�THOSE�FEW��SUCH�AS
#HILE� OR� THE� $OMINICAN� 2EPUBLIC�� WHICH� ARE� AMONG� THE� COUNTRIES
COMMITTED�TO�A�FAR
REACHING�MARKET�OPENING�BY�THEIR�74/�COMMIT

MENTS	�� (ERE� QUITE� DIFFERENT� ROAD� MAPS � WILL� USUALLY� BE� APPRO

PRIATE�

4HE�ISSUE�OF�TRANSITION�IS�NOT�JUST�A�MATTER�OF�TIMESCALES��BUT�ALSO�OF
TIMELY� CREATION� OF� POLICIES� RESPONDING� REALISTICALLY� TO� THE� NEW�� AND
STILL�CHANGING��ENVIRONMENT�

• TIMESCALES�SHOULD�BE�REASONABLE� IN�RELATION�TO�THE�EXPERIENCE�OF
OTHER� COUNTRIES� �MAINLY� INDUSTRIALISED� COUNTRIES	� WHICH� HAVE
PREVIOUSLY� MADE� COMPARABLY� MAJOR� CHANGES� IN� TELECOMS� POLICY
AND� INDUSTRY� STRUCTURE�� BUT� ALSO� FAST� ENOUGH� TO� REALISTICALLY
RESPOND�TO�CHALLENGES�OF�THE�NEW�ENVIRONMENT�
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• THERE� SHOULD� BE� A� DEFINED� TRANSITION� PLAN� AND� A� SPECIFIED
END
POINT��AS�IN�THE�CASE�OF�-EXICO S�PRICE�REBALANCING�PROGRAM�

• TRANSITION�POLICY�AND�STRATEGIES�SHOULD�INCLUDE�PROACTIVE�EXPLOITA

TION�OF�THE�OPPORTUNITIES�DISCUSSED�IN�3ECTION����AS�WELL�AS�OTHER
MEASURES�TO�MITIGATE� THE�ADVERSE� IMPACT�OF� REDUCED�SETTLEMENT
PAYMENTS�� 3UCH� OTHER� MEASURES � MIGHT�� FOR� EXAMPLE�� INCLUDE
EXTENSIVE�RESTRUCTURING�OF�END
USER�PRICING�FOR�BOTH�DOMESTIC�AND
INTERNATIONAL�TELECOMMUNICATIONS�SERVICES�

!CHIEVING� ALL� THIS�WILL� REQUIRE� A� STRENGTHENED� REGULATORY� CAPABILITY�
4HE�MASSIVE� CHANGES� NOW� TAKING� PLACE� IN� MARKETS� THAT� REPRESENT
THE�MAJORITY�OF�GLOBAL�TRAFFIC�MAKE�THIS�MORE�URGENT�THAN�EVER�

%VEN�A�WELL
CONCEIVED�TRANSITION�WILL�NOT�CHANGE�THE�END�RESULT�BUT
WILL�INSTEAD�BUY�TIME��DURING�WHICH�TELECOM�OPERATORS��GOVERNMENTS
AND� REGULATORS�CAN� TAKE�STEPS� TO�CORRECT� SYSTEMIC�DEFICIENCIES� SUCH
AS� UNECONOMIC� PRICING� OF� DOMESTIC� TELECOMMUNICATIONS� SERVICES�
AND�THEN�ADAPT�TO�THE�NEW�ENVIRONMENT��4HE�ACCOUNTING�SYSTEM��AT
LEAST� AS� IT� CURRENTLY� OPERATES�� CANNOT� BE� SUSTAINED� IN� A� MARKET
ECONOMY� IN� THE� LONG� TERM�� SO� WHAT� IS� NEEDED� IS� A� NATIONAL
MARKET
ORIENTED� PLAN� FOR� ECONOMICALLY� VIABLE� OPERATION� AND
EXPANSION� IN� THE� ABSENCE� OF� HIGH� SETTLEMENT� RATES�� 3TRETCHING� OUT
THE� TRANSITION� TIME� TO� CUSHION� THE� SHOCK�� IF� POSSIBLE�� WILL� ONLY� BE
TRULY�BENEFICIAL�IF�THE�TIME�IS�USED�EFFECTIVELY�TO�PLAN�AND�IMPLEMENT
STRUCTURAL� CHANGE�� !� SOFT� LANDING � 

� AT� THE� END� OF� THE� TRANSITION
PERIOD�

�MAY�NOT�BE�VERY� SOFT �AND�THE�TRANSITION�PERIOD�ITSELF�MAY
NOT�BE� VERY� LONG��!N�APPROACH�WHICH� FACES� THE� RIGORS� OF� THE�NEW
ENVIRONMENT�REALISTICALLY�FROM�THE�OUTSET�MAY�NEVERTHELESS�LEAD�TO�A
SUCCESSFUL�OUTCOME�

�� 4HE�2OLE�OF�THE�)45

4HE� )45 S� ROLE� IN� ADDRESSING� THESE� ISSUES�� BEYOND� THE� IMPORTANT
CONTINUING�WORK�OF�3TUDY�'ROUP����SHOULD�BE�FURTHER�DEVELOPED�AND
DEFINED��/N�ISSUES�LIKE�THIS��WHERE�INTERESTS�CONFLICT��THE�ROLE�OF�THE
)45�AS�AN�IMPARTIAL�BODY�TRUSTED�BY�A�WIDE�RANGE�OF�PARTIES�IN�BOTH
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DEVELOPED� AND�DEVELOPING� COUNTRIES� CAN� CONTRIBUTE� SIGNIFICANTLY� TO
FINDING� SOLUTIONS� BENEFICIAL� AND� ACCEPTABLE� TO� AS� WIDE� A� RANGE� OF
PARTICIPANTS�AS�POSSIBLE�

4HE�FORTHCOMING�0OLICY�&ORUM�PROVIDES�A�TIMELY�OPPORTUNITY�FOR�IT�TO
DO�SO�

!T�THE�SAME�TIME��THE�INHERENT� LIMITS�OF�THE�)45 S�ROLE�NEEDS�TO�BE
KEPT�IN�MIND��.ATIONAL�PRICING�POLICY��ON�WHICH�SO�MUCH�DEPENDS��IS
MADE� BY� THE� MARKET� �WITH� SOME� INTERVENTION� BY� NATIONAL
REGULATORS	��NOT�BY�THE�)45�

)T� IS� NOT� AT� ALL� CLEAR�� HOWEVER�� THAT� COMPREHENSIVE� MULTILATERAL
SOLUTIONS�ARE�POSSIBLE�OR�DESIRABLE��WHETHER�UNDER�THE�AEGIS�OF� THE
)45� OR� ANOTHER� ORGANISATION�� NOR� IS� IT� CLEAR� WHAT� THE� ELEMENTS� OF
SUCH�A�SOLUTION�MIGHT�BE�

4HERE�IS�AMPLE�SCOPE�FOR�THE�)45�TO�PLAY�A�SUPPORTING�AND�CATALYTIC
ROLE�

4HIS� INCLUDES� TWO� CRITICAL� FUNCTIONS�� PROMOTING� TELECOM� DEVELOP

MENT� IN� ITS� -EMBER� 3TATES�� AND� HELPING� ITS� -EMBERS� TO� SET� UP
EFFECTIVE�REGULATORY�PROCESSES�AND�INSTITUTIONS�

�� .ATIONAL�TELECOM�DEVELOPMENT
4HE� )45�� IN� CONJUNCTION�WITH� THE�7ORLD�"ANK�'ROUP�AND� INFO$EV�
)&#� AND� OTHERS�� SHOULD� SEEK� TO� FACILITATE� ACCESS� TO� INVESTMENT
RESOURCES� FOR� FUNDING� OF� NETWORK� DEVELOPMENT�� FOR� EXAMPLE
THROUGH�ADVISORY�AND�CONSULTATIVE�ACTIVITIES��AND� THROUGH�MEASURES
TO�MITIGATE�INVESTMENT�RISKS��SUCH�AS�THE�GUARANTEE�ARRANGEMENTS�OF
-)'!�

4HREE� SPECIFIC� CASES� OF� SUGGESTED� INITIATIVES� BY� THE� )45� PARTICULARLY
DESERVE�FURTHER�CONSIDERATION�

A	 7ORKING� WITH� THE� OTHER� RELEVANT� AGENCIES� NAMED�� THE� )45
SHOULD�HELP�CONCENTRATE�THE�EXISTING�SCATTERED�RESOURCES��AND
HELP� TO� CREATE� A� ONE
STOP� SHOP � FOR� FUNDING� OF� NETWORK
DEVELOPMENT�� AND� SUPPORT� THE� ESTABLISHMENT� OF� A� CADRE� OF
SALESMEN � TO� ENCOURAGE� COUNTRIES� TO� APPLY� FOR�� AND� TO� BE
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AWARE� OF�� BOTH� CONCESSIONARY� AND� COMMERCIAL� FUNDING
AVAILABLE� FOR� NETWORK� DEVELOPMENT�� AS� WELL� AS� SOURCES� OF
TECHNICAL�ADVICE�AND�TRAINING��4HE�ROLE�OF�INNOVATIVE�FORMS�OF
COMMERCIAL� FINANCING� SUCH� AS� "/4� DESERVE� PARTICULAR� CONSID

ERATION��#OUNTRIES� SHOULD�BE�ENCOURAGED� TO�DIVERSIFY� SOURCES
OF� NETWORK� FINANCE� WHILE� MAINTAINING� REGULATORY� AND� POLICY
CONTROL�OVER�THE�PROCESS�OF�DEVELOPMENT�

B	 )N� VIEW�OF� THE� CRITICAL� ROLE�NOW�PERFORMED�BY�NEW�PLAYERS� 


SERVICE�PROVIDERS�NOT�TRADITIONALLY�PART�OF�THE�)45�FAMILY�

�THE
)45� NEEDS� TO� FIND� ADDITIONAL� WAYS� TO� INTEGRATE� THE� PRIVATE
SECTOR�INTO�ITS�ACTIVITIES�

C	 4HE�)45�SHOULD��THROUGH�INFORMATION�AND�TRAINING��ENCOURAGE
ENTREPRENEURIAL� BEHAVIOUR� IN� DEVELOPING� COUNTRIES�� FOR
EXAMPLE�� TO� TAKE� EFFECTIVE� ADVANTAGE� OF� THE� NEW�MODES� OF
OPERATION� AND� ADOPT�OTHER� POLICIES�WHICH�OFFER� POTENTIAL� FOR
REVENUE�ENHANCEMENT�AND�TELECOM�DEVELOPMENT�

�� 2EGULATORY�PROCESSES�AND�INSTITUTIONS

!N�EQUALLY�VITAL�TASK�FOR�THE�)45�TO�PERFORM�IS�TO�ASSIST�COUNTRIES�TO
SET�UP�EFFECTIVE�REGULATORY�REGIMES�AND�SYSTEMS��AND�TO�STRENGTHEN
THE� CAPACITY� OF� REGULATORS�� IN� THE� INTERESTS� OF� STIMULATING
TELECOMMUNICATIONS� DEVELOPMENT�� &OR� EXAMPLE�� AN� INDEPENDENT
REGULATOR�CAN�PROVIDE�THE�STABILITY�OF�POLICY�POTENTIAL�INVESTORS�SEEK�
WHILE� AT� THE� SAME� TIME� ENSURING� THAT� NATIONAL� DEVELOPMENT
OBJECTIVES�ARE�MET��4HE� )45��7ORLD�"ANK�'ROUP�AND� INFO$EV�� AND
OTHER� INTERNATIONAL� INSTITUTIONS� AS� APPROPRIATE� SHOULD� ENHANCE� AND
COORDINATE� EXISTING� TECHNICAL� ASSISTANCE� ACTIVITIES� IN� THIS� AREA�
REINFORCING�LOCAL�EXPERTISE�ON�REGULATION�THROUGH�REGIONAL�SEMINARS�
EXTENDED�IN
COUNTRY�MISSIONS��AND�EDUCATION�AND�TRAINING�SERVICES��!
KEY� OBJECTIVE�WOULD� BE� TO�MAKE� NATIONAL� GOVERNMENTS�� REGULATORS
AND�OPERATORS�AWARE�OF� THE� FULL� RANGE�OF�POLICY�OPTIONS�SPECIFICALLY
APPROPRIATE�TO�THE�COUNTRY S�INDIVIDUAL�REQUIREMENTS��/NE�MEANS�TO
DO� SO� IS� TO� FACILITATE� ACCESS� TO� INFORMATION� �LAWS�� LICENSES�� PROCE

DURES��ORGANISATIONAL�STRUCTURES	�ON�REGULATORY�APPROVALS�IN�DIFFERENT
COUNTRIES�
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�� 4HE� ACCOUNTING� RATE� SYSTEM�� AS� IT� OPERATES� TODAY�� REFLECTS� A
WORLD� THAT� IS� RAPIDLY� DISAPPEARING�� 4HE� PRESENT� BREAKDOWN� IN� THAT
SYSTEM� HAS� FOCUSED� ATTENTION� ON� A� SERIES� OF� SYSTEMIC� DEFICIENCIES
THAT�HAVE�BEEN�PRESENT�FOR�A�LONG�TIME�IN�THE�TELECOM�DEVELOPMENT
OF�MANY�COUNTRIES��-ANY�OF� THESE��SUCH�AS�ECONOMICALLY�UNSUSTAIN

ABLE� PRICING� OF� MANY� DOMESTIC� TELECOMMUNICATIONS� SERVICES�� OR
FAILURE� TO� ATTRACT� SUFFICIENT� PRIVATE� INVESTMENT� ON� TERMS� MUTUALLY
BENEFICIAL� TO� BOTH� INVESTORS� AND� TELECOM� USERS�� NEEDED� TO� BE
ADDRESSED� IN� ANY� CASE�� 4HE� CRISIS� OF� THE� ACCOUNTING� RATE� SYSTEM
MAKES� IT� MUCH� MORE� URGENT� TO� TACKLE� THEM� TODAY�� !TTEMPTS� TO
PRESERVE�AN�UNECONOMIC�SYSTEM�WILL�BE�ACHIEVED�ONLY�AT�GREAT�COSTS
TO�ECONOMIC�DEVELOPMENT�

�� 4HE�DUAL�IMPACT�OF�MARKET�FORCES��E�G���THE�IMPACT�OF�THE�NEW
MODES�OF�OPERATION�AND�OF�THE������74/�"ASIC�4ELECOMMUNICATION
!GREEMENT� WILL� INCREASINGLY� MAKE� THE� ACCOUNTING� RATE� SYSTEM� �AT
LEAST�AS�IT�OPERATES�TODAY	�OBSOLETE�OR�IRRELEVANT��9ET�THE�OUTLINES�OF
WHAT� WILL� REPLACE� IT� ARE� NOT� CLEAR� 

� IT� IS� UNLIKELY� TO� BE� A� SINGLE
SOLUTION�BUT�SEVERAL�APPROACHES�CO
EXISTING�AT�THE�SAME�TIME��"UT�IT
IS� EQUALLY� CLEAR� THAT� THE� OLD� APPROACH� 

� IN� WHICH� COUNTRIES� TRY� TO
HOLD�ON�TO�THEIR�HIGH�SETTLEMENT�REVENUES�UNDER�THE�ACCOUNTING�RATE
SCHEME�

�IS�NO�LONGER�SUSTAINABLE�

�� 4HESE� VERY� DRAMATIC� CHANGES� ARE� NOT� WELL� UNDERSTOOD� BY
POLICY�MAKERS�AND�TELECOM�REGULATORS�IN�MANY�COUNTRIES��NOR�ARE�THE
OPTIONS� AVAILABLE� TO� THEM� TO� RESPOND� SUCCESSFULLY� IN� THE� NEW
ENVIRONMENT��!�SYSTEMATIC�PROCESS�OF�ANALYSIS��DEBATE�AND�DISSEMI

NATION�OF�IDEAS�AND�EXPERIENCES�IS�URGENTLY�REQUIRED�

�� 4HERE� IS� AN� IMPORTANT� OPPORTUNITY� FOR� THE� )45�� PARTICULARLY
THROUGH� THE� 3ECOND�7ORLD� 4ELECOMMUNICATIONS� 0OLICY� &ORUM� AND
THE� 3ECOND� 7ORLD� 4ELECOMMUNICATIONS� $EVELOPMENT� #ONFERENCE�
TO�

�I	 HELP� INTENSIFY� THE� SENSE� OF� URGENCY� AMONG� POLICY� MAKERS
AND� REGULATORS� IN� UNDERSTANDING� THE� NEW� ENVIRONMENT�
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INCLUDING� THE� IMPLICATIONS� OF� THE� NEW�74/� COMMITMENTS�
AND� IN� REFORMING� THEIR� REGULATORY� REGIMES� TO� FACILITATE
SUCCESSFUL�ADAPTATION�TO�AN�OPEN�MARKET�ECONOMY�

�II	 ENCOURAGE� PRO
ACTIVE � RESPONSES� ESPECIALLY� IN� DEVELOPING
COUNTRIES�� TO� THE� OPPORTUNITIES� REPRESENTED� BY� MORE� OPEN
MARKETS�AND�THE� NEW�MODES�OF�OPERATION �� IN�ADDITION� TO
EFFORTS�TO�MITIGATE�THE�ADVERSE�EFFECTS�OF�REDUCED�SETTLEMENT
RATES�

�III	 ORGANISE� A� PROGRAM� OF� HELP� TO� COUNTRIES� WITHOUT� THE
NECESSARY� RESOURCES� TO� NEGOTIATE� CHANGES� IN� INTERNATIONAL
PAYMENT� ARRANGEMENTS�� ESTABLISH� THE� PRICING� POLICIES
ADAPTED� TO� THE� NEW� ENVIRONMENT�� CREATE� AN� EFFECTIVE
REGULATORY� REGIME�� ATTRACT� INVESTMENT� FUNDS� FOR� TELECOM
DEVELOPMENT�� AND� NEGOTIATE� AN� APPROPRIATE� TRANSITION
PERIOD�
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4HESE�POINTS�FOR�DISCUSSION�ARE�ORGANISED�UNDER�THREE�HEADINGS�

�� !SSESSING� THE� &ORCES� FOR� #HANGE� AND� THE� ,IKELY� 0ACE� OF
#HANGE

�� !SSESSING�THE�,IKELY�)MPACT�OF�#HANGE

�� !DAPTING� 3UCCESSFULLY� TO� THE� .EW� %NVIRONMENT� �ESPECIALLY�
STRATEGIES� FOR� OPERATORS� AND� GOVERNMENTS� IN� DEVELOPING
COUNTRIES	�

�� !SSESSING�THE�&ORCES�FOR�#HANGE�AND�THE�,IKELY�0ACE
OF�#HANGE

��� (OW� LIKELY� IS� IT� THAT� THERE� WILL� BE� GENERAL� AGREEMENT� ON� A
TRANSITION� TO� A� LOW
SETTLEMENT
RATE� REGIME� �AS� ENVISAGED� BY
THE�)NFORMAL�%XPERT�'ROUP��AND�IN�THE�"RIEFING�2EPORT S� 3OFT
,ANDING�3CENARIO 	��7HAT�POLICY� CHOICES� �IF� ANY	�WOULD�HELP
TO�MAKE�THIS�POSSIBLE�

��� 7ILL� MARKETPLACE� DEVELOPMENTS� SUCH� AS� REFILE�HUBBING�
CALLBACK�� TURNAROUND� AND� )NTERNET� TELEPHONY� FORCE� A� CHOICE
BETWEEN� THE� 3OFT� ,ANDING� 3CENARIO � OR� A� DISAPPEARANCE� OF
THE�TRADITIONAL�SETTLEMENT�SYSTEM�

��� )S� THE� 3INGLE� -ARKET� CONCEPT� A� VALID� WAY� OF� VISUALISING� THE
SITUATION�WHICH�WILL� RESULT� FROM� SETTLEMENT� REFORM�� THE� NEW
%5�LEGISLATION��AND�THE�74/�TELECOMMUNICATIONS�AGREEMENT�
FOR�COUNTRIES�COMMITTED�TO�AN�OPEN
MARKET�POLICY�
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��� (OW�QUICKLY�WILL�A�3INGLE�-ARKET�ENVIRONMENT�AS�ENVISAGED�BY
THE�%5�LEGISLATION�AND��FOR�CERTAIN�COUNTRIES	�THE�74/�AGREE

MENT� BE� REALISED� IN� PRACTICE��7ILL� THE� TRADITIONAL� SETTLEMENT
ARRANGEMENTS�BE�ENTIRELY�SUPERSEDED�FOR�TRAFFIC�BETWEEN�PAIRS
OF�COUNTRIES�WHERE� 3INGLE�-ARKET �CONDITIONS�APPLY��/R�WILL
THE�TRADITIONAL�ARRANGEMENTS�CONTINUE�TO�BE�USED�FOR�AT�LEAST
SOME�TRAFFIC��THOUGH�AT�REDUCED�SETTLEMENT�RATES�

��� )N� PRACTICE�� WILL� OPERATORS� IN�74/�MEMBER� COUNTRIES� WHICH
HAVE� NOT� COMMITTED� TO� UNRESTRICTED� MARKET� ENTRY� FIND� THAT
REGULATORS� IN� SINGLE�MARKET� COUNTRIES� ARE�WILLING� TO� LET� THEM
EXERCISE�THE�RIGHT�TO�CARRY�TRAFFIC�TO�AND�FROM� OPEN�MARKET
COUNTRIES�VIA�NEW�MODES�OF�OPERATION��APPARENTLY�GUARANTEED
BY�THE�-&.�PROVISIONS�OF�THE�'!43�

��� !RE� THE� TRADITIONAL� SETTLEMENT�ARRANGEMENTS�OBJECTIONABLE� IN
PRINCIPLE��FOR�EXAMPLE��BECAUSE�THEY�ARE�UNFAVOURABLE�TO�COM

PETITIVE� ENTRY	�� -IGHT� THEY� BE� ACCEPTABLE� AND� SUSTAINABLE
ALONGSIDE� ALTERNATIVE� ARRANGEMENTS� � NEW� MODES� OF� OPERA

TIONS 	�� EVEN� IN� A� 3INGLE� -ARKET�� IF� SETTLEMENT� RATES� WERE
LOWER�

��� )S� THE� #ONFLICT� 3CENARIO � A� SERIOUS� POSSIBILITY�� AND� A� SERIOUS
THREAT�TO�THE�PREVIOUSLY�HARMONIOUS�MANAGEMENT�OF� INTERNA

TIONAL�RELATIONSHIPS�IN�TELECOMMUNICATIONS��)F�SO��WHAT�CAN�BE
DONE�TO�AVERT�IT�

�� !SSESSING�THE�,IKELY�)MPACT�OF�#HANGE

��� 7HAT� IS� THE�EXTENT�OF� THE�ADJUSTMENT�PROBLEM� FOR�OPERATORS
WHICH� ARE� CURRENTLY� LARGE� NET� RECIPIENTS� OF� SETTLEMENTS�� OR
WHERE� NET� SETTLEMENT� RECEIPTS� PLAY� A� LARGE� ROLE� IN� THE
OPERATOR S�FINANCIAL�VIABILITY��7HAT�ARE�THE�IMPLICATIONS�

��� 4O�WHAT�EXTENT�COULD�THIS�ADJUSTMENT�PROBLEM�REALISTICALLY�BE
MITIGATED�BY�TRANSITIONAL�ASSISTANCE�OF�THE�KINDS�ENVISAGED�BY
THE� )NFORMAL� %XPERT� 'ROUP� �E�G�� 7ORLD� "ANK� OR� )45� ASSIS

TANCE	�
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��� 4O� WHAT� EXTENT� COULD� A� SHIFT� OF� EMPHASIS� IN� NET
RECIPIENT
COUNTRIES� TOWARDS� MORE� RAPID� EXPANSION� OF� OUTGOING
INTERNATIONAL� TRAFFIC�� TOGETHER� WITH� THE� EARNING� OF� HIGHER
MARGINS�ON�THIS�TRAFFIC�THROUGH� NEW�MODES�OF�OPERATION ��AS
ENVISAGED� IN� THE� "RIEFING� 2EPORT S� 3CENARIO� ��� THE
#OMPETITIVE�2ESPONSE�3CENARIO 	�MITIGATE�OR�EVEN�OUTWEIGH
THE�ADVERSE�IMPACT�OF�LOW�SETTLEMENT�RATES�

�� !DAPTING�3UCCESSFULLY�TO�THE�.EW�%NVIRONMENT

��� !S�OPERATORS� CARRYING� TRAFFIC�UNDER� 3INGLE�-ARKET�#ONDITIONS
�E�G�� WITHIN� THE� %5�� OR� ACROSS� THE� .ORTH� !TLANTIC	� ADAPT� TO
INTERNATIONAL� OPEN� COMPETITION�� HOW� SHOULD� NATIONAL
REGULATORS� ADAPT�� )N� PARTICULAR�� SHOULD� THEY� ADOPT� A� PRIORI
RESTRICTIONS�ON� NEW�MODES�OF�OPERATION �SUCH�AS� LEASED
LINE
RESALE� �AS� THE� &##� HAS� IN� THE� 53	�� SEEKING� TO� PREVENT
ANTI
COMPETITIVE� ABUSES�� /R� SHOULD� THEY� ALLOW� THE� NEW
MODES� OF� OPERATION � FOR� INTERNATIONAL� TRAFFIC�WITHOUT� RESTRIC

TION�� RELYING� ON� RESERVE� POWERS � �AS� /&4%,� IS� DOING� IN� THE
5+	� ENABLING� THEM� TO� INTERVENE� IF� ANTI
COMPETITIVE� ABUSES
EMERGE�

��� 7HAT� IS� THE� LIKELY� ROLE� OF� THE� '!43� RULES� ON� NATIONAL
REGULATION� AND� ANTI
COMPETITIVE� BEHAVIOUR�� AND� THE� 74/ S
$ISPUTE� 3ETTLEMENT� 5NDERSTANDING�� IN� RELATION� TO� THIS� ISSUE�
&OR� EXAMPLE�� COULD�SHOULD� A� COUNTRY� AGGRIEVED� BY� UNILATERAL
RESTRICTIVE� ACTION� BY� ANOTHER� COUNTRY� BASED� ON� ALLEGED
COMPETITION
POLICY�CONCERNS�RELY�ON�THE�$35�FOR�ARBITRATION�OF
THE�DISPUTE�

��� (OW� SHOULD� OPERATORS� OUTSIDE� THE� COUNTRIES� INITIALLY
PARTICIPATING�IN�3INGLE�-ARKET�ARRANGEMENTS�ADAPT�TO�THE�NEW
ENVIRONMENT��)F�THEY�ARE�BASED�IN�74/�COUNTRIES��SHOULD�THEY
SEEK� TO� ASSERT� THE� RIGHT� APPARENTLY� GRANTED� TO� THEM� BY� THE
�����74/� AGREEMENT� AND� THE� '!43� �UNDER� THE� -&.� AND
.ATIONAL�4REATMENT�PROVISIONS	�TO�CARRY�TRAFFIC�TO�AND�FROM�THE
3INGLE�-ARKET�COUNTRIES�VIA�THE� NEW�MODES�OF�OPERATION �



����

��� )S�SUCH�AN�INITIATIVE��LINKED�TO�A�BUSINESS�STRATEGY�EMPHASISING
EXPANSION�OF�OUTGOING�TRAFFIC��AND�OF�NEW�BUSINESS��INCOMING
OR�OUTGOING	�BILLED�BY�THESE�OPERATORS��AN�ATTRACTIVE�OPTION��)S
IT�REALISTIC�FROM�A�INSTITUTIONAL�REGULATORY�POINT�OF�VIEW��7HAT
CAPABILITIES�WOULD�DEVELOPING�COUNTRY�OPERATORS��IN�PARTICULAR�
REQUIRE��7OULD� NEW� ALLIANCES� AMONG� OPERATORS� AND�OR� GOV

ERNMENTS�REGULATORS�BE�REQUIRED�IN�ORDER�TO�IMPLEMENT�IT�

��� 3HOULD� REGULATORS� IN� DEVELOPING� COUNTRIES� ADOPT� THE
CONVERSE �OF�THE�NEW�CONDITIONALITY�JUST�ADOPTED�FOR�3ECTION
���� AUTHORISATIONS� BY� THE� &##�� THAT� IS�� REQUIRE� REMOVAL� OF
RESTRICTIONS� ON� NEW�MODES� OF� OPERATION � IN� THE� CORRESPON

DENT� COUNTRY� AS� A� PRECONDITION� FOR� ACCELERATED� REDUCTION� OF
SETTLEMENT�RATES�
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4HIS�"RIEFING�2EPORT��PREPARED� IN�CONJUNCTION�WITH� THE� SEVENTH� )45
2EGULATORY� #OLLOQUIUM�� CONCERNS� THE� INTERNATIONAL� ECONOMIC� RELA

TIONSHIPS� BETWEEN� TELECOMMUNICATIONS� OPERATORS� WHICH� ENABLE
THEM� TO� CONNECT� INTERNATIONAL� CALLS�� )T� FOCUSES� ON� HOW� THESE
RELATIONSHIPS� ARE� EVOLVING�� AND� ON� THE� REGULATORY� POLICIES� AFFECTING
THEM��)T�SUMMARISES�THE�EXISTING�ARRANGEMENTS�CONCERNING�ACCOUNT

ING� RATES� AND� SETTLEMENTS�� ANALYSES� THE� INTENSE� PRESSURES� FOR
CHANGE��AND�SUGGESTS�THE�KINDS�OF�CHANGES�THAT�COULD�RESULT�

)T� ALSO� PRESENTS� THE� AUTHOR S� PERSONAL� VIEW� OF� WHICH� OUTCOMES
SHOULD� BE� PREFERRED�� AND� WHAT� CHOICES� BY� NATIONAL� POLICY� MAKERS
AND�REGULATORS�WILL�MAKE�SUCH�OUTCOMES�PROBABLE��4HIS� IS� STRICTLY�A
PERSONAL� VIEW�� .EITHER� IT�� NOR� ANY� OTHER� PART� OF� THIS� REPORT�
NECESSARILY�REPRESENTS�THE�VIEWS�OF�THE�#OLLOQUIUM�PARTICIPANTS��THE
)45�� OR� ITS� CONSTITUENT� MEMBERS�� RATHER�� THE� REPORT� REPRESENTS� A
STARTING�POINT�FOR�DEBATE�ON�THE�ISSUES�AND�POLICY�OPTIONS�

4HIS�SUMMARY�DISCUSSES�IN�TURN�

• 4WO�RADICALLY�DIFFERENT�KINDS�OF�ECONOMIC�RELATIONSHIPS�FOR� INTER

NATIONAL� TELECOMMUNICATIONS�� A� NEW� APPROACH� BASED� ON� OPEN
COMPETITIVE�MARKETS��WITH�LITTLE�DISTINCTION�BETWEEN�INTERNATIONAL
AND�DOMESTIC�OPERATIONS��AND�THE�TRADITIONAL�APPROACH�BASED�ON
THE�EXCHANGE�OF�TRAFFIC�BETWEEN�OPERATORS�IN�DIFFERENT�COUNTRIES�

• 4HE�EXISTING�SITUATION�

• 4HE�PRESSURES�FOR�CHANGE�

• 0OSSIBLE�OUTCOMES��SUMMARISED�IN�THE�FORM�OF�THREE�SCENARIOS�

• 4HE� POLICY� ISSUES� THAT� GOVERNMENTS� AND� REGULATORS� FACE� IN� THIS
FIELD�
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4HE� FIRST� STAGE� OF� THE� TRANSITION� FROM�MONOPOLY� TO� COMPETITION� IN
TELECOMMUNICATIONS� SAW� A� RELATIVELY� SMALL� NUMBER� OF� COUNTRIES
MOVE� TOWARDS� A� NEW� INDUSTRY� STRUCTURE� FOR� FIXED� TELECOMMU

NICATIONS� BASED� ON� MULTIPLE� COMPETING� OPERATORS�� 5NTIL� THE
MID
����S�� THIS� HAD� HAPPENED� IN� ONLY� A� FEW� COUNTRIES�� SPECIFICALLY
!USTRALIA��#HILE��&INLAND��*APAN��.EW�:EALAND��3WEDEN��THE�5+�AND
THE�53�

3INCE�THEN��GOVERNMENTS�IN�SOME�COUNTRIES�HAVE�BEGUN�TO�EXTEND�TO
FOREIGN� TELECOMMUNICATIONS� OPERATORS� THE� RIGHTS� OF� COMPETITIVE
ENTRY1�� AND� THE� REGULATORY� PROTECTIONS� DESIGNED� TO� MAKE� COMPE

TITION� POSSIBLE2�� THAT� THEY� PREVIOUSLY� OFFERED� ONLY� TO� NATIONAL
COMPETITORS��&OR�EXAMPLE��WITHIN�MOST�OF� THE���
COUNTRY�%UROPEAN
5NION� �%5	� SUCH�A�POLICY�APPLIES� TO�COMPETITIVE�ENTRY�BY�OPERATORS
FROM� ANY� %5� COUNTRY�� WITH� EFFECT� FROM� *ANUARY� �ST�� ����3�� 3UCH
CHANGES�WILL� TRANSFORM� THE�MARKETPLACE� FOR� INTERNATIONAL� TELECOMS
SERVICES�OVER�THE�NEXT�FEW�YEARS�

4HIS�HAS�FAR
REACHING�IMPLICATIONS�FOR�THE�WAY�INTERNATIONAL�CALLS�WILL
BE� CARRIED�� AND� THE� ASSOCIATED� FINANCIAL� ARRANGEMENTS��7ITHIN� ANY
GROUP�OF�COUNTRIES�WHICH�ALLOW�UNRESTRICTED�MARKET�ENTRY�BY�FOREIGN
�OR� FOREIGN
OWNED	�OPERATORS�AND�WHICH�ALSO�GRANT� SUCH�OPERATORS
INTERCONNECTION� RIGHTS�� THERE� NEED� BE� LITTLE� DISTINCTION� BETWEEN
INTERNATIONAL� CALLS� AND� THOSE� FLOWING� WITHIN� A� SINGLE� COUNTRY

???????????????
�� /F� THE�GOVERNMENTS�PURSUING�A� PRO
COMPETITIVE � TELECOMS�POLICY�
ONLY�THAT�OF�.EW�:EALAND�HAS�PERMITTED�UNRESTRICTED�FOREIGN�PARTICIPATION
IN�ITS�NATIONAL�TELECOMMUNICATIONS�MARKETPLACE�FROM�THE�BEGINNING�OF�THE
COMPETITIVE�MARKETPLACE�
�� &OR�EXAMPLE�� REGULATORY� RULES�CONCERNING�THE� RIGHTS�OF�COMPETITORS
TO� INTERCONNECT� THEIR� NETWORKS� TO� THE� 0UBLIC� 3WITCHED� .ETWORK� �034.	
OPERATED�BY�THE�OLD
ESTABLISHED�INCUMBENT�TELECOMS�OPERATOR�
�� 4HE� SPECIFICS� OF� THE� RELEVANT� %5� LEGISLATION� ARE� SUMMARISED� IN
#HAPTER�����
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� DOMESTIC� CALLS 	�� )N� SUCH� AN� ENVIRONMENT�� REGULATORS� CAN� AND
SHOULD�TREAT�DOMESTIC�AND�FOREIGN�OPERATORS��IN�A�NON
DISCRIMINATORY
WAY�� IN� THE� INTERESTS� OF� FAIR� AND� EFFICIENT� COMPETITION�� 4HIS� IMPLIES
THAT� INTERNATIONAL�CALLS�WILL�BE�CARRIED�VIA�THE�PUBLIC�NETWORK� IN�THE
DESTINATION�COUNTRY�UNDER�ARRANGEMENTS�JUST�LIKE�THOSE�THAT�APPLY�TO
DOMESTIC�LONG
DISTANCE�CALLS��)NTERNATIONAL�CALLS�WILL�PAY�INTERCONNECT
CHARGES�THAT�ARE�THE�SAME�AS�THOSE�FOR�DOMESTIC�LONG
DISTANCE�CALLS
OR� AT� LEAST� SIMILAR�� 4HE� INTERCONNECT� SERVICE� PROVIDED� IS� ESSENTIALLY
THE� SAME� IN� BOTH� CASES�� &OR� CALLS�WITHIN� THE� %5�� FOR� EXAMPLE�� THE
DIFFERENCE�WILL�DISAPPEAR�AS�A�RESULT�OF�%5�LEGISLATION�� )F�A�DOMESTIC
LONG
DISTANCE�CALL�BROUGHT�INTO��SAY��'LASGOW�IN�3COTLAND�BY�ONE�OF
THE� NEW� COMPETITORS� TO� "4� CAN�BE� TERMINATED� THERE� VIA� "4 S� LOCAL
NETWORK� AND� INTERCONNECT� SERVICE� FOR� APPROXIMATELY� ���� OF� A� 5+
PENNY� PER� MINUTE4� �APPROXIMATELY� ONE� 53� CENT5� AT� TODAY S
EXCHANGE�RATE	��SO�CAN�A�CALL�BROUGHT�INTO�'LASGOW�FROM�0ARIS�BY�A
&RENCH�CARRIER��4HIS�KIND�OF�SITUATION�IS�RADICALLY�UNLIKE�THE�TRADITIONAL
WAY�OF�HANDLING�INTERNATIONAL�TRAFFIC�AND�COMPENSATING�PARTICIPATING
TELECOMS� OPERATORS�� WHICH� WE� DESCRIBE� IN� 3ECTION� �� OF� THIS� SUM

MARY�

)NTERNATIONAL�CALLS�WILL�NO�DOUBT�CONTINUE�TO�BE�PRICED�TO�END
USERS
SOMEWHAT� HIGHER� THAN� DOMESTIC� LONG
DISTANCE� CALLS�� EVEN� FOR� CALLS
THAT�BOTH�ORIGINATE�AND�TERMINATE�IN�COUNTRIES�WHERE�COMPETITION�IS
UNRESTRICTED��4HE�DIFFERENCE�IS�LIKELY�TO�BE�RELATIVELY�MODEST�HOWEVER�
REFLECTING� ONLY� THE� �RELATIVELY� SMALL	� DIFFERENCE� IN� NETWORK� COSTS�
REMAINING� DIFFERENCES� IN� INTERCONNECT� CHARGES�� IF� ANY�� THE� GREATER
COMPLEXITY� OF� BUSINESS� PROCESSES� FOR� INTERNATIONAL� CALLS�� AND
PROBABLY� SOME� PERSISTENCE� OF� HIGHER
THAN
AVERAGE� PROFIT� MARGINS
REFLECTING�THE�PERCEIVED�VALUE�OF�INTERNATIONAL�CALLS6�

???????????????
�� "4 S�LOCAL�INTERCONNECT�RATE�PER�MINUTE��������PENCE	��THE�DETAILS�OF
THE�CASE�CONSIDERED�ARE�GIVEN�IN�#HAPTER���
�� ������53�CENTS�
�� )N� A� PERFECT� MARKET�� ECONOMIC� THEORY� PREDICTS� THAT� THIS� CANNOT
HAPPEN�BECAUSE�PRICES�ARE�DRIVEN�DOWN�TO�COSTS��INCLUDING�THE�OPPORTUNITY
COST�OF�CAPITAL	��(OWEVER��IMPERFECT�COMPETITION�IS�A�MORE�LIKELY�MODEL�
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)F� THE� READER� OBJECTS� TO� THIS� PICTURE� ON� THE� GROUNDS� THAT� IT� IS� TOO
IDEALISED�AND�HYPOTHETICAL��HE�OR�SHE�IS�RIGHT�ON�THE�FIRST�COUNT��AND
WRONG� ON� THE� SECOND�� 3UCH� SITUATIONS� ARE� NOT� HYPOTHETICAL�� THEY
EXIST�TODAY��AND�MORE�ARE�COMING�INTO�EXISTENCE�AT�A�RAPID�RATE��)T�IS
TRUE� THAT� THE� DESCRIPTION� IS� SOMEWHAT� IDEALISED�� IN� PRACTICE�
INNUMERABLE� REGULATORY� AND� COMMERCIAL� BATTLES� WILL� BE� FOUGHT
BEFORE� THE� DETAILS� OF� THE� NEW� LANDSCAPE� OF� A� FULLY� COMPETITIVE
INTERNATIONAL� MARKET� CAN� BE� SEEN� CLEARLY�� 4HERE� IS�� HOWEVER�� NO
REASONABLE�DOUBT�ABOUT�THE�GENERAL�DIRECTION�OF�EVENTS�

4HIS� REPORT� USES� THE� TERM�3INGLE�-ARKET� TO� REFER� TO� SITUATIONS� OF
THE� KIND� JUST� DESCRIBED�� 3PECIFICALLY�� THIS� REPORT� USES� THE� PHRASE� TO
MEAN�A�GROUP�OF�TWO�OR�MORE�COUNTRIES�WHERE�TELECOMS�OPERATORS
BASED�IN�ANY�COUNTRY�IN�THE�GROUP�CAN�

• SELL�INTERNATIONAL�SERVICES�IN�ANY�OTHER�COUNTRY�IN�THE�GROUP�

• EXTEND� THEIR� NETWORK� INTO� ANY� OTHER� COUNTRY� IN� THE� GROUP� AND
ESTABLISH�NETWORK�0OINTS�OF�0RESENCE��0O0S	��ALTERNATIVELY�KNOWN
AS�0OINTS�OF�)NTERCONNECTION��0O)S	��IN�THAT�COUNTRY�

• INTERCONNECT� THEIR� 0O0S� TO� THE� PUBLIC� SWITCHED� NETWORK� OF� THE
INCUMBENT�TELECOMS�OPERATOR�IN�ANY�OTHER�COUNTRY�IN�THE�GROUP�
AND�TERMINATE�INTERNATIONAL�CALLS��OR�ORIGINATE�THEM	�ON�THE�SAME
INTERCONNECT� TERMS� AND� AT� THE� SAME� INTERCONNECT� PRICES� THAT
APPLY�TO�DOMESTIC�OPERATORS�AND�DOMESTIC�CALLS�

3INGLE�-ARKETS�THAT�FIT�THIS�DEFINITION�ALREADY�EXIST��SO�FAR��HOWEVER�
THEY� CONSIST� ONLY� OF� A� FEW� PAIRS� OF� COUNTRIES�� 4HE�53� AND� THE�5+
FORM�A�ROUGH�APPROXIMATION�OF�A�3INGLE�-ARKET��53�OPERATORS�CAN
AND� DO� OPERATE� EXTENSIVELY� IN� THE� 5+�� LARGELY� IN� THE� MANNER
DESCRIBED�ABOVE��4O�SOME�DEGREE�5+
BASED�OPERATORS�DO�THE�SAME
IN� THE� 53�� THOUGH� THEY� STILL� FACE� SEVERE� REGULATORY� OBSTACLES� AND
CONSTRAINTS��%ND
USER�PRICES�� COLLECTION�RATES 	�FOR�CALLS�BETWEEN�THE
TWO� COUNTRIES� HAVE� PLUNGED�� )N� ������ WHEN� 3INGLE� -ARKET
CONDITIONS� DID� NOT� YET� EXIST� ON� THE� 5+�53� ROUTE�� "4 S� HEADLINE
PRICE� �BEFORE�ALLOWING� FOR�DISCOUNT� PLANS	� FOR�5+
TO
53� CALLS� IN� THE
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PEAK�PERIOD�WAS����PENCE�����CENTS	�PER�MINUTE��"Y������THIS�PRICE
HAD� FALLEN� TO� AROUND� ��� PENCE� ����CENTS	� PER� MINUTE7�� 4HE
WATERSHED�YEAR�WHEN�THE�53
5+�BECAME�A�3INGLE�-ARKET�WAS������
WITH� THE�ABOLITION�OF� THE�5+ S� RESTRICTIONS�ON� LEASED� LINE� RESALE��"Y
LATE�������"4 S�HEADLINE�PRICE�HAD�FALLEN�TO����PENCE�����CENTS	�PER
MINUTE�� SEVERAL� OPERATORS�WERE� CONNECTING� DAYTIME� CALLS� FROM� THE
5+� TO� THE�5NITED� 3TATES� AT� PRICES� IN� THE� RANGE��
��� PENCE� �ABOUT
��
���CENTS	�PER�MINUTE	8�

/THER�EXISTING�3INGLE�-ARKETS�COMPRISING�PAIRS�OF�COUNTRIES� INCLUDE
#ANADA
5+��3WEDEN
5+��.EW�:EALAND
53��AND�#ANADA
539��%ACH�OF
THESE� PAIRS� IS� CHARACTERISED� BY� RELATIVELY� LOW� END
USER� PRICES�� HIGH
AND� FAST
GROWING� TRAFFIC� VOLUMES�� AND� DIVERSE� AND� FAST
CHANGING
INDUSTRY� STRUCTURES� AND� ARRANGEMENTS� FOR� HANDLING� INTERNATIONAL
TRAFFIC�

4HE� DOMAIN� OF� 3INGLE�-ARKETS� IS� ABOUT� TO� EXPAND� DRAMATICALLY�� )T
WILL�NOT�BE�LIMITED�TO�A�FEW�PAIRS�OF�COUNTRIES�BUT�WILL� INCLUDE�LARGE
MULTILATERAL� GROUPS� OF� COUNTRIES� AS� WELL�� 7ITH� EFFECT� FROM
*ANUARY��ST�� ������MOST� OF� THE� ��
COUNTRY� %UROPEAN�5NION� �%5	10

TOGETHER�WITH� THE��� COUNTRIES� ASSOCIATED�WITH� THE� %5� THROUGH� THE
%UROPEAN� %CONOMIC� !REA� �%%!	11�� PLUS� 3WITZERLAND12�� WILL� FORM� A

???????????????
�� 4HE�5+
TO
53�RATE�GIVEN�FOR������WAS�PROVIDED�BY�"4�IN�RESPONSE�TO
A�TELEPHONE�INQUIRY�
�� 3WIFTCALL�� FOR� EXAMPLE�� OFFERS� CALLS� FROM� ANYWHERE� IN� THE� 5+� TO
ANYWHERE� IN� THE�53� AT� �� PENCE� PER�MINUTE� DURING� ALL� HOURS�-ONDAY� TO
&RIDAY�
�� #ANADA� HAS� RETAINED� SOME� FOREIGN
OWNERSHIP� RESTRICTIONS�� BUT� IN
PRACTICE� THIS�DOES�NOT� SUBSTANTIALLY� IMPEDE� THE�KIND�OF�OPEN�COMPETITION
WE�DESCRIBE�HERE�
��� 4HE�DEADLINE�HAS�BEEN�EXTENDED� FOR� )RELAND��'REECE��0ORTUGAL�AND
3PAIN��SEE�DETAILED�DISCUSSION�IN�#HAPTER���
��� .ORWAY��)CELAND�AND�,IECHTENSTEIN�
��� 3WITZERLAND� IS� NOT� A� MEMBER� OF� THE� %%!� OR� THE� %5�� BUT� HAS
VOLUNTARILY� CHOSEN� TO� ALIGN� ITS� TELECOMMUNICATIONS� POLICIES� WITH� THOSE� OF
THE�%%!�AND�%5�MEMBER�COUNTRIES�
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3INGLE� -ARKET� FOR� COMPETITIVE� TELECOMMUNICATIONS�� 4ELECOMS
OPERATORS� FROM� ANY� %5� COUNTRY� WILL� BE� ENTITLED� TO� BUILD� NETWORK
PLANT� AND� CONDUCT�OPERATIONS� ANYWHERE�WITHIN� THIS� 3INGLE�-ARKET�
4HEY�WILL�BE�ABLE�TO�TERMINATE�INTERNATIONAL�CALLS�VIA�THE� INCUMBENT
OPERATORS �NETWORKS��PAYING�ONLY�THE�SAME�INTERCONNECT�CHARGE�THAT
IS�PAYABLE�FOR�TERMINATING�DOMESTIC�LONG
DISTANCE�CALLS��/F�COURSE��IN
PRACTICE� THERE�WILL� NO�DOUBT�BE� THE� USUAL� DELAYS� AND�DIFFICULTIES� IN
IMPLEMENTING� THE� NEW� RULES13�� BUT� NEVERTHELESS� THE� EVENTUAL
OUTCOME�IS�CLEAR�

!N� EVEN� MORE� EXTENSIVE� 3INGLE� -ARKET� IS� BEGINNING� TO� EMERGE�
4WENTY� OUT� OF� A� TOTAL� OF� SIXTY
NINE� COUNTRIES14� PARTICIPATING� IN� THE
7ORLD� 4RADE� /RGANISATION� �74/	� "ASIC� 4ELECOMMUNICATIONS
!GREEMENT� OF� &EBRUARY� ��TH�� ����� �INCLUDING� NINE� OF� THE� ��� %5
COUNTRIES	� AGREED� TO� TERMS� WHICH�� WHEN� FULLY� IMPLEMENTED�� WILL
EFFECTIVELY�MAKE�THESE�COUNTRIES�INTO�A� 3INGLE�-ARKET �AS�WELL15��!S
AN�INFORMAL�DESIGNATION��THIS�REPORT�CALLS�THESE�TWENTY�COUNTRIES�THE
'ROUP� ! � COUNTRIES�� !� FURTHER� TWELVE� COUNTRIES� HAVE� MADE
COMMITMENTS� WHICH�� WHILE� SOMEWHAT� LESS� EXTENSIVE�� STILL� ALLOW
CONSIDERABLE� SCOPE� FOR� TRANS
NATIONAL� COMPETITION�� 7E� CALL� THESE
COUNTRIES� 'ROUP�" ��4HE�TWO�GROUPS�ARE�SHOWN�TOGETHER�WITH�THE
CRITERIA�DEFINING�THEM�IN�%XHIBIT�%3���

???????????????
��� 4HE�%UROPEAN�#OMMISSION�IS��FOR�EXAMPLE��CURRENTLY�PURSUING�LEGAL
ACTION�AGAINST�CERTAIN�NATIONAL�GOVERNMENTS�IN�THE�%5�FOR�DELAYS�IN�IMPLE

MENTING�KEY�ELEMENTS�OF�THE�%5�3INGLE�-ARKET�LEGISLATION�
��� 7E�ARRIVED�AT� THE�NUMBER�OF����COUNTRIES�BY� COUNTING�ONLY� THOSE
COUNTRIES� WHICH� HAVE�� �A	� MADE� COMMITMENTS� IN� THEIR� 74/� 3CHEDULES
TO�OPEN� THEIR� NATIONAL� MARKET� FOR� BASIC� FIXED� TELECOMMUNICATIONS�
�B	�INCORPORATED�IN�THEIR�COMMITMENTS�ALL�OR�ESSENTIALLY�ALL�OF�THE�PROVISIONS
OF� THE� 2EFERENCE� 0APER� ON� REGULATORY� AFFAIRS�� WHICH� INTER�ALIA� ALLOW� THE
NEW� ENTRANTS� TO� INTERCONNECT� TO� THE� INCUMBENT� OPERATOR S� NETWORK� ON
INTERCONNECT�TERMS�WHICH�ARE�COST
BASED��AND�THE�SAME�AS�THOSE�PROVIDED
TO� DOMESTIC� COMPETITORS�� AND� �C	� COMMITTED� TO� ABOLISH� ALL� FOREIGN
OWNERSHIP�RESTRICTIONS�
��� 4HE�SPECIFICS�OF�THE�AGREEMENT�ARE�DESCRIBED�IN�DETAIL� IN�#HAPTER��
OF�THIS�REPORT�
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%XHIBIT��%3��

4(%�3).',%�-!2+%4�%-%2').'�&2/-�4(%������74/�"!3)#�4%,%#/--5

.)#!4)/.3�!'2%%-%.4

'2/50��! '2/50��"

#OMMITMENTS�INCLUDE�
• OPEN�ENTRY�FOR�FOREIGN�COMPETITORS� IN

BASIC� FIXED� SERVICES�� DOMESTIC� AND
INTERNATIONAL��FROM�������

• UNRESTRICTED�RIGHT�OF�FOREIGN�OPERATORS
TO�ESTABLISH�NETWORKS

• NON
DISCRIMINATORY� INTERCONNECTION� AT
COST
BASED�PRICES

#OMMITMENTS�INCLUDE�
• OPEN� ENTRY� TO� NEW� COMPETITORS� WITH

FOREIGN�PARTICIPATION
• ���BUT� WITH� SHORT
TERM� DELAY� AFTER

��������UP�TO���YEARS	
• ���OR� SUBJECT� TO� SOME� CONTINUING

RESTRICTIONS� ON� FOREIGN� OWNERSHIP� OR
NUMBER�OF�FIXED
SERVICE�OPERATORS

!USTRALIA

#HILE
$OMINICAN�2EPUBLIC
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4HE� AGREEMENT� WAS� INTENDED� TO� COME� INTO� FORCE� ON� *ANUARY� �ST�
����16�� BUT� THIS� HAS� BEEN� DELAYED� BECAUSE� SOME� OF� THE
PARTICIPATING� COUNTRIES� HAD� NOT� COMPLETED� RATIFICATION� OR� OTHER
NATIONAL�PROCEDURES�REQUIRED�FOR�CONFIRMATION�OF�THE�AGREEMENT�BY
THAT�DATE17��4HE�AGREEMENT�IS�NEVERTHELESS�LIKELY�TO�COME�INTO�FORCE
DURING�THE�FIRST�HALF�OF������

)N� THIS� WIDE� 3INGLE� -ARKET�� THE� "ASIC� 4ELECOMMUNICATIONS
!GREEMENT� REQUIRES� THAT� TELECOMS� OPERATORS� BASED� IN� ANY� OF� THE
TWENTY� COUNTRIES� BE� PERMITTED� TO� OPERATE� ON� THE� SAME� BASIS� AS� A
DOMESTIC� OPERATOR� IN� ANY� OTHER� COUNTRY� AMONG� THE� TWENTY�
-OREOVER�� ACCORDING� TO� THE� AGREEMENT� �FOLLOWING� THE� -OST
&AVOURED� .ATION� PRINCIPLE�� -&.	�� THE� SAME� RIGHTS� MUST� ALSO� BE
GRANTED� TO� OPERATORS� FROM� ANY� 74/� COUNTRY18�� 7HILE� THERE� ARE
SIGNS� THAT� FULL� IMPLEMENTATION� OF� THIS� AGREEMENT�WILL� NOT� BE� EASY�
FAST�OR�UNCONTENTIOUS19��THERE�CAN�BE�NO�DOUBT�ABOUT�THE�STRENGTH
OR�SCOPE�OF�THE�MOVE�TOWARDS�A�3INGLE�-ARKET�AND�LITTLE�DOUBT�THAT
A�3INGLE�-ARKET�WILL�IN�FACT�BE�IMPLEMENTED�AMONG�MOST��IF�NOT�ALL�
OF� THE� TWENTY�'ROUP�!� COUNTRIES� �AND�POSSIBLY� AMONG� EVEN�MORE
74/�COUNTRIES	�WITHIN�THE�NEXT�FEW�YEARS20�

/F�COURSE��EVEN�AFTER�THE�%5�3INGLE�-ARKET�FOR�TELECOMMUNICATIONS
IS�IN�PLACE��AND�THE�74/�TELECOMMUNICATIONS�AGREEMENT�IS�MORE�OR
LESS� FULLY� IMPLEMENTED�� THE�MAJORITY� OF� COUNTRIES� IN� THE�WORLD�WILL
NOT� YET� BE� MEMBERS� OF� A� 3INGLE� -ARKET� PAIR� OR� A� LARGER� 3INGLE
-ARKET� GROUPING�� 4HE� OVERWHELMING� MAJORITY� OF� RELATIONS
BETWEEN� PAIRS� OF� COUNTRIES� FOR� THE� CARRIAGE� OF� INTERNATIONAL� TRAFFIC

???????????????
��� 3OME�NATIONAL�COMMITMENTS�HAVE�DELAYED�ENTRY
INTO
FORCE�DATES�
��� !S� THIS� REPORT� WENT� TO� PRESS� IN� *ANUARY� ������ ABOUT� ��� OF� THE
���PARTICIPATING�GOVERNMENTS�HAD�MISSED�THE��������DEADLINE�IN�THIS�WAY�
��� 4HERE�ARE�NOW�����74/�MEMBERS�
��� 3OME� SPECIFIC� DIFFICULTIES� THAT� HAVE� ALREADY� ARISEN� IN� THE� 53� ARE
DISCUSSED�IN�3ECTION���OF�THIS�3UMMARY�AND�#HAPTER���OF�THE�MAIN�REPORT�
��� )N�FACT��EVEN�MORE�COUNTRIES��EVEN�INCLUDING�SOME�THAT�ARE�NOT�YET
74/� MEMBERS	� MAY� BE� INVOLVED�� THE� MATTER� IS� DISCUSSED� MORE� FULLY� IN
#HAPTER���
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STILL�WILL� NOT� FALL�WITHIN� A� 3INGLE�-ARKET��.EVERTHELESS��MOST� OF� THE
HEAVY
TRAFFIC� ROUTES� WILL� BE� BETWEEN� PAIRS� OF� COUNTRIES� THAT� FALL
WITHIN� A� 3INGLE� -ARKET�� 4HE� GREAT� MAJORITY� OF� THE� WORLD S
INTERNATIONAL� TELECOMMUNICATIONS� TRAFFIC� WILL� THEREFORE� FLOW� WITHIN
ONE� OR� OTHER� OF� THE� 3INGLE� -ARKET� GROUPINGS�� 4HE� 3INGLE� -ARKET
TYPE� OF� ENVIRONMENT� WHICH� WILL� CONSEQUENTLY� SHAPE� THE� PREDOMI

NANT� KINDS� OF� ECONOMIC� RELATIONSHIPS� FOR� THE� CARRIAGE� OF
INTERNATIONAL�TRAFFIC�

5NRESTRICTED�COMPETITIVE�CARRIAGE�OF� INTERNATIONAL� TRAFFIC� IN�A�3INGLE
-ARKET� IS� VERY� DIFFERENT� FROM� THE� ENVIRONMENT� IN� WHICH� THE
TRADITIONAL� ARRANGEMENTS� FOR� THE� CARRIAGE� OF� INTERNATIONAL� TRAFFIC
WERE� DEVELOPED�� 4HE� DIFFERENCES� ARE� SUMMED� UP� IN� %XHIBIT� %3���
%SSENTIALLY��THE�TRADITIONAL�RELATIONSHIPS�FOR�HANDLING�TRAFFIC�FROM�ONE
COUNTRY� TO� ANOTHER� WERE� ESTABLISHED� BETWEEN� PAIRS� OF� OPERATORS�
ONE� IN� EACH� COUNTRY�� 5SUALLY�� THESE� OPERATORS� WERE� MONOPOLIES�
GENERALLY�THEY�WERE�AUTHORISED�ONLY�TO�OPERATE�IN�THEIR�OWN� HOME
COUNTRY�� 4HE� SPECIFIC� FINANCIAL� ARRANGEMENTS�BETWEEN� THEM��WHICH
THIS� REPORT� REFERS� TO� AS� THE� TRADITIONAL� ARRANGEMENTS � �AND
DESCRIBES�IN�THE�NEXT�SECTION�OF�THE�3UMMARY	�WERE�WELL�ADAPTED�TO
SUCH�A�SITUATION��WHICH�ECONOMISTS�CALL�A�BILATERAL�MONOPOLY�

/NCE� THE� MONOPOLY� CONDITIONS� THAT� GAVE� RISE� TO� THE� TRADITIONAL
ARRANGEMENTS�ARE�WHOLLY�OR�PARTLY�REPLACED�BY�A�COMPETITIVE�MARKET�
CHALLENGES� TO� THE� TRADITIONAL� ARRANGEMENTS�� AND� ALTERNATIVES� TO
THEM�� NATURALLY� EMERGE�� !� 3INGLE� -ARKET� OPENS� UP� MANY� NEW
ALTERNATIVES�TO�TELECOMS�OPERATORS� IN�TERMS�OF�HOW�THEY�CARRY� THEIR
INTERNATIONAL� TRAFFIC��WHAT� ROLE�OTHER�OPERATORS�PLAY� IN� THE�PROCESS�
AND�HOW��AND�HOW�MUCH	�THESE�OTHER�OPERATORS�ARE�PAID�
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%XHIBIT��%3��
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#AN�OPERATOR�FROM� #OUNTRY�!
OPERATE��CARRY�TRAFFIC��OWN�FACILI

TIES	�IN�#OUNTRY�"�

9ES .O�

$O�REGULATORY�RULES�GRANT
OPERATOR�FROM�#OUNTRY�!
AUTOMATIC�INTERCONNECTION�RIGHTS
IN�#OUNTRY�"�

9ES .O�

!RE�PER
MINUTE�RATES�FOR�TERMINAT

ING�DOMESTIC�CALLS�VIA�THE
DOMESTIC�NETWORK��INTERCONNECT
CHARGES	�DIFFERENT�FROM�THE
CORRESPONDING�CHARGES�FOR
INTERNATIONAL�CALLS��FOR�COMPARABLE
USE�OF�THE�DOMESTIC�NETWORK�

.O
�MAY�BE�SOME
EXCEPTIONS	�

9ES

(OW�ARE�PAYMENTS�FROM�!�TO�"
FOR�TERMINATION�OF�INTERNATIONAL
CALLS�IN�#OUNTRY�"�DETERMINED�

"Y�MARKET�COMPETI

TION��NEGOTIATION��OR
REGULATORY�DETERMINA

TION�OF�INTERCONNECT
CHARGES�COVERING�BOTH
DOMESTIC�AND�INTERNA

TIONAL�CALLS�

"Y�BILATERAL�NEGOTIA

TION�BETWEEN�MONO

POLY�CARRIERS�IN�#OUN

TRY�!�AND�#OUNTRY�"

� 4HE�3INGLE�-ARKET�CONCEPT�IS�EXPLAINED�IN�3ECTION���OF�THE�%XECUTIVE�3UMMARY�
� %NTRIES� ASSUME� LEGISLATION�� REGULATION� AND� IN� PRACTICE� ALL� CONFORM� TO� 3INGLE

-ARKET� REQUIREMENTS� AS� DEFINED� IN� THIS� REPORT�� #OMMITMENTS� OF� 'ROUP� !
COUNTRIES� IN� THE�74/� "ASIC� 4ELECOMMUNICATIONS� !GREEMENT� CONFORM� TO� THESE
REQUIREMENTS�� AS� DOES� THE� %5� TELECOMS� LEGISLATION� �EXCEPT� TEMPORARILY� IN� %5
COUNTRIES�GRANTED�AN�EXTENSION�OF�THE��������DEADLINE	�

� %XCEPT�FOR� #OUNTRY�$IRECT ��CARD�CALLING�SERVICES�AND�CALLBACK�
� /THER� THAN� TRADITIONAL� SETTLEMENT� ARRANGEMENTS�� 5NDER� THESE� ARRANGEMENTS�

CORRESPONDENTS�HAVE� THE� RIGHT� TO� RELY� ON�AN�EXISTING� SETTLEMENT� RATE�PREVIOUSLY
AGREED��IF�OPERATORS�FAIL�TO�AGREE�TO�A�NEW�ONE��&OR�53�OPERATORS��HOWEVER��THIS
MAY�BE�OVER
RIDDEN�BY�THE�&## S������DECISIONS�IN�THE� "ENCHMARK �0ROCEEDING�

� /PERATOR�S	�MAY�BE�ABLE�TO�CHARGE�A�PREMIUM�INTERCONNECT�RATE�FOR�INTERNATIONAL
CALLS��MAKING� A� HIGHER� CONTRIBUTION� TO� JOINT� AND� COMMON� COSTS� AND�53/� COSTS
THAN� THE�DOMESTIC� INTERCONNECT� RATE��PROVIDED� THE� REGULATOR�APPROVES� THAT�� THIS
WOULD� NOT� VIOLATE� 3INGLE� -ARKET� RULES� IF� �A	� THE� RATE� STILL� MEETS� CRITERIA� FOR� A
COST
ORIENTATION � AND� �B	� BOTH� DOMESTIC� AND� FOREIGN� OPERATORS� PAY� THE� SAME
RATE��%NFORCING��B	�FOR�THE�INCUMBENT�OPERATOR�IS��HOWEVER��IMPOSSIBLE�UNLESS�THE
REGULATOR�ALSO�IMPOSES�ACCOUNTING�SEPARATION��AS�IN�THE�5+�

� )NTERCONNECT�RATES�ARE� LIKELY�TO�BE�REGULATED�WHERE��AS� IS�USUALLY�THE�CASE	� LOCAL
BOTTLENECK�MONOPOLIES�REMAIN�
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7E� REFER� TO� THESE� ALTERNATIVES� AS� NEW�MODES� OF� OPERATION �� AND
DESCRIBE�THEM�BELOW�IN�3ECTION���OF�THIS�3UMMARY21�� )N�BRIEF��THEY
ARE�

• 2ESALE

• 2EFILE��HUBBING�OR�RE
ORIGINATION

• )NTERNATIONAL�ALLIANCES�OF�TELECOMMUNICATIONS�OPERATORS

• 4HE� EXTENSION� OF� FOREIGN� OPERATORS � NETWORKS� INTO� THE
DESTINATION� COUNTRIES� FOR� MAJOR� INTERNATIONAL� TRAFFIC� FLOWS�� TO
0OINTS� OF� 0RESENCE� �0O0S	�� ALTERNATIVELY� REFERRED� TO� AS� 0OINTS� OF
)NTERCONNECTION��0O)S	�IN�THOSE�COUNTRIES��AND�IN�SOME�CASES�EVEN
TO� CUSTOMERS � PREMISES� IN� THOSE� COUNTRIES�� 3UCH� ARRANGEMENTS
ARE�SOMETIMES�CALLED� FACILITIES
BASED�ENTRY �OR� SELF
TERMINATION �

• )NTERNET�TELEPHONY

#ONTRARY�TO�CLAIMS�OFTEN�MADE��THE� NEW�MODES�OF�OPERATION �WILL
NOT�NECESSARILY�ENTIRELY�REPLACE�ARRANGEMENTS�OF�THE�TRADITIONAL�KIND�
4HESE� MAY� REMAIN� IN� USE� AS� ONE� AS� OF� THE� WIDENING� RANGE� OF
ALTERNATIVE� METHODS� AVAILABLE� TO� OPERATORS�� 4HEIR� SIMPLICITY� MEANS
THAT�� IN�THIS�AUTHOR S�OPINION��THEY�ARE� LIKELY�TO�REMAIN� IN�USE�FOR�A
SUBSTANTIAL� AMOUNT� OF� INTERNATIONAL� TRAFFIC�� EVEN� BETWEEN� 3INGLE
-ARKET �COUNTRIES�

4HE� LEVEL� OF� CHARGES� �SETTLEMENT� RATES	� PAID� BY� ONE� OPERATOR� TO
ANOTHER� FOR� CARRIAGE� OF� INTERNATIONAL� TRAFFIC� WITHIN� THE� TRADITIONAL
ARRANGEMENTS� IS�� HOWEVER�� A� DIFFERENT� MATTER�� &OR� THE� TRADITIONAL
ARRANGEMENTS� TO� REMAIN� IN� USE� ALONGSIDE� THE� NEW� MODES� OF
OPERATION ��SETTLEMENT�RATES�WILL�HAVE�TO�FALL�TO�LEVELS�THAT�MAKE�THE
TRADITIONAL�ARRANGEMENTS�COMPETITIVE��FROM�THE�POINT�OF�VIEW�OF�NET
PAYERS�OF�SETTLEMENT�PAYMENTS	�WITH�THE�ALTERNATIVES�OFFERED�BY�THE
NEW�MODES�OF�OPERATION ��4HIS�MEANS�LOWERING�THEM�TO�THE�POINT
WHERE�PAYING�SETTLEMENTS�IS�COMPARABLE�TO�THE�COST�OF�TERMINATING�A
CALL�

• VIA�LEASED
LINE�RESALE��OR���

???????????????
��� !ND�IN�DETAIL�IN�#HAPTER����
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• USING�THE�FOREIGN�OPERATOR S�TRANS
NATIONAL�NETWORK�TO�A�FOREIGN
0O0�� PLUS� INTERCONNECT� CHARGES� BETWEEN� THE� 0O0� AND� THE
CUSTOMER��OR���

• VIA�THE�FOREIGN�OPERATOR S�NETWORK�ALL�THE�WAY�TO�THE�CUSTOMER S
PREMISES�IN�THE�DESTINATION�COUNTRY��IF�THE�FOREIGN�OPERATOR�HAS�A
LOCAL� NETWORK� IN� THE� DISTANT� CITY� �AS� 7ORLD#OM�-&3� HAS� IN
SEVERAL�%UROPEAN�CITIES	�

&OR� MAJOR� OPERATORS� ON� MAJOR� ROUTES� BETWEEN� 3INGLE� -ARKET
COUNTRIES��SELF
TERMINATION�MAY�WELL�BECOME�THE�PREDOMINANT�MODE
OF�OPERATION�

�� 4(%�%8)34).'�3)45!4)/.

-OST�INTERNATIONAL�TRAFFIC�IS�STILL�CARRIED�TODAY�UNDER�WHAT�THIS�REPORT
CALLS� THE� TRADITIONAL� ARRANGEMENTS �� 4HESE� ARE� BASED� ON
INTERNATIONAL� BILATERAL� RELATIONSHIPS� �REFERRED� TO� AS� RELATIONS	
BETWEEN� PAIRS� OF� NATIONALLY
BASED� TELECOMMUNICATIONS� OPERATORS�
OFTEN�REFERRED�TO�AS� CORRESPONDENTS ��0ART�))�OF�THIS�REPORT�DESCRIBES
THE� DETAILS� OF� THESE� ARRANGEMENTS�� MANY� OF� WHICH� ARE� BASED� ON
2ECOMMENDATIONS�OF� THE� )45 S�TELECOMMUNICATIONS�STANDARDISATION
SECTOR��KNOWN�AS�)45
4��4HE�ESSENTIAL�FEATURES�ARE�SIMPLE�

• )F�THE�NUMBER�OF�MINUTES�OF�TRAFFIC�FLOWING�FROM�#OUNTRY� ! �TO
#OUNTRY� " �EXCEEDS�THE�FLOW�OF� TRAFFIC� IN� THE� REVERSE�DIRECTION�
THE�OPERATOR� IN�#OUNTRY�!�MAKES�A�NET�PAYMENT� � SETTLEMENT 	
TO� THE� OPERATOR� IN� #OUNTRY� "� BASED� ON� THE�NET� FLOW� OF� TRAFFIC
FROM�!�TO�"��THAT�IS��THE�VOLUME�OF�TRAFFIC�FROM�!�TO�"��MINUS�THE
VOLUME�FROM�"�TO�!	�

• 4HE�SIZE�OF� THE�NET�PAYMENT� IS� CALCULATED� FROM� THE�NET� FLOW�OF
TRAFFIC��MEASURED�IN�MINUTES	�MULTIPLIED�BY�AN�AMOUNT�OF�MONEY
PER� MINUTE� AGREED� UPON� BETWEEN� THE� TWO� OPERATORS22�� 4HIS

???????????????
��� &OR� ACCOUNTING� AND� FINANCIAL
REPORTING� PURPOSES�� IT� IS� COMMON� FOR
TELECOMS� OPERATORS� TO� SHOW� OUT
PAYMENTS� AND� RECEIPTS� UNDER� THE
SETTLEMENT� SYSTEMS� ON� A� GROSS� BASIS�� ALTHOUGH� NO� MONEY� ACTUALLY� FLOWS
BETWEEN�OPERATORS�EXCEPT�ON�THE�NET�BASIS��4HE�EFFECT�IS�TO�KEEP�REPORTED
REVENUES�HIGHER�THAN�WOULD�OTHERWISE�BE�THE�CASE�
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AMOUNT� IS� BASED� ON� A� NEGOTIATED� PRICE� CALLED� THE� ACCOUNTING
RATE�� )N�MOST�CASES�� THE�SAME�ACCOUNTING�RATE�GENERALLY�APPLIES
IN�BOTH�DIRECTIONS��!� TO�"�� AND�"� TO�!23�� 4HE� AMOUNT�PAID�PER
MINUTE� FROM�ONE�OPERATOR� TO� ITS� CORRESPONDENT � IS�USUALLY�HALF
THE� ACCOUNTING� RATE�� )T� IS� CALLED� THE� SETTLEMENT� RATE��-ODIFIED
ARRANGEMENTS�APPLY�WHEN�THE�TRAFFIC�FLOWS�FROM�!�TO�"�INDIRECTLY
VIA� A� THIRD� COUNTRY� �THE� TRANSIT � COUNTRY	�� 4HE� ACCOUNTING� RATE
AND� SETTLEMENT� RATE� ARE� INTENDED�� ACCORDING� TO� )45
2ECOMMENDATIONS�� TO� REFLECT� THE� COST� OF� CARRYING� INTERNATIONAL
CALLS��ALTHOUGH�HOW�CLOSE�THEY�ARE�TO�REALLY�DOING�SO�IS�ONE�OF�THE
KEY� ISSUES� IN� THE�CURRENT�CONTROVERSY24��4HEY�HAVE�NO�NECESSARY
RELATIONSHIP� TO� THE�PRICES� CHARGED� TO�END
USERS� FOR� INTERNATIONAL
CALLS��WHICH�ARE�REFERRED�TO�IN�THIS�CONTEXT�AS�COLLECTION�CHARGES
OR�COLLECTION�RATES	�

• 7HERE� THERE� ARE� MULTIPLE�� COMPETING� OPERATORS� AT� ONE� END� OF
THE� RELATION ��OR�AT�BOTH�ENDS��OPERATING�AGREEMENTS�BETWEEN
PAIRS� OF� CORRESPONDENTS� MAY� STIPULATE� PROPORTIONATE� RETURN�
THOUGH� THIS� IS� NOT� A� FEATURE� OF� THE� )45� 2ECOMMENDATIONS�
0ROPORTIONATE� RETURN� MEANS� THAT� IF� AN� OPERATOR� IN� #OUNTRY� !
ORIGINATES�� SAY�� ���� OF� TOTAL� TRAFFIC� FROM� #OUNTRY� !� TO� THE

???????????????
��� 3INCE� COSTS�MAY� BE� DIFFERENT� IN� DIFFERENT� COUNTRIES�� A� SYSTEM�WITH
SETTLEMENTS� MORE� CLOSELY� ALIGNED� WITH� COSTS� �AS� CALLED� FOR� BY� )45
4
2ECOMMENDATION�$���	�WOULD�TEND�TO�BE�ASYMMETRICAL��THAT� IS�� IT�WOULD
BE�BASED�ON�ACCOUNTING�RATES�THAT�ARE�NOT�THE�SAME�IN�EACH�DIRECTION��!N
ASYMMETRICAL� VARIANT� OF� THE� TRADITIONAL� SYSTEM� HAS� ALREADY� BEEN
IMPLEMENTED� IN� THE� %UROPE�-EDITERRANEAN� REGION� IN� ACCORDANCE� WITH
)45
4�2ECOMMENDATION�$���2�
��� 7HILE� THE� )45� CAN� ONLY� ADVISE� MEMBER� STATES� AND� TELECOMS
OPERATORS� �)45� SECTOR� MEMBERS 	�� )45� 3TUDY� 'ROUPS� AND� THE� )NFORMAL
%XPERT� 'ROUP� �)%'	� APPOINTED� BY� THE� 3ECRETARY� 'ENERAL� HAVE
RECOMMENDED� SPECIFIC� AND� SUBSTANTIAL� REDUCTIONS� IN� SETTLEMENT� RATES�� AS
DESCRIBED� IN� #HAPTER� ��� 4HE� )45� 3ECRETARIAT� HAS� CARRIED� OUT� EXTENSIVE
STUDIES�USING�COST�DATA�FROM�MEMBERS��INDICATING��AS�REPORTED�BY�THE�)%'	
THAT� COST
BASED� SETTLEMENT� RATES� WOULD� IMPLY� SUBSTANTIAL� REDUCTIONS� IN
THESE�RATES��USUALLY�TO�BELOW����CENTS�53�CENTS�PER�MINUTE��)45�� 2EPORT�OF
THE� )NFORMAL� %XPERT� 'ROUP� ON� )NTERNATIONAL� 4ELECOMMUNICATION
3ETTLEMENTS ��'ENEVA��!PRIL�����	�
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OPERATOR�IN�#OUNTRY�"��THE�OPERATOR�IN�#OUNTRY�"�MUST�SEND����
OF� ITS� RETURN� TRAFFIC� FLOWING� IN� THE� OTHER� DIRECTION� BACK� TO� THE
SAME�OPERATOR�IN�#OUNTRY�!��2EGULATORS�IN�#OUNTRY�!�MAY�OFTEN
INSIST� ON� SUCH� AN� ARRANGEMENT�� ESPECIALLY� IF� THERE� IS� A
TELECOMMUNICATIONS� MONOPOLY� IN� #OUNTRY� "�� )N� PARTICULAR�� A
REQUIREMENT� FOR� PROPORTIONATE� RETURN� IS� A�MAJOR� FEATURE� OF� THE
)NTERNATIONAL� 3ETTLEMENT� 0OLICY� �)30	� OF� THE� &EDERAL� #OMMU

NICATIONS�#OMMISSION� IN� THE�5NITED� 3TATES��/N� THE�OTHER� HAND�
REGULATORY�AUTHORITIES�IN�SEVERAL�OTHER�COUNTRIES�WITH�COMPETITIVE
TELECOMS�MARKETS��$4)�AND�/FTEL�IN�THE�5+��FOR�EXAMPLE	�DO�NOT
REQUIRE� PROPORTIONATE� RETURN�� 2EGULATORS� THAT� DO� REQUIRE� THIS
TYPICALLY�JUSTIFY�THIS�ON�THE�GROUNDS�THAT�THE�PROPORTIONATE�RETURN
REQUIREMENT�PREVENTS� THE�OPERATOR� IN�#OUNTRY�"� FROM�OBTAINING
EXCESSIVE� BARGAINING� POWER� THROUGH� ALLOCATING� RETURN� TRAFFIC
AMONG� #OUNTRY� ! S� SEVERAL� COMPETING� OPERATORS�� (OWEVER�
PROPORTIONATE� RETURN� TENDS� TO� FAVOUR� ESTABLISHED� OPERATORS� AND
RAISES� BARRIERS� TO� ENTRY�� AND� THEREFORE� TENDS� TO� IMPEDE� THE
TRANSITION�TO�A�FULLY�COMPETITIVE�MARKET�FOR�INTERNATIONAL�CALLS�

4HOSE�ASPECTS�OF�THE� TRADITIONAL�ARRANGEMENTS �THAT�ARE�CODIFIED�IN
)45
4� 2ECOMMENDATIONS� HAVE� BEEN� VERY� INFLUENTIAL�� 7HILE� THE
2ECOMMENDATIONS� ARE� NOT� LEGALLY� BINDING�� THEIR� MAIN� STRUCTURAL
FEATURES� WERE� DEVELOPED� BY� CONSENSUS� IN� THE� TELECOMMUNICATIONS
INDUSTRY��AND�THE�MAIN�FEATURES�ARE�WIDELY�FOLLOWED��IN�PRACTICE��4HE
KEY�POINTS�ARE� REVIEWED� IN�#HAPTER���OF� THIS� REPORT�� )N�ADDITION� TO
WHAT�WE�CALL�THE� TRADITIONAL�ARRANGEMENTS ��THE�2ECOMMENDATIONS
DO� ALSO� ALLOW� FOR� A� VARIETY� OF� ALTERNATIVE� ARRANGEMENTS� SUCH� AS
3ENDER�+EEPS�!LL �WHERE�NO�SETTLEMENT�PAYMENTS�ARE�MADE�

�� &/2��!.$��!'!).34��4(%��42!$)4)/.!,
!22!.'%-%.43

-ERITS�OF�THE�4RADITIONAL�!RRANGEMENTS

4HE� TRADITIONAL�ARRANGEMENTS �HAVE�SOME�VIRTUES��4HEY�ARE�SIMPLE
TO�ADMINISTER��NO�MINOR�MATTER�WHEN�THERE�ARE�OVER�����COUNTRIES
AND�TERRITORIES�PARTICIPATING�IN�INTERNATIONAL�TELECOMMUNICATIONS�AND
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THUS�� IN�PRINCIPLE��UP�TO��������DISTINCT�TRAFFIC�FLOWS�BETWEEN�THEM
THAT�NEED�TO�BE�ADMINISTERED25��4HE�TRADITIONAL�ARRANGEMENTS�HAVE
PRODUCED� A� SUBSTANTIAL�� CONTINUING�� AND� GROWING� INTERNATIONAL
TRANSFER�OF�RESOURCES�BETWEEN�TELECOMMUNICATIONS�OPERATORS��4HESE
TRANSFERS� HAVE� HELPED� TELECOMS� OPERATORS� IN� SOME� DEVELOPING
COUNTRIES�TO�EXPAND�AND�UPGRADE�THEIR�NETWORKS�AND�MAKE�PROGRESS
TOWARDS�UNIVERSAL�SERVICE�GOALS��.EVERTHELESS��MANY�CRITICS�OBJECT�TO
THE�TRADITIONAL�ARRANGEMENTS�ON�THE�GROUNDS�THAT�THEY�CONFLICT�WITH
COMPETITIVE� MARKET� PRINCIPLES�� #RITICS� OFTEN� ARGUE� THAT� THERE� ARE
ALTERNATIVE� AND� BETTER� WAYS� OF� GENERATING� FUNDS� TO� PAY� FOR� RAPID
PROGRESS�TOWARDS�GOALS�OF�NETWORK�EXPANSION�AND�UNIVERSAL�SERVICE�
4HEY� ALSO� OFTEN� OBJECT� THAT� IN� SOME� DEVELOPING� OR� NEWLY
INDUSTRIALISING� COUNTRIES� THE� FLOWS� OF� HARD� CURRENCY� FROM
INTERNATIONAL�SETTLEMENTS�ARE�RETAINED�BY�NATIONAL�&INANCE�-INISTRIES
AND� NOT� NECESSARILY� USED� FOR� SUCH� INVESTMENTS� IN� THE� TELECOMS
INFRASTRUCTURE�

4HE� IMPORTANCE� OF� THIS� ISSUE� TO� DEVELOPING� COUNTRIES� �ESPECIALLY
THOSE� WHICH� ARE� RELATIVELY� SMALL�� OR� HAVE� RELATIVELY� OPEN �
EXPORT
ORIENTED� ECONOMIES	� SHOULD� NOT� BE� UNDER
ESTIMATED�� )N� THE
CASE� OF� *AMAICA�� WHERE� SETTLEMENT� PAYMENTS� HAVE� IN� MOST� YEARS
FLOWED� DIRECTLY� TO� THE� TELECOMMUNICATIONS� OPERATOR26�� ���� OF
TELECOMS� REVENUE� IN� ����� WAS� ATTRIBUTABLE� TO� THE� TOTAL� OF� NET
SETTLEMENTS�RECEIVED�FOR� INTERNATIONAL�TRAFFIC27��4HE�AVERAGE�FOR� THE
SMALL� ISLAND�COUNTRIES�OF� THE�#ARIBBEAN�BASIN� IS�BETWEEN�����AND
����� /N� THE� OTHER� HAND�� IN� )NDIA� TOTAL� FUNDS� RECEIVED� FROM� NET
SETTLEMENTS� THOUGH� SUBSTANTIAL� �ESTIMATED� AT� 53����� MILLION� IN

???????????????
��� ����SQUARED��DIVIDED�BY�TWO��!�NUMBER�OF�WAYS�HAVE�BEEN�FOUND
TO�AVOID�SUCH�AN�OVERWHELMING�NUMERICAL�PROLIFERATION�OF� RELATIONS �� FOR
EXAMPLE�� BY� USING� INDIRECT� ARRANGEMENTS� FOR� SMALL� TRAFFIC� FLOWS�� AND� BY
LEAVING� VERY� SMALL� TRAFFIC� OR� VERY� BALANCED� FLOWS� OUT� OF� THE
ACCOUNTING�SETTLEMENT�MACHINERY�ENTIRELY�
�� )N�SOME�YEARS��SETTLEMENT�FUNDS�HAVE�BEEN�DIRECTED�TO�THE�4REASURY�
TO�COVER�EMERGENCY�REQUIREMENTS�
��� 3OURCE��DATA�SUPPLIED�BY�OPERATOR�
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����	28�� ACCOUNTED� FOR� ONLY� ��� OF� REPORTED� DOMESTIC� AND
INTERNATIONAL� TELECOMMUNICATIONS� REVENUE� IN�����29�� REFLECTING� THE
LARGE�SCALE�OF�)NDIA S�DOMESTIC�TELECOMS�MARKET30�

4HE�IMPACT�ON�DEVELOPING�COUNTRIES�OF�CHANGES�IN�THE�INTERNATIONAL
SETTLEMENT� SYSTEM� SHOULD� BE� OF� CONCERN� TO� GOVERNMENTS� AND
TELECOMMUNICATIONS�OPERATORS�IN�INDUSTRIALISED�COUNTRIES��SINCE��AS�IS
OFTEN�THE�CASE	�THE�INTERESTS�OF�DEVELOPED�AND�DEVELOPING�COUNTRIES
ARE�MORE�CLOSELY�ALIGNED�THAN�IS�GENERALLY�BELIEVED��.OTWITHSTANDING
THEIR�DISSATISFACTION�WITH�TODAY S� LEVEL�OF�SETTLEMENT�RATES��TELECOMS
OPERATORS�IN�ADVANCED�INDUSTRIAL�COUNTRIES��AND�THEIR�CUSTOMERS	�ARE
BENEFICIARIES�OF�THE�EXPANSION�AND�UPGRADING�OF�PUBLIC�NETWORKS� IN
DEVELOPING�COUNTRIES�THAT�IS�TO�SOME�DEGREE�PAID�FOR�BY�SETTLEMENT
PAYMENTS�� 4ELECOMS� OPERATORS� IN� INDUSTRIALISED� AND� DEVELOPING
COUNTRIES� ALIKE� ALMOST� INVARIABLY� FIND� THAT� INTERNATIONAL� CALLS
REPRESENT�ONE�OF�THEIR�MOST�PROFITABLE�REVENUE�STREAMS�

4HE� TRAFFIC� THAT� PROVIDES� THE� BASIS� OF� THIS� PROFITABLE� BUSINESS� IS
GROWING�RAPIDLY��ANNUAL�GROWTH�OF�THE�TOP�FIVE� INTERNATIONAL�ROUTES
IS� ON� THE� ORDER� OF� ����� WITH� SOME� ROUTES� SUCH� AS� 53�-EXICO
GROWING�BY�OVER�����PER�YEAR��4HIS�DOES�NOT�NECESSARILY�MEAN�THAT
REVENUES�ARE�ALSO�GROWING�RAPIDLY�IN�EVERY�CASE��BECAUSE�PRICES�ARE
GENERALLY� FALLING� ON� ROUTES� WHERE� OPEN� COMPETITION� PREVAILS�� THEY
ARE�FALLING�VERY�RAPIDLY��AS�OUR�5+
53�EXAMPLE�ILLUSTRATES�

&UTURE� GROWTH� PROSPECTS� ARE�� HOWEVER�� CONSTRAINED� BY� THE� LOW
TELEPHONE� PENETRATION� IN� DEVELOPING� COUNTRIES� AND� BY� CONGESTION
AND�OTHER� SERVICE�PROBLEMS��#ONGESTION� RESULTS� IN� NUMEROUS� FAILED
CALL� ATTEMPTS� THAT� INCUR� COSTS� FOR� THE� TELECOMS� OPERATOR� TRYING� TO
ORIGINATE�THE�CALL��AS�WELL�AS�THE�OPERATOR�IN�THE�DEVELOPING�COUNTRY�
AND� GENERATE� NO� REVENUES�� )T� IS� VERY� MUCH� IN� THE� INTERESTS� OF
TELECOMS� OPERATORS� AND� USERS� �AND� THUS� THE� WHOLE� NATIONAL

???????????????
��� 3OURCE��)45�4ELEGEOGRAPHY�� $IRECTION�OF�4RAFFIC �������

�HTTP���WWW�ITU�INT�TI��
��� #ALCULATED�FROM� $IRECTION�OF�4RAFFIC �
��� &OR� THE� INTERNATIONAL� OPERATOR� 63.,�� CONSIDERED� IN� ISOLATION�� THE
PERCENTAGE�IS�MUCH�HIGHER��OF�COURSE�
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ECONOMY	� IN� ADVANCED� INDUSTRIAL� COUNTRIES� THAT� OPERATORS� IN
DEVELOPING� COUNTRIES� SHOULD� CONTINUE� TO� BE� ABLE� TO� FINANCE� THE
EXPANSION� PROGRAMMES� WHICH� ARE� REDUCING� THESE� CONSTRAINTS� ON
WORLDWIDE�GROWTH�IN�TRAFFIC�AND�REVENUES�

/F� COURSE�� THERE� ARE�MANY�WAYS� IN� WHICH� THE� CAPITAL� INVESTMENTS
REQUIRED� BY� SUCH� PROGRAMMES� CAN� BE� FINANCED�� )N� THE� CASE� OF
OPERATORS� WHICH� ARE� PRIVATELY� OWNED� OR� BEING� PRIVATISED�� THESE
INCLUDE� FOREIGN� DIRECT� EQUITY� INVESTMENT�� LOCAL� EQUITY� INVESTMENT�
PROJECT� FINANCE� �FOR� EXAMPLE�� "UILD
/PERATE
4RANSFER� SCHEMES� OR
LEVERAGED� LEASES	��AND�BORROWING��"UT�THE� FEASIBILITY�OF�ALL�OF� THESE
IN� TURN� DEPENDS� ON� THE� OPERATOR S� PROFITABILITY�� WHICH� IN� MANY
DEVELOPING�COUNTRIES� IS�CLOSELY� LINKED�TO�THE�FLOW�OF�NET�SETTLEMENT
PAYMENTS�

,ATER�IN�THIS�SUMMARY��IN�3ECTION���UNDER�THE�HEADING� (ANDLING�THE
4RANSITION��)SSUES�OF�0OLICY�AND�'OVERNANCE 	�WE�DISCUSS�HOW�PUBLIC
POLICY�MAKERS�AND�REGULATORS�IN�DEVELOPING�AND�DEVELOPED�COUNTRIES
CAN� ASSESS� THE� SIGNIFICANCE� OF� SETTLEMENT� FLOWS� IN� RELATION� TO� THE
NEED�TO�FINANCE�SUCH�CAPITAL�PROGRAMMES��JUDGE�THE�LIKELY�IMPACT�OF
SETTLEMENT� REFORM� AND� OTHER�� MARKET
DRIVEN�� CHANGES� IN� INTERNA

TIONAL�ECONOMIC�RELATIONSHIPS�IN�TELECOMMUNICATIONS��AND�SELECT�THE
COURSE� OF� ACTION� THAT� BEST� SERVES� THE� NATIONAL� INTERESTS� THEY� ARE
MANDATED�TO�SAFEGUARD�

3HORTCOMINGS�OF�THE�4RADITIONAL�!RRANGEMENTS

4HE� SHORTCOMINGS� OF� THE� TRADITIONAL� ARRANGEMENTS� HAVE� BECOME
MORE�APPARENT�WITH�THE�PASSAGE�OF�TIME��AS�THE�TELECOMMUNICATIONS
MARKETPLACE�HAS�BECOME�MORE�COMPETITIVE�AND�MORE�OPEN�TO�ENTRY
AND�TO�NEW�MODES�OF�OPERATION��)N�PARTICULAR�

• 4HE�STRUCTURE�OF�THESE�ARRANGEMENTS�TENDS�TO�LIMIT�THE�DEGREE�OF
EFFECTIVE�COMPETITION�ON�A�ROUTE��5SING�THE�SAME�ACCOUNTING�RATE
AND� SETTLEMENT� RATE� FOR� ALL� OPERATORS� ON� A� ROUTE� �SOMETIMES
CALLED� PARALLEL� ACCOUNTING 	� PREVENTS� OPERATORS� COMPETING� ON
PRICE� TO� ATTRACT� TERMINATING� TRAFFIC�� 0ROPORTIONATE� RETURN
REQUIREMENTS�OBVIOUSLY�ALSO�HAVE�THIS�EFFECT��0ROPORTIONATE�RETURN
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PUTS� ADDITIONAL� TRAFFIC� AND� REVENUE� IN� THE� HANDS� OF� ESTABLISHED
OPERATORS� WITH� LARGE� OUTGOING� TRAFFIC� FLOWS�� AND� DISADVANTAGES
NEW�COMPETITIVE�ENTRANTS�WHICH�MIGHT�OTHERWISE�HAVE�BEEN�ABLE
TO� BID� TO� CARRY� THE� TERMINATING� TRAFFIC�� 4HUS� THE� TRADITIONAL
STRUCTURE� IS� NOT� VERY� CONSISTENT�WITH� AN� OVERALL� POLICY� FAVOURING
COMPETITION�

• 3INCE� SETTLEMENT� RATES� ARE� INTENDED� �ACCORDING� TO� )45
4
2ECOMMENDATION�$���	� TO�BE�COST
BASED31��AND�SINCE� TELECOMS
OPERATORS � COSTS�PER�MINUTE�OF� TRAFFIC� ARE�MUCH�HIGHER� IN� SOME
COUNTRIES��ESPECIALLY�DEVELOPING�COUNTRIES	�THAN�OTHERS��USING�THE
SAME� ACCOUNTING� RATE� FOR� BOTH� DIRECTIONS� OF� TRAFFIC� SEEMS
INAPPROPRIATE��!N� ASYMMETRIC �SYSTEM�WITH�DIFFERENT�PER
MINUTE
RATES�OF�PAYMENT�BETWEEN�OPERATORS�IN�THE�TWO�DIRECTIONS�WOULD
CORRESPOND�MORE�CLOSELY�TO�THE�ECONOMIC�REALITIES�

• 4ODAY S�SETTLEMENT�RATES��FOR�CALLS�TO�A�PARTICULAR�COUNTRY�CAN�VARY
BY�A�RATIO�OF�����OR�MORE��SOMETIMES�MUCH�MORE	�DEPENDING�ON
WHAT� COUNTRY� THE� TRAFFIC� CAME� FROM�� 4HIS� SEEMS� ILLOGICAL�
3ETTLEMENT� RATES� ARE� INTENDED� TO� BE� COST� BASED�� AND� YET� THE
CHARGE� FOR� TERMINATING� AN� INTERNATIONAL� CALL� IN� A� PARTICULAR
COUNTRY� IS� LARGELY� INDEPENDENT�OF�WHAT�OTHER�COUNTRY� THE�CALL� IS
COMING� FROM�� 4HE� STRUCTURE� OF� SETTLEMENT� RATES� SHOULD� REFLECT
THIS32�� 4HIS� LOGIC� HAS� GIVEN� RISE� TO� A� PROPOSAL� FOR� UNIFORM
TERMINATION� CHARGES � FOR� EACH� COUNTRY�� REGARDLESS� OF� THE
COUNTRY�OF�ORIGIN�OF�THE�TRAFFIC�� THIS�APPROACH�WAS��FOR�EXAMPLE�
ADVOCATED� BY� THE� !USTRALIAN� DELEGATION� TO� THE� RECENT� 74/
TELECOMMUNICATIONS� NEGOTIATIONS�� !S� OPPORTUNITIES� GROW� FOR
OPERATORS� TO� RE
ROUTE� TRAFFIC� AROUND� THE�WORLD� IN� SEARCH� OF� THE
CHEAPEST� ALTERNATIVE� ROUTING�� SOME� SUCH� LEVELLING� OF� SETTLEMENT
RATES� IS� INESCAPABLE�� 4ECHNOLOGICAL� CHANGE� AND� RELAXATION� OF

???????????????
��� 3UCH� A� SYSTEM� ALREADY� APPLIES� IN� THE� %UROPE�-EDITERRANEAN
�4%52%-	�REGION��IN�ACCORDANCE�WITH�)45
4�2ECOMMENDATION�$���2�
��� 3TRICTLY��THIS�IS�THE�ONLY�WAY�FOR�DIRECT�ROUTES�BETWEEN�THE�COUNTRIES
CONCERNED��7HERE�TRANSIT�ARRANGEMENTS�ARE�USED��THE�COSTS�INCURRED�BY�THE
TRANSIT� OPERATOR�� AND� THE� TRANSIT� SETTLEMENTS� MAY� VARY� FOR� THE� SAME
DESTINATION� COUNTRY�� DEPENDING� ON� THE� COUNTRY� WHERE� THE� TRAFFIC
ORIGINATED�
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REGULATORY�BARRIERS�IS�INCREASING�SUCH�RE
ROUTING�OPPORTUNITIES�VERY
RAPIDLY��)F�LEVELLING�OF�SETTLEMENT�RATES�DOES�NOT�OCCUR��THE�ROUTES
WHERE� HIGHER� SETTLEMENT� RATES� APPLY�WILL� SIMPLY� BE� BYPASSED�� A
PHENOMENON� AKIN� TO� ARBITRAGE � IN� FINANCIAL� MARKETS�� -ARKET
FORCES� WILL� ENSURE� AN� OUTCOME� NOT� FAR� FROM� THE� !USTRALIAN
PROPOSAL�� THOUGH� NOT� NECESSARILY� IN� THE� SPECIFIC� FORM� THAT� WAS
PROPOSED�

• 7HILE� ACCOUNTING� RATES� AND� HENCE� SETTLEMENTS� HAVE� FALLEN
SIGNIFICANTLY��FOR�EXAMPLE��SETTLEMENT�RATES�FOR�TRAFFIC�TO�AND�FROM
THE�53�FELL�FROM�A�WEIGHTED�AVERAGE�OF������CENTS�PER�MINUTE�IN
�����TO������CENTS�IN������AND����CENTS�IN�!UGUST�����33	��IT�IS
WIDELY�ACCEPTED�THAT�THIS�FALL�WAS�INSUFFICIENT�TO�BRING�THEM�INTO
LINE�WITH�THE�TRUE�COSTS�OF�TERMINATING�INTERNATIONAL�CALLS34��OR�TO
REFLECT� THE� LARGE� COST� REDUCTIONS� ARISING� FROM� TECHNOLOGICAL
CHANGE�AND�ECONOMIES�OF� SCALE��4HE� )NFORMAL�'ROUP�OF�%XPERTS
CONVENED�BY�THE�)45 S�3ECRETARY�'ENERAL�TO�ADVISE�ON�THE�REFORM
OF� THE� SETTLEMENT� SYSTEM�NOTED� IN� ITS� REPORT�OF�!PRIL� ����� THAT
STUDIES� CARRIED�OUT�BY� THE� )45�3ECRETARIAT� SUGGESTED� THAT� IN�ALL
BUT� A� FEW� CASES�� SETTLEMENT� RATES� SHOULD� BE� PRICED� BELOW
���CENTS�PER�MINUTE 35�

• 4HE� STRUCTURE� OF� THE� TRADITIONAL� SETTLEMENT� ARRANGEMENTS�
COMBINED� WITH� THE� HIGH� LEVEL� OF� SETTLEMENT� RATES�� CREATES
ECONOMICALLY� INEFFICIENT� INCENTIVES� FOR� TELECOMS� OPERATORS�� 4HIS
STRUCTURE�

LIMITS� �THOUGH� BY� NO� MEANS� ELIMINATES	� THE� INCENTIVE� FOR
OPERATORS� THAT� ARE� NET� PAYERS� OF� SETTLEMENTS� TO� REDUCE
END
USER�PRICES� �COLLECTION� CHARGES	� SINCE� THE� SETTLEMENT� RATE

???????????????
��� &##�ESTIMATES�
��� 4HERE� IS� GREAT� DIFFICULTY� IN� DECIDING� WHAT� INDICATOR� IS� MOST
APPROPRIATE� TO� MEASURE� COSTS� �AS� DISCUSSED� IN� #HAPTER� ��	�� BUT� THIS
STATEMENT� IS� LIKELY� TO�PROVE� TRUE�ON�MOST� INTERNATIONAL� ROUTES�� FOR�ALMOST
ANY�REASONABLE�COST
ANALYSIS�CONCEPT�
��� )45� 2EPORT� OF� THE� )NFORMAL� %XPERT� 'ROUP� ON� )NTERNATIONAL
4ELECOMMUNICATIONS�3ETTLEMENTS ��'ENEVA��!PRIL������

�HTTP���WWW�ITU�INT�INTSET�EXPERT�ISSUESP��HTML�
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IS� AN� UNCONTROLLABLE� COST� REPRESENTING� A� SUBSTANTIAL
PERCENTAGE�OF�THE�COLLECTION�CHARGE36�

RESTRICTS�THE� INCENTIVE�FOR�OPERATORS�THAT�ARE�NET�RECIPIENTS�OF
SETTLEMENTS� TO� REDUCE� THEIR� COLLECTION� RATES� AND� GENERALLY
PROMOTE�THE�GROWTH�OF�OUTGOING�CALLS�THROUGH�MARKETING�AND
SERVICE� IMPROVEMENTS� �SINCE� DOING� SO� WOULD� INCREASE� THEIR
OUTGOING� TRAFFIC� RELATIVE� TO� INCOMING� TRAFFIC��AND� THUS� REDUCE
THEIR�NET�SETTLEMENT�RECEIPTS	�

• #ONSEQUENTLY�� THE� TRADITIONAL� SETTLEMENT� ARRANGEMENTS� IMPEDE
THE� GROWTH� OF� INTERNATIONAL� TRAFFIC�� THOUGH� TRAFFIC� GROWTH� HAS
NEVERTHELESS�BEEN�VERY�RAPID�

4HE� INCENTIVE� STRUCTURE� INHERENT� IN� THE� TRADITIONAL� SYSTEM�� TO� SOME
DEGREE� INHIBITING�THE�GROWTH�OF�OUTGOING� INTERNATIONAL� TRAFFIC� FROM
OPERATORS� THAT� ARE� NET� RECIPIENTS� OF� SETTLEMENTS�� IS� ONE� �BUT� ONLY
ONE	� CAUSE� OF� THE� LARGE� AND� FAST
GROWING� FLOWS� OF� NET� SETTLEMENT
PAYMENTS�PAID�BY�OPERATORS�IN�SOME�INDUSTRIALISED�COUNTRIES�

4HE� 5NITED� 3TATES� AND� 'ERMANY� HAVE� BY� FAR� THE� LARGEST� NET
OUT
PAYMENTS� OF� SETTLEMENTS�� AS� THE� TOP� �� � SUMMARY� IN
%XHIBIT�%3��� SHOWS�� )N� ����� NET� PAYMENTS� FROM� THE� 53� WERE
53�����BILLION��%STIMATED�NET�PAYMENTS�FROM�'ERMANY�IN�������THE
MOST�RECENT�YEAR�FOR�WHICH�EXTENSIVE�DATA�ARE�AVAILABLE�FOR�COUNTRIES
OTHER�THAN�THE�53	�WERE�53�����BILLION��NO�OTHER�NET�PAYER�COUNTRY
PAID� MORE� THAN� 53����� MILLION� IN� THAT� YEAR�� 7HILE� SETTLEMENT
PAYMENTS� CONTRIBUTE� TO� THE� ABILITY� OF� TELECOMS� OPERATORS� IN
DEVELOPING� COUNTRIES� TO� FINANCE� THEIR� NETWORK� EXPANSION�� THE
OPERATORS� PAYING� THE� SETTLEMENT� PAYMENTS� GENERALLY� ARGUE� THAT
THESE� PAYMENTS� ARE� FAR� LARGER� THAN� WHAT� CAN� BE� ECONOMICALLY
JUSTIFIED��4HIS�IS��OF�COURSE��AT�THE�HEART�OF�THE�CURRENT�CONTROVERSIES
ABOUT� THE� INTERNATIONAL� PAYMENTS� SYSTEM�� "UT� ARE� THE� LARGE
OUT
PAYMENTS�FOR�SETTLEMENTS��WHICH�ARE�ESTIMATED�AS�53�����BILLION

???????????????
��� 4HE�HIGHER�THE�SETTLEMENT�RATE��THE�LARGER�THE�PERCENTAGE�REDUCTION
OF�PROFIT�CAUSED�BY�A����REDUCTION�IN�THE�COLLECTION�RATE���4HIS�REDUCTION�OF
PROFIT�IS�PARTIALLY�OFFSET�BY�THE�FACT�THAT�SUCH�A�PRICE�CUT�GENERATES��THROUGH
PROPORTIONATE�RETURN��ADDITIONAL�RETURN�TRAFFIC�FOR�THE�OPERATOR�THAT�HAS�CUT
ITS�PRICE�	
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IN������ IN� THE� CASE�OF� THE�5NITED�3TATES	37� DEMONSTRABLY� INAPPRO

PRIATE�AND�HARMFUL��BASED�ON�SOME�SUFFICIENTLY�OBJECTIVE�CRITERIA�

)T� IS� IMPORTANT� TO� REMEMBER� THAT� THE� SIZE� OF� THE� SETTLEMENT
PAYMENTS�DEPENDS�ON�THE�SIZE�OF�THE�TRAFFIC�IMBALANCE�AS�WELL�AS�THE
SETTLEMENT� RATE�� )F� OUTGOING� AND� INCOMING� TRAFFIC� WERE� ROUGHLY� IN
BALANCE��THE�LEVEL�OF�THE�SETTLEMENT�RATE�WOULD�BE�MUCH�LESS�OF�AN
ISSUE�� 4HE� TRAFFIC� IMBALANCES� PARTLY� EXIST� FOR� FUNDAMENTAL� REASONS
BEYOND� THE� CONTROL� OF� TELECOMS� OPERATORS� AND� REGULATORS�� FOR
EXAMPLE�� HIGH� PER� CAPITA� INCOMES� IN� ADVANCED� INDUSTRIALISED
COUNTRIES�� HABITS� OF� TELEPHONE� USAGE� IN� THOSE� COUNTRIES�� AND� THE
EXISTENCE�OF�LARGE�OVERSEAS�EMIGRANT�COMMUNITIES�

4HE�SIZE�AND�GROWTH�OF�TRAFFIC�IMBALANCES�ALSO�REFLECTS�OTHER�FACTORS
THAT� ARE�� TO� A� DEGREE�� CONTROLLABLE�� 4RAFFIC� IMBALANCES� HAVE� GROWN
BECAUSE�COMPETITION�HAS�REDUCED�COLLECTION�RATES�IN�COUNTRIES�WITH�A
COMPETITIVE� TELECOMS� MARKET�� DESPITE� THE� CONSTRAINING� EFFECT� OF
SETTLEMENT� PAYMENTS� ON� REDUCTIONS� IN� END
USER� PRICES�� 4HEY� HAVE
ALSO�GROWN�BECAUSE�OF�THE�PHENOMENON�KNOWN�AS� TURNAROUND �
#OUNTRY� $IRECT � SERVICES� SUCH� AS� "4 S� 5+� $IRECT � OR� !4�4� 53!
$IRECT � REPRESENT� ONE� IMPORTANT� FORM�OF� TURNAROUND�� )F� A� CALLER� IN
#OUNTRY� "� CALLS� #OUNTRY� !� BY� MEANS� OF� COUNTRY� DIRECT � SERVICES
USING� A� TELEPHONE� CREDIT� CARD�CALLING� CARD�� THE� CALL� IS� BILLED� TO� THE
CUSTOMER� IN� #OUNTRY� !�� NOT� #OUNTRY� "�� 4HE� CALL� IS� COUNTED� FOR
SETTLEMENT�PURPOSES�AS�A�CALL� FROM�!�TO�"��NOT�FROM�"�TO�!38��4HE
SAME� HAPPENS� FOR� A� CALL� FROM� #OUNTRY� "� TO� #OUNTRY� !� USING� A
CALLBACK�OPERATOR�IN�#OUNTRY�!��4HE�USE�OF� COUNTRY�DIRECT �SERVICE�
CALLING� CARD� SERVICES� OR� CALLBACK� IN� EFFECT� INCREASES� THE� MEASURED
TRAFFIC� IMBALANCE� THAT� IS� THE� STARTING� POINT� FOR� CALCULATING� THE
SETTLEMENT�PAYMENTS�

???????????????
��� 0RELIMINARY� ESTIMATE� BY� )NDUSTRY� !NALYSIS� $IVISION�� &##� #OMMON
#ARRIER�"UREAU�AS�AT�*ANUARY������
��� 3INCE�THE�OPERATOR� IN�#OUNTRY�!�HAS�RECEIVED�THE�CALLER S�PAYMENT�
AND�IS�REQUIRED�BY�THE�SETTLEMENT�ARRANGEMENTS�TO�SETTLE�WITH�THE�OPERATOR
IN�#OUNTRY�"�
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4HE� OVERALL� EFFECT� OF� THE� DIFFERENT� FORMS� OF� TURNAROUND�� TAKEN
TOGETHER�� CAN� BE� SIZEABLE�� )N� THE� 5NITED� 3TATES�� THE� RATIO� OF
OUTGOING� TO� INCOMING� INTERNATIONAL� MINUTES� ROSE� FROM� ������� IN
����� TO�������� IN�����39�� )N�(ONG�+ONG��WHICH�HAS�BEEN�ON� THE
OPPOSITE�END�OF�THIS�PROCESS��THE�RATIO�OF�CALLS�INCOMING�FROM�THE�53
�WHERE� A� GREAT� DEAL� OF� TURNAROUND� ACTIVITY� IS� BASED	� TO� CALLS
OUTGOING�TO�THE�53�WAS�������IN�������"Y�������THIS�HAD�INCREASED
TO� ����� AND� BY� THE� END� OF� ����� IT� WAS� ���40�� 3INCE� THE� PERIOD
����
��� IS� EXACTLY� THE� PERIOD� DURING� WHICH� CALLBACK� ACTIVITY�� AND
TURNAROUND�IN�GENERAL��BURGEONED�ON�THIS�ROUTE�� IT� IS�REASONABLE�TO
ASSUME�THAT�THE�VERY�LARGE�GROWTH�IN�THE�TRAFFIC�IMBALANCE�IS�MAINLY
DUE�TO�CALLBACK�SERVICES�AND�OTHER�FORMS�OF�TURNAROUND��&OR�CALLBACK
OPERATORS�� THE� INCENTIVE� AND� OPPORTUNITY� TO� CREATE� THIS� SITUATION
AROSE� FROM� DIFFERENCES� IN� END
USER� PRICES� � COLLECTION� RATES 	
BETWEEN� THE� TWO� LOCATIONS�� &OR� CONVENTIONAL� TELECOMS� OPERATORS�
THE�INCENTIVE�TO�PURSUE�VARIOUS�FORMS�OF�TURNAROUND�WAS�REINFORCED
BY�THE�PROPORTIONATE�RETURN�RULE�WHICH��AT�THE�INSISTENCE�OF�THE�&##�
APPLIES�TO�THE�53
(ONG�+ONG�ROUTE�

3UCH� EFFECTS�� WITH� TURNAROUND� LEADING� TO� INCREASED� TRAFFIC
IMBALANCES�� ARE� PARTICULARLY� PRONOUNCED� FOR� TRAFFIC� BETWEEN
DEVELOPED�AND�DEVELOPING� COUNTRIES�� )T�WOULD�PLAINLY�BE�WRONG� TO
ASSUME� THAT� THE� TRAFFIC� IMBALANCES� THAT� RESULT� IN� THE� LARGE� AND
CONTROVERSIAL� OUTFLOWS� OF� SETTLEMENT� PAYMENTS� FROM� SOME
INDUSTRIALISED� COUNTRIES� ARE� CAUSED� SOLELY� BY� THE� STRUCTURAL� DEFECTS
AND� INAPPROPRIATE� INCENTIVES� BUILT� INTO� THE� TRADITIONAL� SETTLEMENT
SYSTEM��-UCH�OF�THE� IMBALANCE� IS� THE� RESULT�OF�NORMAL�COMPETITIVE
MARKET� ACTIVITY�� INCLUDING� THE� CREATION� OF� SERVICE� INNOVATIONS� LIKE
COUNTRY�DIRECT �SERVICES��THE�SCALE�OF�TURNAROUND�ACTIVITY�IS�OF�COURSE
MOTIVATED� TO� A� SIZEABLE� EXTENT� BY� CUSTOMERS � DESIRE� TO� AVOID� THE
HIGH�END
USER�PRICES�� COLLECTION�RATES 	�IN�MONOPOLY�COUNTRIES�

???????????????
��� $ERIVED�BY�!4�4�FROM�&##�������)NTERNATIONAL�4RAFFIC�2EPORTS�AND
&##� 4RENDS� 2EPORT� � #ANADA� ����� �!4�4� 3UPPLEMENTAL� #OMMENTS� IN
##�$OCKET�.O�����
�����0HASE�))��&EBRUARY���TH������	�
��� 0UN
,EE� ,AM�� %ROSION� OF� -ONOPOLY� 0OWER� BY� #ALLBACK�� ,ESSONS
FROM� (ONG� +ONG �� 4ELECOMMUNICATIONS� 0OLICY� ��
��� /CTOBER� �����
PP�����
����
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4HE�MERE�FACT�THAT�INNOVATIONS�SUCH�AS�THOSE�JUST�DESCRIBED�INCREASE
TRAFFIC� IMBALANCES� DOES� NOT� MEAN� THEY� ARE� UNDESIRABLE�� IN� FACT�
TRAFFIC�IMBALANCES�AND�RESULTING�FLOWS�OF�SETTLEMENT�PAYMENTS�WOULD
NOT� BE� �OR� CERTAINLY� SHOULD� NOT� BE	� AN� ISSUE� IF� THE� LEVEL� OF� THE
SETTLEMENT� RATE� REPRESENTED� A� FAIR� MARKET� PRICE� FOR� THE� SERVICE� OF
COMPLETING�ONE�MINUTE�OF�INTERNATIONAL�CALLING�

!�6ERDICT�ON�THE�4RADITIONAL�!RRANGEMENTS
AND�THE�#ASE�FOR�#HANGE

(OW� SHOULD� THE�MERITS� AND� DEMERITS� OF� THE� TRADITIONAL� SETTLEMENT
SYSTEM��BE� JUDGED�OVERALL��!NY�SUCH�OVERALL� VERDICT �MUST�ANSWER
FOUR�QUESTIONS�

• !RE� THE� ECONOMICALLY� INEFFICIENT� INCENTIVES� BUILT� INTO� THE
TRADITIONAL�ARRANGEMENTS�SUFFICIENTLY�HARMFUL� TO� JUSTIFY�MAKING� IT
A�GOAL�OF�PUBLIC�POLICY�TO�ABOLISH�THOSE�ARRANGEMENTS�

• 1UITE� APART� FROM� THE� PUBLIC� INTEREST� POINT� OF� VIEW� TAKEN� BY
GOVERNMENTS�� LEGISLATORS� AND� REGULATORS�� IS� THE� STRUCTURE� OF� THE
TRADITIONAL� ARRANGEMENTS� IN� ANY� CASE� SUSTAINABLE� IN� THE� NEW�
INCREASINGLY�COMPETITIVE�ENVIRONMENT�

• )S� THE� LEVEL� OF� SETTLEMENT� RATES� IN� THE� TRADITIONAL� SYSTEM�� AS
DISTINCT� FROM� THE� STRUCTURE� OF� THE� SYSTEM�� ACCEPTABLE� FROM� A
PUBLIC�POLICY�POINT�OF�VIEW�

• )S� THE� LEVEL� OF� SETTLEMENT� RATES� SUSTAINABLE� IN� THE� INCREASINGLY
COMPETITIVE�ENVIRONMENT�

4HIS� SECTION� DISCUSSES� THESE� QUESTIONS� IN� TURN�� GIVING� THE� AUTHOR S
PERSONAL�VIEW�

1UESTION�������)NAPPROPRIATE�)NCENTIVES�
$O�THEY�7ARRANT�!BOLITION�OF�THE�4RADITIONAL�!RRANGEMENTS�

4HIS�REPORT S�ANSWER�IS� NO ��4HE�ADVERSE�INCENTIVES� INVOLVED� IN�THE
TRADITIONAL� ARRANGEMENTS�� SUCH� AS� DISCOURAGING� THE� GROWTH� OF
OUTGOING�TRAFFIC�FROM�COUNTRIES�THAT�ARE�NET�RECIPIENTS�OF�SETTLEMENT
PAYMENTS�� ARE� ONLY� ECONOMICALLY� SIGNIFICANT� IF� THE� SETTLEMENT� RATES
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ARE�ABOVE� COST
JUSTIFIED� LEVELS��"UT�WHILE� SETTLEMENT� RATES� ARE�HIGH�
GOVERNMENTS�AND�REGULATORS�EVEN�IN�COUNTRIES�THAT�ARE�NET�RECIPIENTS
OF� SETTLEMENT� PAYMENTS� SHOULD� BE� CONCERNED� ABOUT� SUCH
DISINCENTIVES��4HE�WAY�THE�TRADITIONAL�SYSTEM�CONSTRAINS�THE�GROWTH
OF� OUTGOING� TRAFFIC� IS� BAD� FOR� THE� NATIONAL� ECONOMIES� OF� THESE
COUNTRIES�� %NTERPRISES� IN� THESE� COUNTRIES� SHOULD� ENJOY� THE� SAME
OPPORTUNITIES� TO� USE� THE� PUBLIC� TELECOMMUNICATIONS� SYSTEM� TO
EXPLORE�AND�PURSUE�THEIR�ECONOMIC�OPPORTUNITIES�IN�OTHER�COUNTRIES�
)F� NOT�� THE�BALANCE�OF� INTERNATIONAL� COMPETITIVE� ADVANTAGE� IS� TILTED
AGAINST� TELECOMMUNICATIONS� USERS� IN� THE� COUNTRIES� THAT� ARE� NET
RECIPIENTS�OF�SETTLEMENTS��USUALLY�DEVELOPING�COUNTRIES	��AND�NOT�THE
OTHER�WAY�

4HE�SOLUTION�IS�TO�REDUCE�THE�SETTLEMENT�RATES�AND�NOT�NECESSARILY�TO
ABANDON�THE�ENTIRE�STRUCTURE�OF�THE�TRADITIONAL�ARRANGEMENTS�

3HOULD� GOVERNMENTS� AND� REGULATION� ALSO� ALLOW� ALTERNATIVE� MODES
OF� OPERATION � SUCH� AS� LEASED� LINE� �PRIVATE� LINE	� RESALE� OR
FOREIGN
OPERATOR�0O0S�� SELF
TERMINATION 	�TO�GROW�UP�ALONGSIDE�THE
TRADITIONAL�ARRANGEMENTS��OR�PERHAPS�EVEN�DIRECT� TRAFFIC�AWAY� FROM
THE�TRADITIONAL�ARRANGEMENTS41��'OVERNMENTS�OF�COUNTRIES� THAT�ARE
NET�RECIPIENTS�OF�SETTLEMENTS�MAY�BE�RELUCTANT�TO�ALLOW�THIS��FOR�FEAR
OF� REDUCING� THE� SETTLEMENT� PAYMENTS� FLOWING� IN�� )RONICALLY�� THE
&EDERAL�#OMMUNICATIONS�#OMMISSION��&##	�IN�THE�5NITED�3TATES�HAS
ALSO�SHOWN�ITSELF�RELUCTANT�TO�ALLOW�THIS��EXCEPT�WHERE�THE�MARKET�IN
THE� CORRESPONDENT� COUNTRY� IS� FULLY� COMPETITIVE� AND� OPEN� TO
COMPETITIVE�ENTRY�BY�OPERATORS�FROM�THE�53��IN�OTHER�WORDS��WHERE
WHAT�WE�CALL�A�3INGLE�-ARKET�OPERATES�

'OVERNMENTS� OR� REGULATORS� IN� OTHER� NET
PAYER� COUNTRIES�� HOWEVER�
HAVE�NOT�TAKEN�THIS�VIEW��IN�.EW�:EALAND��3WEDEN�AND�THE�5+�USE
OF� THE� NEW� MODES� OF� OPERATION � SUCH� AS� LEASED
LINE� RESALE� OR
FOREIGN
OPERATOR� 0O0S� IS� GENERALLY� PERMITTED� REGARDLESS� OF� THE

???????????????
��� !LLOWING� LEASED
LINE� RESALE� �ALSO� CALLED� PRIVATE
LINE� RESALE� OR
)NTERNATIONAL� 3IMPLE� 2ESALE	� IS� ONLY� EFFECTIVE� IF� OPERATORS� ARE� ALLOWED� TO
INTERCONNECT�THEIR�LEASED�LINES�TO�THE�034.�AT�BOTH�ENDS�AND�PAY�FOR�THEIR
034.� USE� AT� EITHER� DOMESTIC� END
USER� PRICES� OR� DOMESTIC� INTERCONNECT
RATES�
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CORRESPONDENT�COUNTRY�INVOLVED��4HIS�POLICY�REFLECTS�THE�VIEW��SHARED
BY� THE� AUTHOR� OF� THIS� REPORT�� THAT� THERE� IS�MORE� TO� GAIN� FROM� THE
BENEFITS� OF� INCREASED� COMPETITION� �INCLUDING� THE� VERY� EFFECTIVE
PRESSURE� FOR� REDUCED� SETTLEMENT� RATES� THAT� WILL� ARISE� WHEN
ALTERNATIVE� MODES� OF� OPERATION� THAT� DO� NOT� INVOLVE� PAYING
SETTLEMENT� RATES� BECOME� AVAILABLE	� THAN� THERE� IS� TO� LOSE� FROM� THE
RATHER� THEORETICAL� RISK� THAT� A� MONOPOLY� CORRESPONDENT� IN� ANOTHER
COUNTRY� WILL� ABUSE� THIS� LIBERALISATION� TO� GAIN� ADDITIONAL� BARGAINING
POWER�AND�PROFITS42�

1UESTION������)S�THE�3TRUCTURE�OF�THE�4RADITIONAL�!RRANGEMENTS
3USTAINABLE�

2EGARDLESS�OF�WHAT�GOVERNMENTS�OR�REGULATORS�DECIDE��IS�THE�PRESENT
STRUCTURE�OF� THE� TRADITIONAL�ARRANGEMENTS�SUSTAINABLE��4HIS� REPORT S
ANSWER�IS� YES��BUT�ONLY�WITH�SIGNIFICANT�MODIFICATION ��4HE�REASONS
ARE�

• !�COMMERCIAL�ANALYSIS�COMPARING�A�TRADITIONAL�TYPE�OF�SETTLEMENT
ARRANGEMENT�BASED�ON�VARIOUS�ALTERNATIVES�SHOWS�THAT��IN�A�WIDE
VARIETY�OF�SITUATIONS��THE�TRADITIONAL�ARRANGEMENT�CAN�CONTINUE�TO
BE� AN� ATTRACTIVE� MODE� OF� OPERATION � FOR� BOTH� THE� OPERATORS
MAKING�UP�A� RELATION ��PROVIDED�THAT�THE�COST�PER�MINUTE�TO�THE
OPERATOR� THAT� IS� THE� NET� PAYER� IS� COMPARABLE� TO� THE� EQUIVALENT
COST� UNDER� THE� ALTERNATIVE� NEW� MODES� OF� OPERATION � SUCH� AS
LEASED
LINE�RESALE�OR�FOREIGN
OPERATOR�0O0S�THAT�HAVE�BECOME��OR
ARE�BECOMING��AVAILABLE��4HE�DEGREE�OF�SUSTAINABILITY�DEPENDS�ON
THE�LEVEL�OF�SETTLEMENT�RATES��NOT�ON�THE�STRUCTURE�ITSELF�

• .EVERTHELESS��CERTAIN�MODIFICATIONS�ARE�ESSENTIAL�FOR�SUSTAINABILITY�

DIFFERENCES� IN� SETTLEMENT� RATES� IN� THE� SAME� COUNTRY� FOR
DIFFERENT� CORRESPONDENT� COUNTRIES� WILL� HAVE� TO� BE� GREATLY
REDUCED�OR�EVEN�ELIMINATED��OTHERWISE�REFILE�AND�ARBITRAGE�WILL
SIMPLY� DIVERT� ALL� THE� TRAFFIC� TO� WHERE� THE� SETTLEMENT� RATE� IS

???????????????
��� 7E� REVIEW� CURRENT� &##� POLICY� ON� THIS� SUBJECT� IN� 3ECTION� �� OF� THIS
3UMMARY��AND�DISCUSS�THE�ISSUES�INVOLVED�MORE�FULLY�IN�#HAPTER����OF�THE
MAIN�REPORT�
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LOWEST�� !NOMALIES� GIVE� RISE� TO� LARGE� ARBITRAGE� OPPORTUNITIES
FOR�OPERATORS�OTHER�THAN�THE� TRADITIONAL�OPERATORS� TO�CAPTURE
PART�OF�THE�VALUE�OF�THE�TRAFFIC�BY�RE
ROUTING�IT�

AS� A� FULLY� COMPETITIVE� ENVIRONMENT� APPROACHES�� IT� MAY
BECOME� IMPOSSIBLE� TO�MAINTAIN� A� SYMMETRICAL� SYSTEM�WHERE
THE�SAME�ACCOUNTING�RATE�APPLIES�TO�BOTH�DIRECTIONS�OF�TRAFFIC�
4HE� SETTLEMENT� SYSTEM� MUST� PROVIDE� FOR� LOWER� CHARGES� FOR
TERMINATING�CALLS�IN�LOW
COST�COUNTRIES��THIS�IS�ALREADY�PROVIDED
FOR� WITHIN� THE� TRADITIONAL� ARRANGEMENTS� IN� THE� CASE� OF� THE
%UROPE�-EDITERRANEAN� REGION�� UNDER� THE� TERMS� OF� )45
4
2ECOMMENDATION�$���2	�

/VERALL��REFORM�OF�THE�STRUCTURE�OF�THE�SETTLEMENT�SYSTEM�IS�A�QUITE
DISTINCT�QUESTION�FROM�THE� LEVEL�OF�THE�SETTLEMENT�RATES��)F�THE�RATES
COME� DOWN� SUFFICIENTLY�� THERE� IS� NO� LOGICAL� REASON�WHY� THE� BROAD
STRUCTURE� OF� THE� EXISTING� SETTLEMENT� SYSTEM� �THAT� IS�� CORRESPONDENT
RELATIONS�IN�WHICH�OPERATORS�EXCHANGE�TRAFFIC�AND�A�NET�SETTLEMENT�IS
PAID	�SHOULD�NOT�REMAIN�IN�BEING��PROVIDED�THAT�NECESSARY�STRUCTURAL
CHANGES� ALSO� TAKE� PLACE�� SUCH� AS� THE� REDUCTION� OR� ELIMINATION� OF
UNEQUAL� SETTLEMENT� RATES� TO� THE� SAME� COUNTRY�� AND� THE� USE� OF
ASYMMETRIC� SETTLEMENT� RATES� WHERE� THE� COSTS� OF� TERMINATION� �OR
ORIGINATION	�OF� CALLS� ARE� SUBSTANTIALLY� DIFFERENT� IN� THE� TWO� COUNTRIES
CONCERNED�� )N� THIS� SCENARIO�� A� MODIFIED� FORM� OF� THE� TRADITIONAL
ARRANGEMENT� CONTINUES� IN� USE� AS� ONE�MODE�OF� OPERATION�USED� FOR
INTERNATIONAL� TRAFFIC�� COEXISTING� WITH� THE� VARIOUS� NEW� MODES� OF
OPERATION �

!LL�THE�COMPLEXITIES�OF�THE�ISSUE�THEREFORE�REDUCE�ULTIMATELY�TO�THREE
SIMPLE� QUESTIONS�� WHEN� IS� A� SETTLEMENT� RATE� TOO� HIGH �� AND
ACCORDING�TO�WHAT�CRITERIA��7HO�DECIDES�THAT��!ND�HOW�

1UESTION������)S�THE�,EVEL�OF�3ETTLEMENT�2ATES�!CCEPTABLE�

4HE�RELATIVELY�SLOW�RATE�OF�REDUCTION�OF�SETTLEMENT�RATES��CONTRASTED
WITH� THE� RAPID� RATE�OF� REDUCTION� IN�NETWORK� COSTS� FOR� INTERNATIONAL
LINKS��HAS�LED�TO�A�WIDESPREAD� COMMON�SENSE �VIEW�THAT�SETTLEMENT
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RATES� ARE� NOW� TOO� HIGH�� $ESPITE� THE� FACT� THAT� THE� COST� OF
INTERNATIONAL� TRANSMISSION� LINKS� REPRESENTS� ONLY� A� SMALL� PART� OF� THE
TOTAL�COST�OF�AN�INTERNATIONAL�CALL43�44��AND�THEREFORE�THE�STRICT� LOGIC
OF� THIS� COMPARISON� IS� FLAWED�� MOST� INDEPENDENT� SPECIALISTS� IN� THIS
FIELD��INCLUDING�THIS�AUTHOR	�WOULD�STILL�SUPPORT�THE� COMMON�SENSE
CONCLUSION�

"UT� HOW�� MORE� OBJECTIVELY� AND� ANALYTICALLY�� SHOULD� LEVELS� OF
SETTLEMENT�RATES�BE�JUDGED��4HIS�IS�BY�NO�MEANS�OBVIOUS��IT�IS�NOT�AT
ALL� SELF
EVIDENTLY� VALID�� FOR� EXAMPLE�� TO� USE� THE� TEXT
BOOK
MICROECONOMIC� CRITERIA� OFTEN� EMPLOYED� TO� ARGUE� THAT� SETTLEMENT
RATES� SHOULD� EQUAL� SOME�MEASURES� OF� A� CORRESPONDENT� OPERATOR S
,ONG� 2UN� )NCREMENTAL� #OSTS�� AS� THE� &##� DID� IN� THE� .OTICE� OF
0ROPOSED�2ULEMAKING��.02-	�FOR�ITS�)NTERNATIONAL�3ETTLEMENT�2ATES
0ROCEEDING�IN�$ECEMBER�����45�

)T� IS�NOT� REALISTIC� TO�EXPECT�A�HIGH�DEGREE�OF� CONSENSUS�ABOUT� THIS�
.OT� ONLY� ARE� THERE� OBVIOUS� DIVERGENCES� OF� VIEW� BETWEEN
GOVERNMENTS�� REGULATORS� AND� OPERATORS� IN� DIFFERENT� COUNTRIES
�ESPECIALLY� AS� BETWEEN� NET
PAYER� COUNTRIES� AND� NET� RECIPIENT
COUNTRIES	��%VEN�IN�THEORY��IT�IS�PROBLEMATIC�TO�ASCERTAIN�EXACTLY�WHAT
THE� CORRECT �LEVEL�IS��4HERE�ARE�GOOD�REASONS��DISCUSSED�IN�DETAIL�IN
#HAPTER���OF�THE�MAIN�REPORT	�TO�VIEW�SCEPTICALLY�EVEN�THE�PRINCIPLE
OF� PRESCRIPTIONS� SUCH� AS� THE� &## S� PROPOSAL� FOR� SETTLEMENT� RATES
BASED�ON�4OTAL�3ERVICE�,ONG�2UN�)NCREMENTAL�#OST��43,2)#	��DERIVED
FROM�MICROECONOMIC�THEORY��LET�ALONE�THE�FEASIBILITY�OF�APPLYING�SUCH
PRESCRIPTIONS�IN�PRACTICE�

???????????????
��� &OR� EXAMPLE�� FOR� THE� "RAZIL
!RGENTINA� ROUTE�� INTERNATIONAL
TRANSMISSION�REPRESENTED�ONLY�����OF�THE�TOTAL�4ARIFFED�#OMPONENT�0RICE
ACCORDING� TO� THE� &## S� BENCHMARK � METHODOLOGY� �3OURCE�� 2EPORT� AND
/RDER� )N� THE� -ATTER� OF� )NTERNATIONAL� 3ETTLEMENT� 2ATES � IN� )"� $OCKET
.O����
�����RELEASED�!UGUST���TH��������!PPENDIX�$	�
��� %XCEPT� FOR� CERTAIN� COUNTRIES� �NOTABLY� LANDLOCKED� DEVELOPING
COUNTRIES	�FOR�WHICH�TRANSIT�COSTS�ARE�VERY�HIGH�
��� .02-�IN�)"�$OCKET�.O����
�����$ECEMBER���TH�������
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4HIS�AUTHOR S�CONCLUSIONS�ARE�AS�FOLLOWS�

• %VEN� FROM� THE� POINT� OF� VIEW� OF� ECONOMIC� THEORY�� A� PURE
INCREMENTAL�COST�APPROACH��AS�IN�THE�&## S�ASSERTION�IN�THE�.02-
THAT� REDUCING� SETTLEMENT� RATES� TO� AN� INCREMENTAL� COST� LEVEL���
WOULD� MAXIMISE� CONSUMER� WELFARE 	� IS� NOT� WARRANTED�� )NDEED�
THE�&##� ITSELF�PARTIALLY� RECOGNISED� THIS� IN� ITS� VERY�NEXT� SENTENCE�
WHERE� IT� ADDED� THAT�� )N� ADDITION�� WE� BELIEVE� THAT� IT� MAY� BE
APPROPRIATE� FOR� INTERNATIONAL� SERVICES� TO� PROVIDE� A� REASONABLE
CONTRIBUTION�TO�THE�COMMON�COSTS�OF�FOREIGN�CARRIERS 46�

• )N�THE�AUTHOR S�VIEW�� IT�NOT�ONLY�MAY�BE��BUT� IS��APPROPRIATE�FOR
SETTLEMENT� RATES� TO� PROVIDE� A� CONTRIBUTION� TO� THE� JOINT� AND
COMMON� COSTS� INCURRED� BY� AN� OPERATOR� TO� ENABLE� ITS� WHOLE
NETWORK� AND� BUSINESS� TO� FUNCTION�� $OMESTIC� INTERCONNECT
CHARGES�ALREADY�DO�JUST�THIS��IN�THE�5NITED�3TATES�AND�ELSEWHERE�

• 3IMILARLY�� SINCE� GOVERNMENTS� AND� REGULATORS� TYPICALLY� IMPOSE
5NIVERSAL� 3ERVICE� /BLIGATIONS� �53/S	� ON� OPERATORS�� IT� IS� EQUALLY
APPROPRIATE�THAT�THE�INTERNATIONAL�SETTLEMENT�RATE�SHOULD�INCLUDE
A� CONTRIBUTION� TO� THE� COST� OF�MEETING� THESE� OBLIGATIONS�� AGAIN�
THIS� IS� DONE� IN� THE� 5NITED� 3TATES� AND� MANY� OTHER� COUNTRIES� IN
SETTING�DOMESTIC�INTERCONNECT�CHARGES���)T�IS�WELL�KNOWN��THOUGH�
THAT� 53/S� CAN� BE� AN� EXCUSE� FOR� THE� COSTS� OF� MONOPOLY
INEFFICIENCIES�� AND� THAT� IN� MANY� AREAS� RURAL� SERVICES�� OPERATED
EFFICIENTLY�� CAN�BE�PROFITABLE� AND� THEREFORE� INCUR� NO�53/� COSTS�
ANY� 53/� CONTRIBUTION� SHOULD� THEREFORE� BE� SET� AT� REASONABLE �
ECONOMICALLY� JUSTIFIED� LEVELS�� !GREEING� WHAT� THESE� ARE� WILL
OBVIOUSLY�NOT�BE�EASY��BUT�WILL�BE�NECESSARY	�

• 4HERE� IS� NO� REASON�WHY� THE� CONTRIBUTION� TO� JOINT� AND� COMMON
COSTS�AND�53/�COSTS� FROM� INTERNATIONAL� SETTLEMENTS��PER�MINUTE
OR�AS�A�PERCENTAGE�OF�THE�TOTAL�PAYMENT��SHOULD�BE�THE�SAME�AS
IT�IS�FOR�DOMESTIC�CALLS��&OR�ROUTES�ENTIRELY�WITHIN�A�3INGLE�-ARKET
�AS�DEFINED�EARLIER	�HOWEVER��THE�PER
MINUTE�CONTRIBUTION�CANNOT
BE� HIGHER� FOR� INTERNATIONAL� CALLS� THAN� IT� IS� FOR� DOMESTIC
LONG
DISTANCE� CALLS�� SINCE� BOTH� TYPES� OF� CALLS� CAN� USE� THE� SAME
INTERCONNECT�ARRANGEMENTS�

???????????????
��� &##��.02-�IN�)"�$OCKET�.O����
�����OP��CIT�
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4HE�BEST�THAT�CAN�BE�HOPED�FOR� IN�PRACTICE� IS�A�SERIES�OF�PRAGMATIC
NEGOTIATIONS�IN�WHICH�THE�PARTIES�INVOLVED�EVENTUALLY�FIND�THEMSELVES
ABLE�TO�AGREE�ON�

�A	 BROADLY� WHAT� ELEMENTS� CAN� LEGITIMATELY� BE� INCLUDED� IN� A
SETTLEMENT�RATE�

�B	 WHAT�RANGE�OF�NUMERICAL�VALUES�CAN�BE�ARRIVED�AT�FOR�THESE
ELEMENTS�� UNDER� A� WIDE� VARIETY� OF� DIFFERENT� BUT� LOGICALLY
DEFENSIBLE�COST
RELATED�DOCTRINES�

�C	 IN�ANY�CASE��WHAT�LEVEL�OF�SETTLEMENT�RATES�IS�SUSTAINABLE�IN
PRACTICE�� GIVEN� THE� REALITY� THAT� THE� TRADITIONAL� SETTLEMENT
SYSTEM� IS� INCREASINGLY� SUBJECT� TO� COMPETITIVE� PRESSURES�� )F
THE�SETTLEMENT�RATE� IS� TOO�HIGH � IN�THAT�SENSE��TRAFFIC�WILL
INCREASINGLY� JUST� BYPASS� IT� USING� ONE� OF� THE� MANY� NEW
MODES�OF�OPERATION �DISCUSSED� IN� THE�NEXT� SECTION�OF� THIS
SUMMARY47��-OST�NET�RECIPIENTS�OF�SETTLEMENTS�WILL�WANT�TO
RETAIN� THE� EXISTING� SYSTEM�� SUFFICIENTLY� REFORMED� TO� KEEP
THE� NET� PAYERS� IN� THE� SYSTEM� AND� THUS� TO� ACHIEVE
SUSTAINABILITY�IN�THE�FACE�OF�THE�EMERGENCE�OF�NEW�MODES
OF�OPERATION�

4HE�GRADUAL�LEAKAGE�OF�TRAFFIC�OUT�OF�THE�TRADITIONAL�PAYMENT�SYSTEM
IS� STEADILY� COMPRESSING� THE� RANGE� OF� SETTLEMENT� RATES� THAT� WILL� BE
SUSTAINABLE� IN� THE� LONGER� TERM� �SAY� BEYOND� �� YEARS	�� )T� SHOULD
THEREFORE�BE�POSSIBLE�TO�GET�AGREEMENT�ON�THIS�PRAGMATIC�BASIS�THAT
THE�GREAT�MAJORITY�OF�TODAY S�SETTLEMENT�RATES�ARE�INDEED� TOO�HIGH �
AND�TO�SECURE�FASTER�REDUCTIONS�THAN�HAVE�OCCURRED�IN�RECENT�YEARS�

???????????????
��� )F�UNIFORM�TERMINATION�CHARGES�ARE�ADOPTED�AS�PART�OF�A�REFORM�OF
THE�TRADITIONAL�SYSTEM��AND� IT�SEEMS� LIKELY��BASED�ON�RECENT�DISCUSSIONS� IN
)45
4�3TUDY�'ROUP����THAT�GOVERNMENTS��REGULATORS�AND�OPERATORS�IN�MANY
COUNTRIES� WILL� ADOPT� THIS� ALTERNATIVE	�� THIS� WILL� REMOVE� SOME� OF� THIS
PRESSURE�� SINCE� REFILE�AND�HUBBING�WILL�NOW� REMOVE� � LESS� TRAFFIC� FROM� THE
TRADITIONAL� SYSTEMS��(OWEVER��UNLESS�OPERATORS�USING� THE� NEW�MODES�OF
OPERATION � ARE� ALSO� REQUIRED� TO� PAY� THE� TERMINATION� CHARGE� RATHER� THAN
DOMESTIC� INTERCONNECT� OR� END
USER� PRICES� �WHICH� MIGHT� OCCUR� IN� SOME
COUNTRIES	�� THE� NEW�MODES �WILL�CONTINUE�TO�EXERT�PRESSURE�TO� LOWER�THE
TERMINATION�CHARGE�TO�COST
BASED�LEVELS�
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4HIS� ALSO� SEEMED� TO� BE� THE� VIEW� OF� THE� )45� 3ECRETARY� 'ENERAL S
)NFORMAL�%XPERT�'ROUP 48�WHEN�IT�REPORTED�IN�!PRIL�THIS�YEAR�

1UESTION� �����)S� 4HE� ,EVEL� AND� 3TRUCTURE� OF� 3ETTLEMENT� 2ATES
3USTAINABLE�

.O�� #LEARLY�� AT� TODAY S� LEVELS� OF� SETTLEMENT� RATES�� WHEN� OPERATORS
THAT� ARE� NET� PAYERS� OF� SETTLEMENTS� FIND� THE� OPPORTUNITY� TO� CARRY
TRAFFIC�OUTSIDE�THE�TRADITIONAL�ARRANGEMENTS��THEY�TAKE�IT��/F�COURSE�
THIS� DOES� NOT� MEAN� THAT� THE� MORE� ESTABLISHED� OPERATORS� ARE
ABANDONING� THE� TRADITIONAL� SYSTEM� WHOLESALE�� BECAUSE� THEY� MUST
THINK� AT� LEAST� TWICE� BEFORE� DISTURBING� THE� EXISTING� CORRESPONDENT
RELATIONSHIPS� UPON�WHICH� SO�MUCH� LONG
ESTABLISHED� BUSINESS� RELIES�
"UT� NEWER� PLAYERS� HAVE� FEWER� SUCH� CONCERNS�� %VEN� MANY� OF� THE
TRADITIONAL� PLAYERS� USE� TOOLS� SUCH� AS� REFILE�� OR� AGREEMENTS� TO
TERMINATE� ONE
WAY� TRAFFIC� WITHOUT� A� LINKAGE� TO� RETURN� TRAFFIC�� FAR
MORE�OFTEN�THAN�IS�GENERALLY�SUPPOSED�

#ONSEQUENTLY�� TRAFFIC� IS� INCREASINGLY� FLOWING� OUTSIDE� THE� TRADITIONAL
ARRANGEMENTS�AS�A�JOINT�RESULT�OF�THE�HIGH�SETTLEMENT�RATES�AND�THE
EVOLUTION�TOWARDS�A�NEW�INDUSTRY�STRUCTURE�IN�WHICH�OPERATORS�HAVE
MANY� NEW�MODES� OF� OPERATION � AVAILABLE� TO� THEM�� FOR� EXAMPLE�
EXTENDING� THEIR� OWN� NETWORKS� INTO� OTHER� COUNTRIES� AND
INTERCONNECTING�TO�THE�LOCAL�INCUMBENT�OPERATOR S�NETWORK�THERE�

4HUS� THERE� IS� LITTLE�PRACTICAL�DOUBT� THAT� TODAY S� LEVELS�OF� SETTLEMENT
RATES� ARE� NOT� SUSTAINABLE��7HERE� THERE� IS� A�MONOPOLY� OPERATOR� AT
ONE� END� OF� A� RELATION �� AND� NEW�MODES� OF� OPERATION � SUCH� AS
LEASED
LINE� RESALE�ARE�NOT�ALLOWED�AT� THAT�END�� THESE�HIGH� LEVELS�OF
SETTLEMENT�RATES�MIGHT�IN�THEORY�BE�MAINTAINED�FOR�SOME�YEARS��BUT
EVEN�IN�THIS�CASE��THE�ARRANGEMENT�WILL�COME�UNDER�PRESSURE�

• 2EFILE� AND�HUBBING�WILL� DIRECT� TRAFFIC� TO� THOSE� ROUTES�WHERE� THE
SETTLEMENT�RATE�IS�LOWEST�

• )F� �AS�USUAL	�COLLECTION�RATES�AS�WELL�AS�SETTLEMENT�RATES�ARE�HIGH
IN� THE� MONOPOLY� COUNTRY�� CALLBACK� AND� OTHER� FORMS� OF
TURNAROUND � WILL� TEND� TO� INFLATE� THE� TRAFFIC� IMBALANCE� TO� THE

???????????????
��� 4HEIR�REPORT�AND�RECOMMENDATIONS�ARE�DISCUSSED�IN�#HAPTER���
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POINT�WHERE�TOGETHER�WITH�THE�HIGH�SETTLEMENT�RATES��IT�RAISES�THE
FLOW� OF� SETTLEMENT� PAYMENTS� TO� SUCH� A� HIGH� LEVEL� THAT� THE
OPERATORS� �AND�POSSIBLY� THE� REGULATOR	� IN� THE� NET� PAYER� COUNTRY
APPLY�VERY�STRONG�PRESSURES�FOR�CHANGE�

-AJOR� TELECOMMUNICATIONS� USERS� MAY� ALSO� PRESS� FOR� CHANGE�
INCREASINGLY� MAKING� UNFAVOURABLE� COMPARISONS� BETWEEN� PRICES
AND� OTHER� CONDITIONS� FOR� TELECOMMUNICATIONS� TO� THE� COUNTRY
CONCERNED��COMPARED�TO�OTHER�COUNTRIES�

)T� FOLLOWS� THAT� SUBSTANTIAL� REDUCTIONS� IN� SETTLEMENT� RATES� ARE
INESCAPABLE� AND� THAT� THE� STRUCTURE� OF� SETTLEMENT� RATES�MUST�MOVE
TOWARDS�A�UNIFORM�CHARGE�� TERMINATION�CHARGE 	�FOR�EACH�COUNTRY�
RATHER�THAN�DIFFERING�SETTLEMENT�RATES�DEPENDING�ON�THE�COUNTRY�OF
ORIGIN�OF�THE�CALL��4HIS�WILL�BE�THE�CASE�EVEN�IN�MOST�OF�THE�COUNTRIES
WHERE�A�TELECOMS�MONOPOLY�STILL�PREVAILS�

�� 02%3352%3�&/2�#(!.'%�
4(%�#(!,,%.'%�4/�4(%�42!$)4)/.!,�3934%-

)N�THE�PREVIOUS�SECTION�WE�DISCUSSED�THE�CASE�FOR�CHANGE�BASED�ON
FUNDAMENTAL�CONSIDERATIONS�ABOUT�THE�DESIRABILITY�AND�SUSTAINABILITY
OF� INTERNATIONAL�PAYMENT�ARRANGEMENTS�� )N� THIS� SECTION��WE�DISCUSS
THE�FORCES�WHICH�ARE�LIKELY�TO�CHALLENGE�THE�TRADITIONAL�SYSTEM�

4HE�TRADITIONAL�SETTLEMENT�SYSTEM�AND�THE�CURRENT�LEVEL�OF�SETTLEMENT
RATES�ARE�UNDER�CHALLENGE�FROM�FIVE�DISTINCT�DIRECTIONS�

• 4HE�EMERGENCE�OF� NEW�MODES�OF�OPERATION � IN�WHICH�BOTH
THE� OPERATIONAL� ARRANGEMENTS� AND� THE� PAYMENT� ARRANGEMENTS
DIFFER� FROM� THE� TRADITIONAL� CORRESPONDENT� RELATIONSHIP� AND
SETTLEMENT�PAYMENTS�

• #OMMERCIAL� PRESSURES� FROM� NET� PAYERS� OF� SETTLEMENTS�
!CCOUNTING�RATES�SETTLEMENT�RATES�ARE�NEGOTIATED�BETWEEN�PAIRS
OF�CORRESPONDENTS��AND�NET�PAYERS�ARE�BECOMING�MORE�AND�MORE
RELUCTANT� TO� PAY� ACCORDING� TO� TODAY S� �AND� POTENTIALLY
TOMORROW S	�SCALE�OF�SETTLEMENT�PAYMENTS�
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• 0RESSURE� FROM� REGULATORS� IN� NET� PAYER� COUNTRIES�� 3OME
REGULATORS�� NOTABLY� THE� &##�� HAVE� ALIGNED� THEMSELVES� WITH� THE
OPERATORS�BASED� IN� THEIR� COUNTRIES�WHO�ARE�NET�PAYERS�� AND�ARE
PRESSING� FOR� THE� REDUCTION� OF� SETTLEMENT� RATES�� )NTERESTINGLY�
HOWEVER��REGULATORS�IN�SEVERAL�OTHER�COUNTRIES�THAT�ARE�NET�PAYERS
OF� SETTLEMENTS� �NOTABLY� IN� 'ERMANY�� WITH� ESTIMATED� NET
SETTLEMENT�OUT
PAYMENTS�OF�53�����MILLION�IN�������AND�THE�5+�
WHERE� ����� OUT
PAYMENTS� WERE� ESTIMATED� AT� 53����� MILLION	
HAVE�CHOSEN�NOT�TO�DO�SO�

• 4HE� RETHINKING�OF� INTERNATIONAL� SETTLEMENT� PRACTICES� THAT� IS
TAKING� PLACE� MULTILATERALLY� THROUGH� THE� )45� AND� OTHER
INTERNATIONAL�FORUMS�SUCH�AS�THE�/%#$�

• 4HE� 74/� "ASIC� 4ELECOMS� !GREEMENT� IN� THE� CASE� OF� THE
���'ROUP�!�AND�'ROUP�"� COUNTRIES��WHOSE�74/� COMMITMENTS
ARE� IN� CONFLICT� WITH� THE� TRADITIONAL� SETTLEMENT� SYSTEM� AS� IT� IS
OPERATED�TODAY��THOUGH�NOT�NECESSARILY�WITH�A�REFORMED�VERSION�
AS�OUTLINED�IN�3ECTION���OF�THIS�SUMMARY	�

#OMMERCIAL�.EGOTIATIONS

#OMMERCIAL�NEGOTIATIONS�STILL�REPRESENT�THE�MAIN�AVENUE�FOR�REFORM
IN� THE� STRUCTURE� OF� THE� SETTLEMENT� SYSTEM�� .OTWITHSTANDING� THE
FRUSTRATIONS� OFTEN� EXPRESSED� IN� NET� PAYER� COUNTRIES�� SUCH
NEGOTIATIONS� �ASSISTED� IN� THE� CASE� OF� THE� 53� BY� PRESSURE� FROM� THE
&##�AS� REGULATOR	� HAVE�PRODUCED� SIZEABLE� REDUCTIONS� IN� SETTLEMENT
RATES��!CCORDING�TO�!4�4�THESE� NEGOTIATIONS�RESULTED�IN�A�REDUCTION
OF�����IN�THE�AVERAGE�ACCOUNTING�RATE�PAID�BY�!4�4�FROM������TO
����49��4HESE�NUMBERS�ARE�CONTROVERSIAL��&##�ESTIMATES�SHOW�LARGER

???????????????
��� #OMMENTS� OF� !4�4� #ORP�� )N� THE� -ATTER� OF� )NTERNATIONAL
3ETTLEMENT�2ATES ��&ILE�.O��)"���
�����&EBRUARY��TH�������
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INCREASES�� 4HE� &##� HAS� ESTABLISHED� ITS� ESTIMATE�� SHOWING� A� ���
DECREASE� IN�THE�WEIGHTED
AVERAGE�SETTLEMENT�RATE�FOR�53�OPERATORS
FROM������TO�������AND�A�����DECREASE�FROM������TO�����50�

(OWEVER�� THESE� REDUCTIONS� CERTAINLY� STILL� LEAVE� SETTLEMENT� RATES� IN
MOST�CASES�WELL�ABOVE�ANY� LEVEL� THAT� IS� LIKELY� TO�HAVE�A� REASONABLE
COST� JUSTIFICATION�� AND� FOR� SOME� RELATIONS � THERE� HAS� BEEN� LITTLE
CHANGE�

3OME�MAJOR�OPERATORS��ESPECIALLY�!4�4��-#)�AND�OTHERS� IN�THE�53�
FRUSTRATED�WITH� THIS� SITUATION�� HAVE� BEEN� INCREASINGLY� FORCEFUL� �AND
SUCCESSFUL	�IN�URGING�THEIR�REGULATOR��THE�&##��TO�INTERVENE�

0RESSURE�FROM�2EGULATORS�IN�.ET�0AYER�#OUNTRIES

)NCREASINGLY��AS�TELECOMMUNICATIONS�OPERATORS�IN�THOSE�INDUSTRIALISED
COUNTRIES� THAT� ARE� NET� PAYERS� OF� SETTLEMENTS� HAVE� BECOME
CONCERNED� BY� THE� CONTINUING� RAPID� GROWTH� LARGE� SCALE� AND� OF
SETTLEMENT� PAYMENTS�� THEY� HAVE� PRESSED� REGULATORS� IN� THOSE
COUNTRIES� TO� BECOME� MORE� ACTIVE� IN� PURSUING� REFORM� OF� THE
SETTLEMENT�SYSTEMS��3UCH�REGULATORY�ACTIVISM�HAS�INCLUDED�

��	 2EQUIRING� DISCLOSURE� OF� ACCOUNTING� RATES� �WHICH� WERE
TRADITIONALLY�KEPT�CONFIDENTIAL	��4HIS�HAS�BEEN�DONE�IN�THE�53�
THE� 5+� AND� .EW� :EALAND�� AND� HAS� HELPED� HIGHLIGHT
EXCEPTIONALLY�HIGH�SETTLEMENT�RATES�AND�INCREASED�THE�PRESSURE
TO�CHANGE�THEM�

��	 )N�SOME�COUNTRIES��NOTABLY�THE�53	��REGULATORS�HAVE�SOUGHT�TO
PROTECT� OPERATORS� IN� A� COMPETITIVE� MARKET� AGAINST� EXCESSIVE
BARGAINING� POWER� AT� THE� MONOPOLY� END� OF� A� RELATION � BY
IMPOSING� A� MANDATORY� REQUIREMENT� ON� THE� OPERATORS� THEY
REGULATE�TO�ESTABLISH�PROPORTIONATE�RETURN�ARRANGEMENTS�WITH

???????????????
�� &##�.OTICE�OF�0ROPOSED�2ULEMAKING��)N�THE�-ATTER�OF�)NTERNATIONAL
3ETTLEMENT�2ATES�� )"�$OCKET�.O����
����� RELEASED�$ECEMBER���TH�� �����
&##�2EPORT�AND�/RDER��)N�THE�-ATTER�OF�)NTERNATIONAL�3ETTLEMENT�2ATES�IN
)"�$OCKET�.O����
�����RELEASED�!UGUST���TH�������
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THEIR� CORRESPONDENTS� IN�MONOPOLY� COUNTRIES�� 4HE� &##� IN� THE
53�DOES�THIS�THROUGH�ITS�)NTERNATIONAL�3ETTLEMENT�0OLICY��)30	�
(OWEVER�� IN� !USTRALIA�� .EW� :EALAND� AND� 3WEDEN� �AMONG
OTHER� COUNTRIES	� THE� REGULATORY� RULES� DO� NOT� REQUIRE
PROPORTIONATE� RETURN�� /FTEL� IN� THE� 5+� ONLY� HAS� A
NON
MANDATORY�POLICY�STATEMENT�ON�PROPORTIONATE�RETURN��4HE
&##� �BUT�NOT�/FTEL51	�ALSO� REQUIRES�UNIFORM�ACCOUNTING� RATES
FOR�ALL�OPERATORS�TO�THE�SAME�CORRESPONDENT�COUNTRY��A�POLICY
SOMETIMES� REFERRED� TO� AS� PARALLEL� ACCOUNTING 	�� 0OLICIES
REQUIRING�PROPORTIONATE� RETURN�AND�UNIFORM�SETTLEMENT� RATES�
WHICH�ARGUABLY�COULD�BE�A�SAFEGUARD�AGAINST�ANTI
COMPETITIVE
BEHAVIOUR�BY�MONOPOLY�CORRESPONDENTS��ALSO�HAVE� THEIR�OWN
ANTI
COMPETITIVE� EFFECTS�� 4HEY� RAISE� BARRIERS� TO� ENTRY� AND
FAVOUR�INCUMBENT�OPERATORS52�

��	 #ONTROLLING�PRACTICES�THOUGHT�TO�CONTRIBUTE�TO�EXCESSIVE�FLOWS
OF� SETTLEMENT� PAYMENTS�� )F� THERE� IS� A� COMPETITIVE�MARKET� AT
ONE�END�OF�A� RELATION �� #OUNTRY�! 	��AND�A�MONOPOLY�AT�THE
OTHER�� #OUNTRY�" 	�THIS�MAY�MAINLY�RESULT� IN�THE�DIVERSION�OF
TRAFFIC�FROM�"�TO�!�OUT�OF�THE�TRADITIONAL�SETTLEMENT�SYSTEMS�TO
THE� NEW� MODES� OF� OPERATION �� )F� THIS� HAPPENED�� IT� WOULD

???????????????
�� 4HERE� IS� NO� REQUIREMENT� ON� OPERATORS� TO� MAINTAIN� A� SYSTEM� OF
PARALLEL� ACCOUNTING �� 4HIS� STATEMENT� �IN� /FTEL S� TERMINOLOGY	� MEANS� THAT
OPERATORS�NEED�NOT�MAINTAIN�THE�SAME�ACCOUNTING�RATE�AS�OTHERS�OPERATING
ON� THE� SAME� ROUTE�� )NTERNATIONAL� FACILITIES� LICENCES�� GUIDELINES� ON� WELL

ESTABLISHED� INTERNATIONAL� OPERATOR� DETERMINATIONS� AND� ARRANGEMENTS� FOR
ACCOUNTING� IN� RESPECT� OF� INTERNATIONAL� CONVEYANCE� SERVICES �� /FTEL�� *ULY
�����
��� -ANY�EXPERT�OBSERVERS�QUESTION�WHETHER�PROPORTIONATE�RETURN�AND
UNIFORM� ACCOUNTING� RATES� ARE�� ON� BALANCE�� BENEFICIAL� TO� COMPETITION� BY
BLOCKING� ANTI
COMPETITIVE� BEHAVIOUR�� SINCE� THESE� RESTRICTIVE� POLICIES
THEMSELVES�PREVENT��IN�THE�CASE�OF�UNIFORM�RATES	�OR�INHIBIT��IN�THE�CASE�OF
PROPORTIONATE� RETURN	� PRICE� COMPETITION� IN� THE� RATES� OFFERED� FOR
TERMINATING�INTERNATIONAL�CALLS��THEREBY�PROTECTING�INCUMBENT�OPERATORS�
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FURTHER� INCREASE� THE� FLOW� OF� SETTLEMENT� PAYMENTS� IN� " S
FAVOUR53�54� TO� THE�ADVANTAGE�OF� THE�MONOPOLY� IN�#OUNTRY�"�
5NTIL� RECENTLY�� THE� 5+� GOVERNMENT�� FOR� THIS� REASON� ALLOWED
INTERNATIONAL� TRAFFIC� TO�BE�CARRIED�VIA� THE� RESALE�OF� LEASED
LINE
CAPACITY�� )NTERNATIONAL�3IMPLE�2ESALE �OR�)32	�ONLY�TO�OR�FROM
COUNTRIES� THAT� ALLOWED� )32� OPERATIONS� BY� 5+� OPERATORS�� 4HE
5+� GOVERNMENT�� THOUGH�� RETAINED� REGULATORY� POWERS� TO
INTERVENE� SUBSEQUENTLY� IF� ANTI
COMPETITIVE� BEHAVIOUR� OCCURS�
4HE� &##� IN� THE� 5NITED� 3TATES� OPERATED� A� SIMILAR� RECIPROCITY
POLICY� �RECENTLY� MODIFIED�� AS� WE� EXPLAIN� BELOW	� UNDER� THE
NAME� OF� THE� EQUIVALENT� COMPETITIVE� OPPORTUNITIES � TEST�� OR
%#/� TEST �� 4HE� &##�� HOWEVER�� HAS� ABOLISHED� THE� %#/� TEST�
ABANDONED� ITS� OWN� RESTRICTIONS� AND� HAS� IMPOSED� NEW
RESTRICTIONS��DISCUSSED�LATER�IN�THIS�SUMMARY��WHICH�ON�BALANCE
TIGHTEN�ITS�RESTRICTIONS�ON�LEASED
LINE�RESALE�

��	 3ETTING�INDICATIVE�TARGETS�FOR�REDUCTION�OF�ACCOUNTING�RATES�

��	 -AKING�THESE�TARGETS�� BENCHMARKS 	�MANDATORY�

4ODAY� THERE� IS�ONLY�ONE�COUNTRY� �THE�53	�WHERE� THE� REGULATOR�� THE
&##��MAINTAINS� INTERVENTIONIST�POLICIES�OF� THE� LAST� THREE� TYPES� LISTED
ABOVE�� 7HAT� SEEMS� TO� BE� EMERGING� IS� A� STRIKING� DIVERGENCE� OF
PHILOSOPHIES�BETWEEN�THE�&##�ON� THE�ONE�HAND��AND� REGULATORS� IN
OTHER�COUNTRIES�WITH�COMPETITIVE� TELECOMMUNICATIONS�ENVIRONMENTS
�SUCH� AS� !USTRALIA� OR� THE� 5+	� ON� THE� OTHER�� 4HE� 5+� GOVERNMENT
ABOLISHED� ITS� )32� RESTRICTIONS� IN� *UNE� ������ WELL� BEFORE� THE� ����
74/�AGREEMENT��WHICH��WHEN�IT�COMES�INTO�FORCE��WILL�LIMIT�NATIONAL

???????????????
��� 4HE�FLOW�IS�USUALLY�IN�" S�FAVOUR�BECAUSE�THE�OPERATOR�IN�#OUNTRY�"�
AS�A� �MONOPOLY��USUALLY�HAS� SUBSTANTIALLY�HIGHER� COLLECTION� RATES� THAN� THE
VARIOUS�COMPETING�OPERATORS�IN�#OUNTRY�!�
��� 4HERE�IS�ALSO�A�MORE�ELABORATE��AND�IN�THIS�AUTHOR S�VIEW��SOMEWHAT
IMPLAUSIBLE	� VIEW� THAT� THE� OPERATOR� IN� #OUNTRY� "�MAY� USE� ABOVE
NORMAL
PROFITS� IN�#OUNTRY�"� THAT� RESULT� FROM� THIS� SITUATION� TO�UNFAIRLY� SUBSIDISE� A
COMPETITIVE� ENTRY� IN� #OUNTRY� "� EARNING� BELOW
NORMAL� RETURNS� OR� EVEN
MAKING�LOSSES��0ROPONENTS�OF�THIS�VIEW��SEE�#HAPTER�����3ECTION�����	�DO
NOT� REVEAL� WHY� THE� OPERATOR� IN� #OUNTRY� "� IS� EXPECTED� TO� SQUANDER� ITS
PROFITS�IN�THIS�PARTICULAR�WAY�
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GOVERNMENTS �ABILITY�TO�MAINTAIN�SUCH�RESTRICTIONS	��)N�ABANDONING�ITS
RESTRICTIONS�� THE� 5+� GOVERNMENT� IN� EFFECT� TOOK� THE� POSITION� THAT
GAINS�FROM�AN�UNCONDITIONALLY�OPEN�COMPETITIVE�MARKET��EXPANDING
THE�TOTAL� SIZE�OF�THE�PIE 	�OUTWEIGHED�THE�THEORETICAL�RISK�THAT�SUCH
RADICAL� DEREGULATION� MIGHT� GIVE� TOO� MUCH� BARGAINING� POWER� IN
INTERNATIONAL� TELECOMMUNICATIONS� TO�MONOPOLIES� IN� OTHER� COUNTRIES
�ENABLING�THEM�TO�TAKE�TOO�LARGE�A� SLICE �OF�THE�EXPANDED�PIE	55�

!S�WE�DESCRIBE�BELOW� �AND� IN�MORE�DETAIL� IN�#HAPTER���	� THE� &##
HAS� TENDED� TO� TAKE� THE� CONTRARY� VIEW�� )T� HAS� FOCUSED�ON� ISSUES� OF
BARGAINING�POWER�AND�HENCE�WHO�GETS�WHAT� SLICE�OF� THE�PIE ��4O
THAT� END� IT� HAS�MAINTAINED� STRONG� RESTRICTIONS� ON� THE� USE� OF� NEW
MODES� OF� OPERATION � FOR� INTERNATIONAL� TRAFFIC�� EXCEPT� TO� COUNTRIES
THAT�HAVE�ALREADY�COMPLIED�WITH�THE�&## S�UNILATERAL�DECISIONS�ABOUT
HOW�FAR�SETTLEMENT�RATES�SHOULD�BE�REDUCED�

4HE� &##�� THROUGH� SEVERAL� RELATED� BUT� SEPARATE� REGULATORY
PROCEEDINGS��HAS�MADE�THREE�KEY�DECISIONS�IN�THIS�FIELD�

• )T� HAS� INDICATED� THAT� IT� MAY� WAIVE� ITS� ESTABLISHED� )NTERNATIONAL
3ETTLEMENT�0OLICY��)30	56�WHICH�REQUIRES�UNIFORM�ACCOUNTING�RATES
FOR� ALL� 53� OPERATORS� FOR� ANY� GIVEN� COUNTRY�� AND� PROPORTIONATE
RETURN�� ALLOWING�NEW� SERVICES� AND� NEW�MODES�OF� OPERATION 57

FOR� CONVENTIONAL� INTERNATIONAL� SERVICES� IN� THOSE� CASES� WHERE� IT
BELIEVES�THIS�FAVOURS�THE�OPERATION�OF�A�COMPETITIVE�MARKET58�� )T
SEEMS�CLEAR��HOWEVER�� THAT� THE�&##�DOES�NOT� INTEND� TO�USE� THE

???????????????
��� )N� THIS� CASE�� THE� AGENCY� RESPONSIBLE� IS� THE� $EPARTMENT� OF� 4RADE
�$4)	�� /FTEL� RETAINS� POWERS�� UNDER� CERTAIN� CONDITIONS � IN� THE� LICENCES
GRANTED�TO�5+
LICENSED�OPERATORS��TO�INTERVENE�SUBSEQUENTLY�IF�IT�FINDS�THAT
ANTI
COMPETITIVE�BEHAVIOUR�IS�OCCURRING�
��� 2EGULATION� OF� )NTERNATIONAL� !CCOUNTING� 2ATES�� ##� $OCKET
.O����
����
��� !UTHOR S� TERM�� SEE� DETAILED� EXPLANATION� ON� THE� NEXT� PAGE� OF� THIS
SUMMARY�
��� 2EGULATION� OF� )NTERNATIONAL� !CCOUNTING� 2ATES�� &OURTH� 2EPORT� AND
/RDER��0HASE�))	�����&##�2CD������������	�
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FLEXIBILITY�IT�HAS�GRANTED�ITSELF�THROUGH�THIS�DECISION�IN�THE�SPHERE
OF�BASIC�FIXED�TELEPHONE�SERVICES��EXCEPT�IN�TWO�PARTICULAR�WAYS�

��	 TO� FOLLOW� A� HANDS� OFF � POLICY� TOWARDS� THE� EMERGENCE� OF
)NTERNET�TELEPHONY�

��	 TO� WAIVE� RESTRICTIONS� ON� OTHER� NEW� MODES� OF� OPERATION
SUCH�AS�LEASED
LINE�RESALE�OR�FOREIGN�0O0S��WHICH�REQUIRE�&##
APPROVAL� UNDER� 3ECTION� ���� OF� THE� ����� #OMMUNICATIONS
!CT	� ONLY� UNDER� SPECIFIED� CONDITIONS� LINKED� TO� THE� &## S
POLICY�ON�SETTLEMENT�RATES��AS�DESCRIBED�BELOW�

• )T�HAS�ADOPTED� BENCHMARK �SETTLEMENT�RATES��DEFINED�AS�A�SINGLE
NUMBER�FOR�EACH�OF�FOUR�GROUPS�OF�COUNTRIES�CLASSIFIED�BY�INCOME
LEVEL�� )T� HAS� IN� EFFECT� GIVEN� 53� INTERNATIONAL� OPERATORS� AN
ULTIMATUM�THAT� THEY�MUST� START� APPLYING� THESE�BENCHMARK� RATES
BY�A�STATED�DEADLINE59���4HE�BENCHMARK�RATES�ARE�COMPARED�WITH
CURRENT�SETTLEMENT�RATES�FOR�A�RANGE�OF�COUNTRIES�IN�%XHIBIT�%3���	
3INCE� THE� 53� OPERATORS� HAVE� OPERATING� AGREEMENTS� WITH� THEIR
FOREIGN� CORRESPONDENTS �� THE� DECISION� PUTS� THEM� IN� AN
INTERESTING� POSITION�� TO� COMPLY� WITH� THE� &##� /RDER�� THEY� MUST
RENEGOTIATE�THEIR�SETTLEMENT�RATE�WITH�THE�CORRESPONDENT� IF� THEY
CAN��AND�UNILATERALLY�BREACH�THEIR�AGREEMENT�IF�THEY�CANNOT��,ATER
IN� THIS� SUMMARY� �IN� 3ECTION� �� UNDER� THE� HEADING� 0OSSIBLE
/UTCOMES 	�WE�DISCUSS�WHAT�MIGHT�HAPPEN�IN�PRACTICE�

• )T�HAS�MADE�ITS�CONSENT�TO�THE�USE�OF�SEVERAL�OF�THE� NEW�MODES
OF�OPERATION �UNDER�WHICH�TRAFFIC�IS�CARRIED�OUTSIDE�THE�TRADITIONAL
SETTLEMENT� SYSTEMS� �SPECIFICALLY�� LEASED
LINE� RESALE� AND
FOREIGN
CARRIER�0O0S��SEE�BELOW	�FOR�EACH� RELATION �CONDITIONAL�TO
VARYING�DEGREES�ON�THE�FOREIGN�CORRESPONDENT�CARRIER�COMPLYING
WITH�THE�&##
MANDATED�BENCHMARK�SETTLEMENT�RATE�FOR�THE�TRAFFIC
THAT� DOES� CONTINUE� TO� BE� CARRIED� UNDER� THE� TRADITIONAL

???????????????
��� 2EPORT�AND�/RDER� IN� THE�-ATTER�OF� )NTERNATIONAL�3ETTLEMENT�2ATES�
)"� $OCKET� .O����
����� &##� ��
����� !UGUST� ��TH�� ������ 4HE� DETAILS� ARE
EXPLAINED�IN�#HAPTER����OF�THIS�REPORT�



����

ARRANGEMENTS60�� !T� THE� SAME� TIME� AS� INTRODUCING� THESE� NEW
RESTRICTIONS�� THE� &##� ABOLISHED� OLD� ONES� BASED� ON� A� RECIPROCITY
PRINCIPLE� � %QUAL� #OMPETITIVE� /PPORTUNITIES � OR� %#/� TEST	�� AS
REQUIRED� BY� THE� COMMITMENTS� TO� MARKET� ACCESS� AND� .ATIONAL
4REATMENT� MADE� BY� THE� 53� TO� OTHER� 74/� COUNTRIES� IN� THE
&EBRUARY������74/�AGREEMENT�

4HESE� POLICIES� UNDOUBTEDLY� REPRESENT� STRONG� PRESSURE� FOR� REDUCING
THE� SETTLEMENT� RATES� IN� THE� TRADITIONAL� SETTLEMENT� SYSTEMS�� /N� THE
OTHER� HAND�� THEY� DO� NOT� ATTACK� THE� STRUCTURE� OF� THE� SETTLEMENT
SYSTEMS� PER� SE�� )F� ANYTHING�� THEY� TEND� TO� DO� THE� OPPOSITE�� THEY
RESTRICT�THE�USE�OF�SOME�OF�THE�NEW� MODES�OF�OPERATION �THROUGH
WHICH� TRAFFIC� CAN� BE� CARRIED� OUTSIDE� THE� TRADITIONAL� SETTLEMENT
SYSTEMS�

�THOUGH�NOT��INTERESTINGLY��THE�USE�OF�)NTERNET�TELEPHONY61�

4HESE� &##�DECISIONS� RAISE� SOME�MAJOR� QUESTIONS� ABOUT� THE� PROPER
GOVERNANCE�OF�INTERNATIONAL�ACTIVITIES�THAT�INVOLVE�THE�JURISDICTION�OF
BOTH�THE�&##�AND�.ATIONAL�2EGULATORY�!UTHORITIES�IN�OTHER�COUNTRIES�
WE�DISCUSS�THE�ISSUES� INVOLVED�BELOW�IN�3ECTION���OF�THIS�SUMMARY�
4HE� DECISION� TO� LINK� &##� CONSENT� FOR� THE� USE� OF� NEW� MODES� OF
OPERATION � �WITH� THE� EXCEPTION� OF� )NTERNET� TELEPHONY	� TO� FOREIGN
CORRESPONDENTS � ACCEPTANCE� OF� THE� BENCHMARK� SETTLEMENT� RATES

???????????????
��� /P�� CIT�� PARAS�����
����� 4HE� &##� DECIDED� THAT� IT� WILL� AUTHORISE
CARRIERS�TO�PROVIDE�SWITCHED�SERVICES�OVER����PRIVATE�LINES����ON�THE�CONDITION
THAT�SETTLEMENT�RATES�FOR�AT�LEAST�����OF�THE����TRAFFIC�ON�THE�ROUTE�ARE�AT
OR�BELOW�THE����BENCHMARK ��PARAS�����
���	�
�� )T�IS�INTERESTING�TO�NOTE�THAT�MAKING�APPROVAL�FOR�THE�NEW�MODES�OF
OPERATION� CONDITIONAL� UPON� THE� REDUCTION� OF� THE� SETTLEMENT� RATES� TO
BENCHMARK�LEVELS�GIVES�INCUMBENT�OPERATORS�AN�INCENTIVE�TO�DELAY�ANY�SUCH
REDUCTION�TO�THE�LAST�POSSIBLE�MOMENT��SINCE�THIS�HAS�THE�EFFECT�OF�DELAYING
THE�DATE�WHEN� THE� NEW�MODES� OF� OPERATION� ARE� APPROVED� ON� THE� ROUTE
CONCERNED��AND�HENCE�IMPEDES�THE�ENTRY�OF�COMPETITORS�
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UNILATERALLY�DECLARED�BY�THE�&##�SEEMS�TO�VIOLATE�THE�COMMITMENTS
TO�MARKET�ACCESS�FOR�FOREIGN�OPERATORS�MADE�BY�THE�53�IN�THE�����
74/�TELECOMMUNICATIONS�TRADE�AGREEMENT62�

.EW�-ODES�OF�/PERATION

7E� NOTED� EARLIER� HOW� SERVICE� INNOVATIONS� SUCH� AS� COUNTRY
DIRECT
SERVICE� OR� CALLBACK� RESULT� IN� TURNAROUND �� INCREASING� INTERNATIONAL
TRAFFIC�OUTFLOWS�FROM�COUNTRIES�WHERE�THERE�IS�STRONG�COMPETITION�IN
THE� MARKET� FOR� INTERNATIONAL� TELECOMMUNICATIONS� SERVICES�� 4HESE
PARTICULAR� TYPES� OF� INNOVATIONS� DO� NOT� TAKE� TRAFFIC� OUT� OF� THE
TRADITIONAL�SETTLEMENT�SYSTEMS��THEY�REVERSE�THE�EFFECTIVE�DIRECTION�OF
TRAFFIC� FOR�PURPOSES�OF�CALCULATING�SETTLEMENTS�� IN�SUCH�A�WAY�AS� TO
INCREASE� MEASURED� TRAFFIC� IMBALANCES�� AND� FLOWS� OF� SETTLEMENT
PAYMENTS�� #ONSEQUENTLY�� THEY� ALSO� TEND� TO� INCREASE� THE� PRESSURES
FROM�NET�PAYERS�TO�CURB�THE�GROWTH�OF�SETTLEMENT�PAYMENTS�

!NOTHER� DISTINCT� SET� OF� SERVICE� INNOVATIONS�� WHICH� WE� REFER� TO
GENERICALLY�AS�THE� NEW�MODES�OF�OPERATION ��HAVE�A�QUITE�DIFFERENT
EFFECT�� 4HEY� EITHER� REMOVE� TRAFFIC� FROM� THE� SETTLEMENT� SYSTEMS
ENTIRELY� OR� �AS� IN� THE� CASE� OF� REFILE� AND� HUBBING 	� THEY� INVOLVE
ROUTING� TRAFFIC� IN� SUCH� A�WAY� AS� TO� MIX� AND�MATCH � OLD� AND�NEW

???????????????
��� 4HE� CORRECT� INTERPRETATION� OF� THE� '!43� AND� THE� �����74/� "ASIC
4ELECOMMUNICATIONS� !GREEMENT� APPEARS� TO� BE� THAT� THE� &##� RESTRICTIONS
ARE� A� VIOLATION� OF� THE� ����� AGREEMENT� IF� THEY� ARE� UNNECESSARILY
BURDENSOME � TO� ACHIEVE� THEIR� DECLARED� AIM� OF� PREVENTING� ANTICIPATED
ANTI
COMPETITIVE� BEHAVIOUR�� 4HE� UNNECESSARILY� BURDENSOME � TEST� IS
SPECIFIED� IN� !RTICLE� 6)� OF� THE� '!43�� 5LTIMATELY�� WHETHER� THE� &## S
RESTRICTIONS� ARE� OR� ARE� NOT� UNNECESSARILY� BURDENSOME � UNDER� THE� '!43
COULD�ONLY�BE�DEFINITELY�DECIDED�BY�A�74/�DISPUTE�SETTLEMENT�PANEL�
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MODES� OF� OPERATION� TO� MAXIMUM� COMMERCIAL� ADVANTAGE� �AS� AN
ALTERNATIVE� TO� THE� TERM� NEW�MODES�OF� OPERATION �� THE� EXPRESSION
FULL
CIRCUIT�REGIME �HAS�ALSO�BEEN�USED63	�

4HE�FIVE� NEW�MODES�OF�OPERATION �ARE�

• 2ESALE� OF� LEASED
LINE� � PRIVATE� LINE 	� CAPACITY� TO� PROVIDE� PUBLIC
SWITCHED� INTERNATIONAL� TELEPHONE� SERVICE�� )N� THIS� MODE� OF
OPERATION� �SOMETIMES� CALLED� )NTERNATIONAL� 3IMPLE� 2ESALE�� )32	
CALLS�ORIGINATE�ON�THE�PUBLIC�SWITCHED�TELEPHONE�NETWORK��034.	�
MOVE� TO� THE�DESTINATION� COUNTRY� VIA� LEASED� LINES� OR� SIMILAR� BULK
TRANSMISSION� ARRANGEMENTS�� AND� THEN� TERMINATE� IN� THE
DESTINATION�COUNTRY�VIA�THE�034.�

• &OREIGN�0OINTS�OF�0RESENCE��0O0S	�0OINTS�OF�)NTERCONNECTION
�0O)S	�� )F�AN�OPERATOR�FROM�#OUNTRY�!�IS�PERMITTED�TO�EXTEND�ITS
OWN�PHYSICAL�NETWORK�INFRASTRUCTURE��INCLUDING�TRANSMISSION�LINKS�
INTO� ANOTHER� #OUNTRY� "� AND� INTERCONNECT� TO� THE� 034.� THERE� IN
ORDER� TO� TERMINATE� INTERNATIONAL� CALLS�� THE� LOCATIONS�WHERE� SUCH
INTERCONNECTION� TAKES�PLACE�ARE�KNOWN�AS�0O0S�OR� �WITH�EXACTLY
THE�SAME�MEANING	�0O)S��4HIS�TYPE�OF�ARRANGEMENT�CONTRASTS�WITH
THE� TRADITIONAL� MODE� OF� OPERATION� WHERE� THE� OPERATOR� FROM
#OUNTRY�!�POSSESSED�ONLY� HALF�CIRCUITS � TO�A�NOTIONAL�MID
POINT
BETWEEN�#OUNTRY�!�AND�#OUNTRY�"��NOT�TRANSMISSION�CAPACITY�ALL
THE�WAY�FROM�!�TO�"��4HIS�MODE�OF�OPERATION�IS�ALSO�REFERRED�TO
AS� SELF
TERMINATION 64�

???????????????
��� 4HIS� TERM�WAS�COINED�BY�$R�4IM�+ELLY�OF� THE� )45�� IT� ALLUDES� TO� THE
FACT�THAT�UNDER�ALL�OF�WHAT�THE�AUTHOR�CALLS�THE� NEW�MODES�OF�OPERATION �
THE�FOREIGN�OPERATORS�SECURE�TRANSMISSION�ALL�THE�WAY�INTO�THE�DESTINATION
COUNTRY�� RATHER� THAN� ONLY� HALF
CIRCUITS� AS� IN� THE� TRADITIONAL� CORRESPONDENT
ARRANGEMENTS�
��� )N�CERTAIN�CASES�THE�FOREIGN�OPERATOR�MAY�HAVE�ITS�OWN�PLANT�ALL�THE
WAY� TO� THE� CUSTOMER S�PREMISES�AT�BOTH�ENDS�� EVEN� THOUGH� INTERCONNECT
SERVICES�MUST�STILL�BE�USED�BETWEEN�THE�0O0�AND�THE�CALLED�PARTY�FOR�MOST
CALLS��7ORLD#OM��FOR�EXAMPLE��IS�IN�THIS�SITUATION�FOR�TRAFFIC�BETWEEN�THE�53
AND�'ERMANY��OR�THE�53�AND�THE�5+��FOR�EXAMPLE	�BECAUSE� IT�OWNS� LOCAL
NETWORKS�AT�BOTH�ENDS�OF�THESE�ROUTES�
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• 2EFILE��HUBBING�OR�RE
ORIGINATION65��IN�WHICH�AN�OPERATOR�TAKES
ITS� INTERNATIONAL� TRAFFIC� TO�A�COUNTRY�WHERE�AN�OPEN�COMPETITIVE
MARKET� AND� LOW� CHARGES� APPLY� FOR� FORWARDING� OF� TRAFFIC� TO� ITS
ULTIMATE�DESTINATION� IN�A� THIRD �COUNTRY��4HE�TRAFFIC�MAY�GET� TO
THE�COUNTRY�WHERE�THIS� REFILING �OCCURS�EITHER�VIA�A�CONVENTIONAL
CORRESPONDENT� ARRANGEMENT�� VIA� A� LEASED� LINE�� OR� VIA� A� FOREIGN
0O066�� 4HE� UNCONVENTIONAL� ROUTING� IS� SELECTED� IN� ORDER� TO
MINIMISE� THE� ORIGINATING� OPERATOR S� COST� FOR� TERMINATING
INTERNATIONAL� CALLS�� &ROM� THE� POINT� OF� VIEW� OF� THE
TELECOMMUNICATIONS�OPERATOR�WHERE�THE�CALL� TERMINATES�� THE�CALL
APPEARS� TO�HAVE�ORIGINATED� FROM� THE� COUNTRY�WHERE� THE� REFILING
OR� HUBBING� TOOK� PLACE67�� FOR� THIS� REASON�� REFILING� OR� HUBBING� IS
SOMETIMES� CALLED� ANONYMOUS � REFILE�� 3UCH� UNCONVENTIONAL
ROUTINGS�ARE�LESS�AND�LESS�CONSTRAINED�BY�TECHNICAL�CONSIDERATIONS�
BECAUSE�DIGITAL�SIGNALS�UNDERGO�RELATIVELY�LITTLE�IMPAIRMENT�EVEN�IF
THEY� TRAVERSE� VERY� INDIRECT� ROUTINGS�� THIS� WAS� NOT� TRUE� FOR� THE
ANALOGUE� SIGNALS� THAT� PREVAILED� AT� THE� TIME� TODAY S� SETTLEMENT
SYSTEMS�WAS�CREATED��2EFILE��HUBBING�AND�RE
ORIGINATION�ARE�QUITE
DISTINCT� FROM� THE� TRANSIT � ARRANGEMENTS� THAT� FORM� PART� OF� THE
TRADITIONAL�SETTLEMENT�SYSTEMS68�

???????????????
��� )N� TRANSIT� ARRANGEMENTS�� THE� ROUTINGS� ARE� APPROVED� BY� THE
DESTINATION� OPERATOR�� AND� THE� SETTLEMENT� PAYMENTS� ARE� CONSTRAINED� BY� A
RULE�� EMBODIED� IN� )45
4� 2ECOMMENDATIONS�� THAT� THE� SHARES� OF� THE
ACCOUNTING� RATE� PAID� TO� THE� DESTINATION� OPERATOR�� AND� RETAINED� BY� THE
ORIGINATING�OPERATOR��MUST�BE�THE�SAME�
��� )N�FUTURE��)NTERNET�TELEPHONY�MAY�BE�USED�IN�THIS�WAY�AS�WELL�
��� 4ECHNICALLY��THIS�IS�ACCOMPLISHED�BY�STRIPPING�OUT�THE�SIGNALLING�DATA
WHICH� IDENTIFIES� WHERE� THE� CALL� ORIGINATED�� AND� SUBSTITUTING� THE
CORRESPONDING�DATA�FOR�THE�OPERATOR�WHICH�IS�RE
ORIGINATING�THE�CALL�
��� "Y�TAKING�CERTAIN�TRAFFIC�OUTBOUND�FROM�THIS�ORIGINATING�COUNTRY�OUT
OF�THE�SETTLEMENT�SYSTEMS��IT�MAY�ALSO�CAUSE�OR�EXACERBATE�AN�IMBALANCE�OF
INBOUND� TRAFFIC�OVER�OUTBOUND�� IN� THE� RELATION �BETWEEN� THE�ORIGINATING
AND� TERMINATING� COUNTRIES� PROVIDING� THE� ORIGINATING� OPERATOR� WITH
ADDITIONAL� SETTLEMENT� REVENUE� FROM� THE� TRAFFIC� THAT� REMAINS� WITHIN� THE
TRADITIONAL�SETTLEMENT�SYSTEMS�
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• )NTERNATIONAL�ALLIANCES�OF�OPERATORS��/PERATORS�MAY�DECIDE�TO
COMBINE�THEIR�ACTIVITIES�IN�CERTAIN�LINES�OF�BUSINESS�INTERNATIONALLY�
AS� IN� ALLIANCES� LIKE� #ONCERT� �LED� BY� "4	��7ORLD� 0ARTNERS� �LED� BY
!4�4	� OR� 5NISOURCE� �LED� BY� +0.� OF� THE� .ETHERLANDS�� 4ELIA� OF
3WEDEN�AND�3WISS�044�4ELECOM	�THAT�SERVICE� LARGE�MULTINATIONAL
BUSINESS� CUSTOMERS�� �0ROPOSED� TRANSNATIONAL� MERGERS� TAKE� THE
SAME� TREND� A� STAGE� FURTHER�	� 3UCH� ALLIANCES� PROVIDE� END
TO
END
SERVICE�� 4HE� ALLIANCE� PURCHASES� AND� POOLS� TRANSMISSION� CAPACITY
�EITHER�AS�HALF�CIRCUITS�OR� IN�OTHER�FORMS	�PROVIDED�BY�THE�PARENT
COMPANY� OR� OTHER� TELECOMMUNICATIONS� OPERATORS�� )T� USES� THIS
CAPACITY�TO�BUILD�GLOBAL�NETWORKS�ON�WHICH�DATA�AND�VALUE�ADDED
SERVICES��AND�INCREASINGLY�VOICE�SERVICES�AS�WELL��ARE�PROVIDED��4HE
CIRCUITS�MAY�BE�INTERCONNECTED�AT�ONE�OR�BOTH�ENDS�TO�DOMESTIC
NETWORKS� VIA� LOCAL� 0O0S�� 4RAFFIC� IS� NOT� ACCOUNTED� FOR�WITHIN� THE
TRADITIONAL� ARRANGEMENTS�� 4HE� ALTERNATIVE� REVENUE
SHARING� AND
COST
SHARING�ARRANGEMENTS�USED�BY�THE�INTERNATIONAL�ALLIANCES�ARE
COMPLEX�AND�DIVERSE�

• )NTERNET� 4ELEPHONY�� 2ECENT� TECHNOLOGICAL� DEVELOPMENTS�
TOGETHER�WITH�THE�BEGINNINGS�OF�GATEWAY�ARRANGEMENTS�ALLOWING
TELEPHONE� CALLS� TO� FLOW� BETWEEN� THE� )NTERNET� AND� THE� 034.�
OPENS�UP�A� REALISTIC�POSSIBILITY� THAT� THE� CARRIAGE�OF� INTERNATIONAL
TELEPHONE� CALLS� VIA� THE� )NTERNET� � )NTERNET� TELEPHONY 	�WILL� SOON
MOVE�FROM�ITS�ORIGINAL�MORE�OR�LESS�PROTOTYPE�OR�HOBBYIST�STATUS
TO�BECOME�A�MAJOR� MODE�OF�OPERATION �FOR�CARRYING�COMMERCIAL
TRAFFIC��)T�SEEMS�SO�FAR�THAT�THIS�MAY�HAPPEN�ENTIRELY�OUTSIDE�THE
CONVENTIONAL� REGULATORY� FRAMEWORK�� IT� IS� CERTAINLY� HAPPENING
OUTSIDE�THE�TRADITIONAL�SETTLEMENT�SYSTEMS69�

4HE�2ETHINKING�OF�)NTERNATIONAL�3ETTLEMENTS�0RACTICES
4HROUGH�-ULTILATERAL�"ODIES

*UST� AS� OPERATORS� AND� GOVERNMENTS� COLLABORATED� MULTILATERALLY� TO
SHAPE� THE� TRADITIONAL� SETTLEMENT� ARRANGEMENTS�� MULTILATERAL

???????????????
��� %XCEPT� THAT� THE� TRADITIONAL� SETTLEMENT�ARRANGEMENTS� FOR� LEASED
LINE
SERVICE�STILL�PLAY�A�ROLE��SEE�THE�DISCUSSION�IN�#HAPTER����
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CONSULTATIONS� IN� RECENT� YEARS� HAVE� FOCUSED� ON� HOW� TO� ADAPT
INTERNATIONAL� SETTLEMENT� ARRANGEMENTS� TO� THE� CHANGING
TELECOMMUNICATIONS� ENVIRONMENT �� %SSENTIALLY� ALL� THE� PLAYERS� ARE
COMMITTED� TO� THIS�MULTILATERAL� CONSULTATIVE� PROCESS�� %VEN� THE� &##�
WHICH�HAS�CHOSEN�TO�ACT�UNILATERALLY�ON�THE�QUESTION�OF�BENCHMARK
SETTLEMENT� RATES�� HAS� STATED� THAT� WE� SHOULD� CONTINUE� TO� WORK
VIGOROUSLY� WITH� THESE� �MULTILATERAL	� ORGANISATIONS� TO� PURSUE
ACCOUNTING�RATE�REFORM70 �

4HE�THREE�MAIN�MULTILATERAL�ENTITIES�ACTIVE�IN�THIS�FIELD�HAVE�BEEN�

• THE� /%#$�� CONDUCTING� ECONOMIC� RESEARCH� AND� SEEKING� TO
DEVELOP� A� CONSENSUS� AMONG� GOVERNMENTS� IN� ADVANCED
MARKET
ECONOMY�COUNTRIES�

• 3TUDY�'ROUP���OF� THE� )45 S� TELECOMMUNICATIONS� STANDARDISATION
SECTOR� �)45
4	�� THE� SOURCE� OF� THE� )45 S� HIGHLY� INFLUENTIAL� FORMAL
2ECOMMENDATIONS�IN�THIS�FIELD�

• THE�)NFORMAL�%XPERT�'ROUP�APPOINTED� IN�EARLY������BY�THE�)45 S
3ECRETARY�'ENERAL��$R��0EKKA�4ARJANNE�

4HE� 3ECRETARY� 'ENERAL� HIMSELF� HAS� PLAYED� A� VITAL� CATALYTIC� ROLE� AS
ADVOCATE� FOR� FRESH� THINKING� IN� THIS� FIELD� AND� THE� CASE� FOR� RAPID
REFORM�OF�THE�SETTLEMENT�SYSTEMS�ALONG�MARKET
ORIENTED�LINES��7ORK
BY� THE� )45� 3ECRETARIAT�� THE� ACTIVITIES� OF� THE� /%#$�� AND� THE� )45
4
3TUDY�'ROUP���HAVE�HELPED�CLARIFY�THE�ISSUES�AND�HAVE�ASSEMBLED�A
LARGE� VOLUME� OF� USEFUL� DATA� AND� ANALYSIS�� )N� ADDITION�� THE� 7ORLD
"ANK�AND�VARIOUS�REGIONAL�BODIES�INCLUDING�!04�IN�!SIA�AND�#)4%,�IN
THE�!MERICAS�HAVE�BEEN�ACTIVE�IN�STIMULATING�RECONSIDERATION�OF�THE
SETTLEMENT�ARRANGEMENTS��7ITHIN�THE�%UROPEAN�5NION��THE�%UROPEAN
#OMMISSION�� WORKING� WITH� NATIONAL� GOVERNMENTS� AND� REGULATORS�
HAS�BEEN�THE�ARCHITECT�OF�THE�%5�3INGLE�-ARKET�FOR�TELECOMS�SERVICES
AND� THE� ASSOCIATED� CHANGES�� DESCRIBED� EARLIER� IN� THIS� SUMMARY�� IN
THE�WAY�INTERNATIONAL�CALLS�ARE�HANDLED�

4HE� )NFORMAL� %XPERT�'ROUP� �)%'	� CONTRIBUTED�AN� INDEPENDENT� VIEW
ON� THE� ADAPTING� OF� INTERNATIONAL� ECONOMIC� RELATIONSHIPS� AND

???????????????
��� 2EPORT� AND� /RDER� IN� )"� $OCKET� .O����
����� !UGUST� ��TH�� �����
PARA�����
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SETTLEMENT� ARRANGEMENTS� TO� AN� INCREASINGLY� COMPETITIVE� ENVIRON

MENT��)T�PUTS�FORWARD�A�SET�OF� GUIDING�PRINCIPLES �WHICH�

• FAVOURED� INCREASED� COMPETITION� AND� THE�MOVE� TO� TRANSPARENT�
NON
DISCRIMINATORY��COST
ORIENTED�SETTLEMENT�ARRANGEMENTS �

• ADVOCATED� NEW�CO
OPERATIVE�RELATIONSHIPS �AMONG�ORGANISATIONS
CONCERNED� WITH� THE� ISSUES�� INCLUDING� NATIONAL� REGULATORS�� ON� A
MULTILATERAL�BASIS�

• EMPHASISED�THE�INFORMATIONAL�ROLE�OF�THE�)45�AND�ITS�CONTRIBUTION
TO�DEVELOPING�COSTING�METHODOLOGIES�AND�PRICING�PRINCIPLES�

• ARGUED�THAT�THE�)45�SHOULD� HELP�ARTICULATE�THE�GENERAL�RANGE�OF
SETTLEMENT�RATES�TO�WHICH�CURRENT�RATES�ARE�LIKELY�TO�EVOLVE �

• PROPOSED� A� ROLE� FOR� THE� )45� TO� MOBILISE� SUPPORT� FROM� OTHER
INTERNATIONAL� INSTITUTIONS� TO� HELP� COUNTRIES� MAKE� THE� INEVITABLE
ADJUSTMENTS �

)N� ADDITION�� THE� )%'�ADVOCATED� AN� IMMEDIATE��GLOBAL� REDUCTION� IN
SETTLEMENT�RATES�OF�THE�ORDER�OF���TO�����DURING�������FOLLOWED�BY
A�SIMILAR�REDUCTION�IN�THE�FIRST�HALF�OF����� �

4HE� )45� IN� CO
OPERATION�WITH� THE� #OMMONWEALTH� 4ELECOMMUNICA

TIONS� /RGANISATION� HAS� SINCE� COMMISSIONED� EIGHT� #ASE� 3TUDY
ANALYSES� OF� THE� LIKELY� IMPACT� OF� REDUCED� SETTLEMENT� REVENUES� ON� A
RANGE�OF�TELECOMS�OPERATORS�IN�SPECIFIC�LOW
INCOME�COUNTRIES�

�� 7(!4��(!00%.3��.%84�

#ONSIDERING� WHAT� MIGHT� HAPPEN� NEXT� IS� INEVITABLY� A� SPECULATIVE
EXERCISE�� IN� SUCH� A� FAST
CHANGING� SITUATION�� 3TILL�� IT S� USEFUL� TO
CONSIDER�IN�BROAD�TERMS�THE�KINDS�OF�CHANGES�THAT�MAY�COME�ABOUT�
AND�ALSO�HOW�THEY�MAY�COME�ABOUT�

4HERE� ARE� ESSENTIALLY� FOUR� WAYS� THAT� THE� INTERNATIONAL� ECONOMIC
RELATIONSHIPS� INVOLVED� IN� THE� CARRIAGE� OF� INTERNATIONAL� TRAFFIC� MAY
CHANGE�

��	 4HE�TRADITIONAL�ARRANGEMENTS�MIGHT�REMAIN�IN�USE�FOR�A�LARGE
AMOUNT� OF� INTERNATIONAL� TRAFFIC�� BUT� WITH� THE� LEVEL� OF
SETTLEMENT�RATES��AT�LEAST�FOR�THE�GREAT�MAJORITY�OF� RELATIONS �
BEING�SUBSTANTIALLY�REDUCED�
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��	 3TRUCTURAL� CHANGE� WITHIN� THE� TRADITIONAL� ARRANGEMENTS�� 4HIS
MIGHT� INCLUDE�COST
BASED� TERMINATION�CHARGES �WHICH�WOULD
BE� THE� SAME� FOR� ALL� INTERNATIONAL� CALLS� TO� A� GIVEN� COUNTRY�
REGARDLESS�OF�THE�COUNTRY�WHERE�THE�CALL�ORIGINATES��OR�AT�LEAST
WOULD� INVOLVE� SETTLEMENT� RATES�WHICH� VARY� RELATIVELY� LITTLE� FOR
EACH� DESTINATION� COUNTRY�� )T� MIGHT� ALSO� INCLUDE� ASYMMETRIC
SETTLEMENT� RATES� WHICH� ARE� LOWER� FOR� HIGH
VOLUME�� LOW� COST
OPERATORS� IN� ADVANCED� INDUSTRIALISED� COUNTRIES� THAN� FOR
OPERATORS�WITH�LOWER�VOLUME�AND�HIGHER�COSTS��PREDOMINANTLY
IN�DEVELOPING�COUNTRIES71�

��	 4RANSFERRING�TRAFFIC�TO� NEW�MODES�OF�OPERATION �OUTSIDE�THE
SETTLEMENT�SYSTEMS�

��	 !BOLISHING� THE� DISTINCTION� BETWEEN� INTERNATIONAL� SERVICE� AND
DOMESTIC� LONG� DISTANCE�� SO� THAT� DOMESTIC� INTERCONNECT
CHARGES�REPLACE�SETTLEMENT�PAYMENTS72�

)N�PRACTICE�� IT� IS�UNLIKELY�THAT�ANY�ONE�OF�THESE�FOUR�POSSIBILITIES�WILL
PREVAIL�EVERYWHERE��4HERE�WILL�BE�A�MIX��DIFFERENT�FOR�DIFFERENT�PAIRS
OF�COUNTRIES�

• /PTIONS���	�OR���	�MAY�PREDOMINATE�FOR�TRAFFIC�TO�AND�FROM�MANY
DEVELOPING�COUNTRIES��ALTHOUGH�IT� IS�ALSO�LIKELY�THAT�AN�INCREASING
NUMBER� OF� DEVELOPING� COUNTRIES� MAY� MAKE� A� RADICAL� STEP
TOWARDS� AN� OPEN
MARKET�� PRO
COMPETITION� POLICY� BY� JOINING� A
3INGLE� -ARKET 73�� IN� WHICH� CASE� OPTIONS� ��	� OR� ��	� ALSO� COME
INTO�PLAY�

???????????????
��� !S� ALREADY� PROVIDED� FOR� IN� THE� CASE� OF� THE� %UROPE�-EDITERRANEAN
REGION�BY�)45
4�2ECOMMENDATIONS�$����AND�$���2�
��� )N�THIS�CASE��THERE�COULD�BE�A�SUBSTANTIAL�DEGREE�OF�ASYMMETRY��WITH
COST
BASED� INTERCONNECT� RATES� IN� DEVELOPING� COUNTRIES� BEING� SUBSTANTIALLY
HIGHER�THAN�THOSE�PREVAILING�
��� )F�THE�COUNTRY�IS�A�74/�-EMBER��OR�IS�WILLING�TO�JOIN�THE�74/�AND
ACCEPT�ITS�TRADE�RULES	��IT�CAN�DO�THIS�BY�ADOPTING�A�NEW�NATIONAL�3CHEDULE
TO�THE������74/�TELECOMMUNICATIONS�AGREEMENT�THAT�EFFECTIVELY�MAKES�IT
PART�OF�THE�74/� 3INGLE�-ARKET �
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• &OR� TRAFFIC� BETWEEN� COUNTRIES� THAT� HAVE� PRO
COMPETITIVE
REGULATORY�RULES��TO�VARYING�DEGREES��THE�VARIOUS� NEW�MODES�OF
OPERATION ��/PTION��	�ARE�LIKELY�TO�BECOME�MORE�AND�IMPORTANT�
LARGE� AMOUNTS� OF� TRAFFIC�WILL� BE� HANDLED� IN� THOSE�WAYS� OUTSIDE
THE�FRAMEWORK�OF�THE�TRADITIONAL�SETTLEMENT�ARRANGEMENTS�

• &OR� PAIRS� OR� GROUPS� OF� SUCH� COUNTRIES� ALREADY� FORMING�� OR
COMMITTED� TO� FORM� A� 3INGLE� -ARKET� �53�5+� FOR� EXAMPLE�� OR
%5�%%!	��IT� IS�ALREADY�CLEAR�THAT�OPTION���	�WILL�PREVAIL��4HIS�DOES
NOT� NECESSARILY� MEAN�� HOWEVER�� THAT� THE� TRADITIONAL� SETTLEMENT
ARRANGEMENTS� WILL� VANISH� FOR� ALL� INTERNATIONAL� TRAFFIC� WITHIN� A
3INGLE� -ARKET�� /PERATORS� WILL� SOMETIMES� FIND� IT� CONVENIENT
MANAGERIALLY� AND� PERHAPS� ALSO� THE� MOST� ECONOMIC� SOLUTION�
ESPECIALLY� FOR� LOWER
VOLUME� TRAFFIC� FLOWS�� TO� CONTINUE� USING� THE
TRADITIONAL�SYSTEM��AS�LONG�AS�THEY�CAN�DO�SO�AT�SETTLEMENT�RATES
WHICH� ARE� NOT� FAR� ABOVE� THE� LEVEL� OF� DOMESTIC� INTERCONNECT
CHARGES74�

�� (!.$,).'�4(%�42!.3)4)/.�
)335%3�/&�0/,)#9�!.$�'/6%2.!.#%

0OLICY�#HOICES����2EGULATORY�/PTIONS�AND�'OVERNANCE

4HE� DEVELOPMENTS� AND� ISSUES� DESCRIBED� IN� THIS� REPORT� REQUIRE� GOV

ERNMENT� DECISION
MAKERS� �-INISTERS�� EXECUTIVE� OFFICIALS�� LEGISLATORS�
REGULATORS��AND�EVEN�COURTS�OF� LAW��DEPENDING�ON� THE� STRUCTURE�OF
GOVERNMENT�IN�EACH�PARTICULAR�COUNTRY	�TO�MAKE�CHOICES�ABOUT�TWO
DISTINCT� KINDS� OF� QUESTIONS�� PROCESS� QUESTIONS� CONCERNING� HOW
REGULATORY� DECISIONS� SHOULD� BE� MADE� AND�� IF� NECESSARY�� ENFORCED�
AND� SUBSTANTIVE� QUESTIONS� ABOUT� THE� REGULATORY� DECISIONS
THEMSELVES�

???????????????
��� 4HE�SETTLEMENT�RATE�SHOULD�NOT�EXCEED�THE��LOCAL	�INTERCONNECT�RATE
PLUS�THE�COSTS�OF�DOMESTIC� LONG
DISTANCE�CARRIAGE�OF�THE�CALL�� INTERNATIONAL
GATEWAY�SWITCHING�AND�AN�INTERNATIONAL�HALF
CIRCUIT�
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0ROCESS �1UESTIONS

.ATIONAL�DECISION
MAKERS�WILL�INCREASINGLY�NEED�TO�CHOOSE����

• (OW�FAR�TO�LEAVE�SETTLEMENT�ISSUES�TO�BE�DECIDED�BY�THE�TELECOM

MUNICATIONS� OPERATORS� THROUGH� COMMERCIAL� NEGOTIATIONS�� AND
HOW�FAR�TO�INTERVENE�

• )F�THE�DECISION�IS�TO�INTERVENE��WHETHER�TO�ACT�

5NILATERALLY�� TELLING� TELECOMMUNICATIONS� OPERATORS� CARRYING
TRAFFIC� TO�OR� FROM�PARTICULAR� COUNTRIES�WHAT� THEY�MUST� DO�OR
MAY� NOT� DO� CONCERNING� SETTLEMENT� PAYMENTS�� WITHOUT
REFERENCE� TO� THE� VIEWS� OF� THE� REGULATOR� �OR� OTHER� RELEVANT
GOVERNMENT�AUTHORITY	�IN�THE�OTHER�COUNTRY�CONCERNED�

"ILATERALLY��THROUGH�DECISIONS�CONCERNING�INDIVIDUAL� RELATIONS
WITH� PARTICULAR� CORRESPONDENT� COUNTRIES�� ARRIVED� AT� THROUGH
AGREEMENTS�OR�UNDERSTANDINGS�WITH�EACH�OF� THOSE�COUNTRIES
.ATIONAL�2EGULATORY�!UTHORITIES��.2!S	�

-ULTILATERALLY�� THROUGH� AGREEMENTS� OR� UNDERSTANDINGS� �E�G�
VOLUNTARY� COMPLIANCE�WITH� NEW� OR� REVISED� )45
4� 2ECOMMEN

DATIONS	�REACHED�AMONG�.2!S�AND�OPERATORS�FROM�NUMEROUS
COUNTRIES��THROUGH�THE�)45�OR�OTHERWISE�

/N�THE�FIRST�QUESTION��THE�STANCES�OF�EACH�OF� THE�.2!S� IN�DIFFERENT
COUNTRIES�FALL�FAIRLY�CLEARLY�INTO�THREE�CATEGORIES�

• )NTERVENTIONIST���ACTIVELY�INTERVENING��AND�SPECIFICALLY�SEEKING�TO
IMPOSE�LEVELS�OF�SETTLEMENT�RATES�WELL�BELOW�TODAY S�LEVELS��3O�FAR
THE� &##� IN� THE� 5NITED� 3TATES� IS� THE� ONLY� REGULATOR� IN� THIS
CATEGORY�

• 0RO
COMPETITIVE�BUT�NON
INTERVENTIONIST���.2!S�IN�MOST�OF�THE
COUNTRIES� WITH� A� PRO
COMPETITIVE� TELECOMMUNICATIONS� POLICY� ARE
IN� THIS� CATEGORY�� 4HEY� ARE� AWARE� OF� THE� ISSUES� CONCERNING
SETTLEMENTS�AND�HAVE�ADOPTED�SOME�REGULATORY�MEASURES�IN�THIS
FIELD��USUALLY�CONCERNING�DISCLOSURE	��BUT�HAVE�CHOSEN�NOT�TO�SEEK
TO� IMPOSE�A�SOLUTION�ON�THE�OPERATORS�OR�ON�REGULATORS� IN�OTHER
COUNTRIES��)T�IS�STRIKING�THAT�IN�SEVERAL�COUNTRIES�OTHER�THAN�THE�53



����

THAT� NOW� HAVE� PRO
COMPETITIVE� REGULATORY� REGIMES� AND� ARE� NET
PAYERS�OF� SETTLEMENTS� INCLUDING�!USTRALIA��'ERMANY��(ONG�+ONG
AND� THE�5+�� THE� NATIONAL� REGULATORS� HAVE� SO� FAR� CHOSEN� NOT� TO
INTERVENE�

• 2EGULATORS�IN�COUNTRIES�WITH�A�MONOPOLY�INDUSTRY�STRUCTURE
FOR�TELECOMMUNICATIONS���3O�FAR�THESE�.2!S��WHERE�THEY�EXIST�
HAVE� EITHER� NOT� ADDRESSED� THE� SUBJECT� OF� INTERNATIONAL
SETTLEMENTS�AT�ALL��OR�HAVE�FAVOURED�THE�STATUS�QUO�

5NTIL� RECENTLY�� SETTLEMENT�MATTERS�WERE� HANDLED� ALMOST� EXCLUSIVELY
BY�TELECOMS�OPERATORS��4HE�OPERATORS�DEFINED�THE�BROAD�FRAMEWORK
OF� THE� SETTLEMENT� SYSTEMS� BY� CREATING� A� CONSENSUS� FOR� PARTICULAR
)45
4� 2ECOMMENDATIONS�� 4HEY� NEGOTIATED� THE� SPECIFICS�� SUCH� AS
LEVELS� OF� ACCOUNTING� RATES�� THROUGH� COMMERCIAL� NEGOTIATIONS
BETWEEN�THEMSELVES��SEPARATELY�FOR�EACH�PAIR�OF�OPERATORS��I�E��EACH
RELATION 	�� !S� THE� 53�� FOLLOWED� BY� OTHER� COUNTRIES�� MADE� THE
TRANSITION� FROM� MONOPOLY� TO� COMPETITION� IN� TELECOMMUNICATIONS�
THE� PRESSURES� FOR� CHANGE� BEGAN� TO� ESCALATE�� 3O� FAR�� HOWEVER�� THE
&##� REMAINS� THE� ONLY� .2!� IN� THE� WORLD� TO� HAVE� TAKEN� A� HIGHLY
ACTIVIST� STANCE� ON� THIS� SUBJECT�� 3OME� OTHER� .2!S� HAVE� TAKEN
CAUTIOUS� STEPS� IN� SUCH� AREAS� AS� TRANSPARENCY� �E�G��/FTEL� IN� THE�5+
HAS� PUBLISHED� ALL� 5+� ACCOUNTING� RATES	� AND� HAVE� RETAINED� RESERVE
POWERS�TO�INTERVENE�IN�FUTURE�IF�NECESSARY��ESPECIALLY�TO�ENSURE�THAT
NEW�OPERATORS�ARE�FAIRLY�TREATED��.ONE�HAS�YET�UNDERTAKEN�A�RADICAL
INTERVENTION� COMPARABLE� TO� THE� &## S� BENCHMARKS� DECISION� OF
!UGUST������

/N� THE� MATTER� OF� UNILATERAL �� BILATERAL �� OR� MULTILATERAL � ACTION�
TWO�ESSENTIAL�QUESTIONS�ARE�INESCAPABLE�

• $OES� AN� .2! S� JURISDICTION� EXTEND� TO� UNILATERALLY� DECIDING� THE
TERMS� OF� AN� INTERNATIONAL� COLLABORATION� IN� WHICH� EACH� OPERATOR
SHOULD�BE�A� WILLING�BUYER �AND� WILLING�SELLER �OF�SERVICES��AND�IN
WHICH� THE� SOVEREIGNTY� OF� THE� CORRESPONDENT� COUNTRY� AND� THE
JURISDICTION�OF�ITS�.2!�SHOULD�BE�RESPECTED�

• %VEN�IF�THE�ANSWER�TO�THE�FIRST�QUESTION�IS� YES ��IS�IT�WISE�TO�SEEK
TO�DICTATE�SUCH�DECISIONS�UNILATERALLY�
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4HE�ANSWER�TO�THE�FIRST�OF�THESE�TWO�QUESTIONS�DEPENDS�ON�COMPLEX
ISSUES� OF� BOTH� DOMESTIC� AND� INTERNATIONAL� LAW�� )T� IS� CLEARLY� BEYOND
THE�SCOPE�OF�THIS�REPORT��AND�ITS�AUTHOR S�EXPERTISE��TO�GIVE�A�VIEW�ON
THE� LEGAL� ISSUES� INVOLVED�� )T� IS� HOWEVER� RELEVANT� TO� NOTE� THAT�� OVER
THE�YEARS��A�BODY�OF� LEGAL�PRINCIPLES�AND�PRECEDENTS�HAS�GROWN�UP
CONCERNING� THE� HANDLING� OF� INTERNATIONAL� COMMERCIAL� AND� OPERA

TIONAL� ISSUES� THAT� INVOLVE� TWO�OR�MORE�NATIONAL� JURISDICTIONS75��/NE
OF�THE�KEY�PRINCIPLES�IS�THAT�OF� COMITY ��THE�OBLIGATION�OF�COURTS�AND
OTHER� PUBLIC� BODIES� IN� ONE� COUNTRY� TO� GIVE� DUE� WEIGHT� TO� THE
JURISDICTION�AND�LAWS�OF�THE�OTHER�COUNTRY�OR�COUNTRIES�INVOLVED�

4HE�&##�� IN� TAKING� THE�UNILATERAL� ROUTE�� STATED� �IN� ITS� "ENCHMARK
2EPORT�AND�/RDER�OF�!UGUST�����	76�THAT�

• ���WE�WILL� REQUIRE� THAT� 53� CARRIERS� NEGOTIATE�WITH� THEIR� FOREIGN
CORRESPONDENTS� SETTLEMENT� RATES� AT� OR� BELOW� THE� APPROPRIATE
BENCHMARK���� )F� 53� CARRIERS� FAIL� TO� ACHIEVE� PROGRESS���� WE� WILL
TAKE����ENFORCEMENT�ACTION���

• IT�WILL� ONLY� GRANT� FOREIGN� OR� FOREIGN
AFFILIATED� OPERATOR� AUTHORITY
TO�ESTABLISH�0O0S� IN� THE�5NITED�3TATES� � CERTAIN� TYPES�OF�3ECTION
����AUTHORISATIONS 	�ON�CONDITION�THAT�THE� FOREIGN�AFFILIATE�OFFER
53� INTERNATIONAL� CARRIERS� A� SETTLEMENT� RATE� AT� OR� BELOW� THE
RELEVANT�BENCHMARK �

3TARTLINGLY��THE�&##�CLAIMS�THAT�THE�FIRST�OF�THESE�PROVISIONS��AMONG
OTHERS	�DOES� NOT�CONSTITUTE�AN�EXERCISE�OF� JURISDICTION�OVER�FOREIGN
CARRIERS � SINCE� THE� DECISION� AND� ANY� RELATED� ENFORCEMENT� ACTIONS
WILL� APPLY� TO� 53� CARRIERS� WITHIN� OUR� JURISDICTION�� NOT� THEIR� FOREIGN
CORRESPONDENTS 77�� AND� THE� DECISIONS� WILL� ONLY� HAVE� AN� INDIRECT
EFFECT�ON�OPERATORS�OUTSIDE� THE�53�� )T�ALSO�ARGUES� THAT� ITS�POSITION
ON�THE�GRANTING�OF�3ECTION�����AUTHORISATIONS�DOES�NOT�CONFLICT�WITH

???????????????
��� 3INCE� THE� ISSUE� IS� A� COMMERCIAL� ONE�� AND� MANY� OF� THE� PLAYERS
INVOLVED�HAVE�MONOPOLIES�OR�SUBSTANTIAL�MARKET�POWER��COMPETITION�LAW�AS
WELL�AS�THE�ADMINISTRATIVE�LAW�OF�TELECOMS�REGULATION�MUST�BE�CONSIDERED�
��� 2EPORT�AND�/RDER� )N�THE�-ATTER�OF�)NTERNATIONAL�3ETTLEMENT�2ATES �
IN�)"�$OCKET�.O����
�����RELEASED�!UGUST���TH��������PARA�����
��� 2EPORT�AND�/RDER�IN�)"�$OCKET�.O����
�����OP��CIT���PARA������
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THE� COMMITMENTS� OF� THE� 5NITED� 3TATES� TO� MARKET� ACCESS� AND
.ATIONAL� 4REATMENT� OF� FOREIGN� OPERATORS� UNDER� THE� ����� 74/
AGREEMENT�� EVEN� THOUGH� THE�53� 3CHEDULE� TO� THAT� AGREEMENT� SAYS
NOTHING� ABOUT� THE� COMMITMENTS� BEING� CONDITIONAL� UPON� REDUCED
SETTLEMENT�RATES�

.O�DOUBT�THESE� ISSUES�WILL�BE�VERY�FULLY�DISSECTED� IN�THE�53�$ISTRICT
#OURT� FOR� THE� $ISTRICT� OF� #OLUMBIA�� !S� OF� /CTOBER� ��RD�� ������ SIX
NON
53� TELECOMS� OPERATORS� AND� TWO� INTERNATIONAL� BODIES� HAD
SUBMITTED� 0ETITIONS� TO�2EVIEW � THE� &## S�!UGUST� DECISIONS� IN� THE
"ENCHMARK �PROCEEDING�� TYPICALLY� ARGUING� THAT� �TO� QUOTE�#ABLE��
7IRELESS� PLC� OF� THE� 5+	�� THESE� DECISIONS� ESTABLISH� WITHOUT���
JURISDICTIONAL�AUTHORITY�THE�RATE�THAT�FOREIGN�COMMON�CARRIERS����MUST
CHARGE� 53� COMMON� CARRIERS� FOR� TERMINATING� THEIR� TRAFFIC� IN� THE
FOREIGN� MARKET��� 78�� 3EPARATELY�� THE� 0HILIPPINE� REGULATOR� �THE
.ATIONAL� 4ELECOMMUNICATIONS� #OMMISSION	�� AND� THE� LARGEST
0HILIPPINE� OPERATING� COMPANY� �THE� 0HILIPPINES� ,ONG� $ISTANCE
4ELEPHONE�#OMPANY	�HAVE�FILED� 0ETITIONS�FOR�2ECONSIDERATION �WITH
THE�&##�

"UT� ASIDE� FROM� THE� QUESTION� OF� THE� LAWFULNESS� OF� INITIATIVES� TO
IMPOSE� AN� OUTCOME� UNILATERALLY�� THERE� IS� ALSO� THE� QUESTION� OF
WHETHER�SUCH�AN�APPROACH�IS�WISE��4HE�ENTIRE�FABRIC�OF�INTERNATIONAL
TELECOMMUNICATIONS�HAS�BEEN�BUILT�UP�BASED�ON�A�VERY�HIGH�DEGREE
OF� MUTUAL� AND� VOLUNTARY� CO
OPERATION� BETWEEN� OPERATORS� AND
GOVERNMENTS� IN� WIDELY� VARYING� SOCIETIES� AROUND� THE� WORLD�� 4HIS
CO
OPERATIVE� PROCESS� HAS� BECOME� SUCCESSFUL� BEYOND� THE� WILDEST
DREAMS� OF� ITS� FOUNDERS� IN� FIELDS� RANGING� FROM� NUMBERING� AND
STANDARDS� FOR� TECHNICAL� COMPATIBILITY� TO� OPERATIONAL� AND� FINANCIAL
ARRANGEMENTS��!NY�USER�OF�COMPUTERS�CAN�TESTIFY�THAT�SUCH�SEAMLESS
CONNECTIVITY� AND� UNIVERSAL� COMPATIBILITY� WAS� NOT� GUARANTEED� TO
HAPPEN�� DOES� NOT� IN� FACT� HAPPEN� IN� LARGE� AREAS� OF� COMPUTER
APPLICATIONS��AND�SHOULD�NOT�BE�TAKEN�FOR�GRANTED��5NILATERAL�ACTION
ON�KEY�ISSUES�DOES�NOT�ENHANCE�THE�ATMOSPHERE�FOR�SUCH�VOLUNTARY
CO
OPERATION�IN�THE�FUTURE�
???????????????
��� 5NITED�3TATES�#OURT�OF�!PPEALS�FOR�THE�$ISTRICT�OF�#OLUMBIA��#ABLE��
7IRELESS� PLC� VS�� &##�� .O����
������ 0ETITION� FOR� 2EVIEW�� 3EPTEMBER� ��TH�
�����
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3UBSTANTIVE�1UESTIONS

4O� THE� EXTENT� THAT� NATIONAL� REGULATORS� �INDIVIDUALLY�� OR� COLLECTIVELY
THROUGH� A� MULTILATERAL� PROCESS	� DO� DECIDE� TO� INTERVENE� IN� THE
INTERNATIONAL�SETTLEMENT�SYSTEMS��AS�THE�&##�CLEARLY�HAS�DECIDED�TO
DO�� BUT� OTHER� .2!S� APPARENTLY� HAVE� NOT	�� THE� AGENDA� FOR� THE
REGULATOR�IN�THIS�FIELD�INCLUDES�

• 7HAT� LEVELS� OF� SETTLEMENT� RATES� TO� INSIST� UPON�� BASED� ON�WHAT
ECONOMIC�OR�REGULATORY�PRINCIPLES�

• 7HETHER� TO� REGULATE� THE� NON
PRICE� TERMS� OF� OPERATING
AGREEMENTS��E�G��REQUIRING�PROPORTIONATE�RETURN�

• 7HETHER� TO� ATTEMPT� TO� RESTRICT� THE� NEW�MODES� OF� OPERATION �
TOLERATE�THEM��OR�POSITIVELY�ENCOURAGE�THEM�

)N�DEVELOPING�COUNTRIES��THE�AGENDA�ALSO�SHOULD�INCLUDE�

• -EASURES� TO� ENSURE� THAT� OPERATORS� EXPLOIT� THE� ADVANTAGES� TO
THEM� OF� THE� NEW� MODES� OF� OPERATION � �E�G�� FOREIGN
OPERATOR
0O0S	� TO� GENERATE� ADDITIONAL� OUTBOUND� TRAFFIC� TO� INDUSTRIALISED
COUNTRIES�� OUTSIDE� THE� SETTLEMENT� SYSTEMS�� WHEREVER� REGULATORY
RULES�AND�OPERATIONAL�PRACTICALITIES�PERMIT��3UCH�MEASURES�COULD�
FOR� EXAMPLE�� INCLUDE� BILATERAL� AGREEMENTS� WITH� INDUSTRIALISED
COUNTRIES�� OR� NEGOTIATED� ENTRY� INTO� MULTILATERAL� 3INGLE� -ARKET
GROUPINGS� FOR� PURPOSES� SUCH� AS� THAT� EMERGING� FROM� THE� ����
74/�AGREEMENT�

• -EASURES� TO�MINIMISE� THE�ADVERSE�EFFECT�OF� REDUCED� SETTLEMENT
IN
PAYMENTS� ON� TELECOMMUNICATIONS� NETWORK� DEVELOPMENT� AND
ON� PROGRESS� TOWARDS� UNIVERSAL� SERVICE� GOALS�� FOR� EXAMPLE
REBALANCING� OF� PRICES� TO� MAKE� ACTIVITIES� OTHER� THAN� INBOUND
INTERNATIONAL�TRAFFIC�MORE�PROFITABLE�

%VEN�WHERE�THESE�POSSIBILITIES�ARE�ENERGETICALLY�PURSUED��HOWEVER��IT
IS� LIKELY� THAT� THE� FORTHCOMING� REDUCTIONS� IN� SETTLEMENT� RATES� WILL
CAUSE�SIGNIFICANT�DISRUPTIONS� TO� THE� FINANCIAL�MANAGEMENT�OF�MANY
TELECOMS�OPERATORS�IN�DEVELOPING�COUNTRIES�
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3TEPPING� BACK� FROM� THE� INTRICACY� OF� THE� ISSUES� AND� POSSIBILITIES
DISCUSSED�SO�FAR�� IS� IT�POSSIBLE�TO�DISCERN�BROADLY�HOW�EVENTS�MIGHT
DEVELOP��4HIS�SECTION�SUGGESTS�A� RANGE�OF�POSSIBILITIES�� IN� THE� FORM
OF�THREE�SCENARIOS�

3CENARIO������4HE� 3OFT�,ANDING �3CENARIO

4HIS�SCENARIO�BROADLY�CORRESPONDS�TO�THE�CHANGES�ENVISAGED�BY�THE
)NFORMAL�%XPERTS�'ROUP��)%'	�APPOINTED�BY�THE�3ECRETARY�'ENERAL�OF
THE�)45��WHICH�REPORTED�IN�!PRIL��������)T�INVOLVES�A�DEGREE�OF� GIVE
AND�TAKE �ON�THE�PART�OF�ALL�THE�PLAYERS�INVOLVED�

• &OR�HIGH
INCOME�COUNTRIES��WHICH�ALSO�ARE�BECOMING��WITH�ALMOST
NO� EXCEPTIONS	� COUNTRIES� WITH� OPEN� COMPETITIVE� TELECOMS
MARKETS� AS� WELL�� CHANGES� THAT� ARE� NATURALLY� TAKING� PLACE� AS� A
RESULT�OF�THE�TRANSITION�TO�A�3INGLE�-ARKET�ENSURE�THAT�THERE�IS�NO
SIGNIFICANT�OR�LASTING�CONFLICT�WITH�THE�&## S� BENCHMARKS ��)N�ANY
CASE�� FOR� TRAFFIC� BETWEEN� THE� VARIOUS� 3INGLE� -ARKET� COUNTRIES�
LARGE� AMOUNTS� OF� TRAFFIC� FLOWING� VIA� THE� NEW� MODES� OF
OPERATION �WILL�BE� TERMINATED�AT�DOMESTIC� INTERCONNECT� RATES�OR
END
USER� PRICES�� 4HESE� PRICES� THEMSELVES� ARE� FAR� BELOW� THE
BENCHMARKS�� AND� SETTLEMENT� RATES� WILL� HAVE� TO� FALL� TO� THE
BENCHMARK�LEVELS�OR�BELOW�IN�ORDER�TO�ENSURE�THE�SUSTAINABILITY�OF
THE�TRADITIONAL�SYSTEM�AS�JUST�ONE�OF�A� MIX �OF�DIFFERENT�PAYMENT
METHODS�IN�A�COMPETITIVE�TELECOMS�MARKET�WHERE�ALTERNATIVES�ARE
READILY�AVAILABLE�

• &OR�OTHER�COUNTRIES��INCLUDING�MAJOR�NET�RECIPIENTS�OF�SETTLEMENT�
NEGOTIATIONS� LEAD� TO� STAGED� BUT� ACCELERATED� REDUCTIONS� IN
SETTLEMENT�RATES��RATHER�THAN�THE�VERY�RAPID�REDUCTIONS�CALLED�FOR
BY�THE�&## S�BENCHMARKS�AND�ASSOCIATED�DEADLINES�

• $EVELOPING� COUNTRIES� WHICH� ARE� ADVERSELY� AFFECTED� ARE� ABLE� TO
OBTAIN� SIGNIFICANT� TRANSITIONAL� ASSISTANCE� FROM� THE� 7ORLD� "ANK�
THE�)45�AND�OTHER�INTERNATIONAL�AGENCIES�
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3CENARIO������4HE�#ONFLICT�3CENARIO

)N�THIS�SCENARIO��THE� IRRESISTIBLE�FORCE�MEETS�THE�IMMOVABLE�OBJECT �
.ET� RECIPIENTS� OF� SETTLEMENTS� REFUSE� TO� LOWER� SETTLEMENT� RATES� FAST
ENOUGH�TO�SATISFY�THE�DEMANDS�OF�THE�TELECOMMUNICATIONS�OPERATORS
WHO� ARE� LARGE� NET� PAYERS� �!4�4�� FOR� EXAMPLE	�� AND� THE� &##�
*URISDICTIONAL� ISSUES� ESCALATE� �STARTING� FROM� THE� $ISTRICT� #OURT
PROCEEDINGS� THAT� BEGAN� IN� 3EPTEMBER� ����	�� AS� THE� &##� AND� THE
MAJOR�NET�PAYERS�BASED�IN�THE�53�SEEK�TO�FORCE�THE�ISSUE�

4HE� LIKELY� OUTCOME� WOULD� BE� A� PROTRACTED� STALEMATE� WHILE� THE
JURISDICTIONAL� ISSUES� ARE� FOUGHT� OUT� IN� THE� COURTS� OR� THROUGH� OTHER
DISPUTE
RESOLUTION�MECHANISMS��POSSIBLY�EVEN�HIGH
LEVEL�INTERNATIONAL
DIPLOMACY�

!S� THIS� SCENARIO� PROCEEDS� �IF� IT� DOES	�� INTERNATIONAL� RELATIONSHIPS
BETWEEN�OPERATORS��GOVERNMENTS�AND�REGULATORS�WOULD�BE�LIKELY�TO
DETERIORATE�� POSSIBLY� CULMINATING� IN� A� VARIETY� OF� ADVERSARIAL� ACTS�
WHICH�MIGHT�INCLUDE�

• /NE� OR� MORE� OPERATORS� IN� A� NET
PAYER� COUNTRY� UNILATERALLY
REDUCING�SETTLEMENT�PAYMENTS�

• !�REGULATOR�IN�A�NET
PAYER�COUNTRY��PROBABLY�THE�&##	�ORDERING�A
CARRIER�TO�DO�THIS�

• !N�OPERATOR� IN�THE�CORRESPONDENT�COUNTRY��EITHER�SPONTANEOUSLY
OR� UNDER� THE� DIRECTION� OF� ITS� REGULATOR�� INACTIVATING� CERTAIN
INTERNATIONAL� CIRCUITS� IN� RETALIATION�� OR� AT� LEAST� REFUSING� TO
AUTHORISE�ADDITIONAL�CIRCUITS��OR�ALTERNATIVELY�SENDING�ALL� ITS�TRAFFIC
TO�THE�53�INDIRECTLY�VIA�AN�OPERATOR�IN�A�THIRD�COUNTRY�OUTSIDE�THE
&##�JURISDICTION�

,EST�THIS�SCENARIO�SEEM�ALARMIST��IT�IS�WORTH�NOTING�THAT�EVENTS�ALONG
EXACTLY� THESE� LINES� OCCURRED� IN� THE� CASE� OF� THE� RELATION � BETWEEN
!4�4� IN� THE� 53� AND� 4ELINTAR� IN� !RGENTINA� IN� ������ THOUGH� THE
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DISPUTE� APPARENTLY� HAS� BEEN� SETTLED� SUBSEQUENTLY79�� 0AST� EXPERI

ENCES� WITH� PREVIOUS� ATTEMPTS� TO� UNILATERALLY� DECIDE� INTERNATIONAL
ISSUES� ARE� ALSO� NOT� ENCOURAGING� AS� PRECEDENTS� IN� THE� ORDERLY
MANAGEMENT�OF�INTERNATIONAL�TELECOMMUNICATIONS80�

4HE� CASE� FOR� MAXIMUM� EFFORT� TO� AVOID� THE� #ONFLICT� 3CENARIO� IS
COMPELLING�

3CENARIO������4HE�#OMPETITIVE�2ESPONSE�3CENARIO

4HE� ESSENTIAL� DISTINGUISHING� FEATURE� OF� THIS� 3CENARIO� IS� THAT� IN� IT�
COUNTRIES� WHICH� ARE� CURRENTLY� MAJOR� NET� RECIPIENTS� OF� SETTLEMENTS�
ESPECIALLY� DEVELOPING� COUNTRIES�� WOULD� POSITIVELY� EMBRACE� THE
OPPORTUNITIES� OFFERED� BY� A� COMPETITIVE� INTERNATIONAL� ENVIRONMENT�
4HEY�WOULD�SEEK�TO�MAXIMISE�THESE�OPPORTUNITIES�RATHER�THAN�SIMPLY
ACCEPTING� REDUCED� SETTLEMENT� RATES� AND� SEEKING� TO�MINIMISE� THEIR
ADVERSE�IMPACTS��AS�IN�3CENARIO��	��OR�SEEKING�TO�DELAY�CHANGE�AND
DEFEND�THE�STATUS�QUO� �AS� IN�3CENARIO��	�� )N�DOING�SO��AN�ESSENTIAL
ELEMENT�OF� THE� STRATEGY�OF�DEVELOPING� COUNTRIES�WOULD�BE� TO�HOLD
GOVERNMENTS� AND� REGULATORS� IN� THE� INDUSTRIALISED� NET� PAYER
COUNTRIES� FULLY� TO� THEIR� OWN� EXPRESSED� COMMITMENTS� TO� OPEN
COMPETITION�

???????????????
��� 4ELECOMMUNICATIONS� 2EPORTS� )NTERNATIONAL� �42)	�� /CTOBER� ��TH�
������ !CCORDING� TO� 42)�� NORMALLY� CONSIDERED� A� RELIABLE� SOURCE�� AT� ONE
STAGE� IN� ����� !4�4� UNILATERALLY� LIMITED� ITS� SETTLEMENT� PAYMENTS� TO
���CENTS� PER� MINUTE�� 4ELINTAR� UNIDIRECTIONALISED � CERTAIN� CIRCUITS� �I�E�
STOPPED�ACCEPTING�TRAFFIC�ON�THEM�FROM�!4�4	�ON�THE�GROUNDS�THAT�!4�4
HAD�FAILED�TO�MAKE�PAST
DUE�PAYMENTS��!CCORDING�TO�4ELECOMMUNICATIONS
2EPORTS�� THE� &##� )NTERNATIONAL� "UREAU� THEN� ORDERED� ALL� 53� OPERATORS� TO
STOP� SETTLEMENT� PAYMENTS� TO� 4ELINTAR�� !GAIN� ACCORDING� TO
4ELECOMMUNICATIONS� 2EPORTS�� A� SUBSEQUENT� UNDERSTANDING�� APPROVED� BY
THE�&##�EARLIER� THIS�YEAR��CALLED� FOR�!4�4� TO�PAY����CENTS�PER�MINUTE� FOR
THE�PERIOD�TO�3EPTEMBER���TH�������AND�THEN����CENTS�PER�MINUTE�FOR�THE
REST�OF�THIS�YEAR�
��� 4HE�ISSUE��HIGHLY�CONTROVERSIAL�IN�THE�����S��OF�WHETHER�TO�PROCEED
WITH�NEW�SUBMARINE�CABLES�ACROSS�THE�!TLANTIC�PROVIDES�A�TELLING�EXAMPLE�
WHICH�WE�DISCUSS�FURTHER�IN�#HAPTER����
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)N�THIS�SCENARIO��AS� IN�3CENARIO����OPERATORS�WHO�ARE�NET� RECIPIENTS
OF�SETTLEMENTS�TODAY�AGREE�TO�ACCELERATED�REDUCTIONS�OF�SETTLEMENT
RATES�� BUT� DO� SO� ON� CONDITION� THAT� THEY� ARE� GRANTED� THE� RIGHT� TO
CARRY� TRAFFIC� INTO� THE�NET
PAYER�COUNTRIES� SUCH�AS� THE�5+�OR� THE�53
USING� NEW� MODES� OF� OPERATION �� 4HIS� COULD� INCLUDE� )NTERNET
TELEPHONY��LEASED�LINE�RESALE�OR�THEIR�OWN�0O0S�ESTABLISHED�IN�THOSE
COUNTRIES�� /F� COURSE�� RELATIVELY� FEW� OPERATORS� IN� DEVELOPING
COUNTRIES� WILL� HAVE� THE� RESOURCES� TO� IMPLEMENT� SUCH� A� STRATEGY
THEMSELVES�� )T� IS�NEVERTHELESS�ENTIRELY�PRACTICAL�TO�DO�SO�THROUGH�AN
ALLIANCE�� THROUGH�AN�ARRANGEMENT� IN�WHICH�A�STRONG�OPERATOR� FROM
ONE�DEVELOPING�COUNTRY�CARRIES� TRAFFIC� FOR�OTHER�DEVELOPING�COUNTRY
OPERATORS�� !LTERNATIVELY�� SOME� THIRD� PARTY�� WHICH� MIGHT� WELL� BE� A
TELECOMS�OPERATOR�BASED�IN�AN�INDUSTRIALISED�COUNTRY��COULD�PERFORM
THE� NECESSARY� AGGREGATION� OF� TRAFFIC� AND� OPERATE� THE� NECESSARY
NETWORK�ARRANGEMENTS�UNDER�CONTRACT�TO�SEVERAL�DEVELOPING
COUNTRY
OPERATORS�

)N� EFFECT�� GOVERNMENTS� AND� TELECOMS� OPERATORS� FROM� DEVELOPING
COUNTRIES� WOULD� �IN� THE� 53� CASE	� BE� TURNING� AROUND� THE� &## S
POSITION�OF� REFUSING� TO�AUTHORISE�NEW�MODES�OF� OPERATION� SUCH� AS
LEASED
LINE�RESALE�OR�FOREIGN
OPERATOR�0O0S81�UNTIL�THE�CORRESPONDENT
COUNTRY S� SETTLEMENT� RATE� IS� REDUCED� TO� �OR� BELOW	� THE� BENCHMARK
RATE�PROMULGATED�BY�THE�&##��4HE�CORRESPONDENT�WOULD�PURSUE�THE
CONVERSE� PROPOSITION�� AGREEING� TO� ACCELERATED� REDUCTIONS� IN
SETTLEMENT� RATES�� ON� CONDITION� THAT� IT� RECEIVES� THE� RIGHT� TO� UTILISE
NEW�MODES�OF�OPERATION ��IN�THE�53��FOR�EXAMPLE��IT�WOULD�PETITION
THE� &##� TO� GRANT� 3ECTION� ���� AUTHORITY�� AND� FULL� INTERCONNECTION
RIGHTS��FOR�SUCH�AN�EXTENSION�OF�THE�CORRESPONDENT S�OPERATIONS�INTO
THE�5NITED�3TATES��FOR�EXAMPLE�VIA�A�FOREIGN
OPERATOR�0O0	��WITH�NO
FURTHER� CONDITIONS� OR� RESTRICTIONS� OTHER� THAN� THE� REDUCTION� OF
SETTLEMENT� RATES� TO� THE� AGREED� LEVELS�� &OR� CORRESPONDENTS� FROM
COUNTRIES� THAT� ARE�74/�MEMBERS�� THIS� IS� A�MATTER� OF� HOLDING� THE
INDUSTRIALISED�� NET
PAYER� COUNTRIES� TO� THE� LETTER� OF� THEIR
MARKET
OPENING� COMMITMENTS� IN� THE� ����� 74/� TELECOMMUNICA

TIONS�AGREEMENT�

???????????????
��� 3TRICTLY��REFUSING�TO�GRANT�3ECTION�����AUTHORISATION�
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)N�THE�NEW�3INGLE�-ARKET�SITUATION�THUS�CREATED��THE�CORRESPONDENT
WOULD� COMPENSATE� FOR� ITS� REDUCED� SETTLEMENT� RATE� FROM� INCOMING
INTERNATIONAL�CALLS�BY�A�LARGE�EXPANSION�OF�ITS�PROFITS�ON�INTERNATIONAL
TRAFFIC� TO� EACH� MAJOR� COUNTRY� THAT� IS� A� NET� PAYER� OF� SETTLEMENTS�
OUTSIDE�THE�TRADITIONAL�SETTLEMENT�SYSTEMS�AND�USING�ONE�OR�MORE�OF
THE� NEW�MODES� OF� OPERATION �� 4HE� INCREASED� PROFITS� WOULD� ARISE
FROM�

• )NCREASED�VOLUME��DUE�TO�REDUCED�COLLECTION�RATES�AND�INCREASED
MARKETING� AND� PRODUCT�SERVICE� INNOVATIONS� AND� ENHANCEMENTS�
FOR�WHICH�THERE�WOULD�NOW�BE�A�MUCH�GREATER�INCENTIVE�

• ,OW�UNIT� COSTS�� DUE� TO� THE�USE�OF� END
TO
END� TRANSMISSION� LINKS
AND�DOMESTIC�INTERCONNECT�AT�THE�DISTANT�END�OF�THE�CALL�

4O� FULLY� EXPLOIT� THE� 3CENARIO� �� OPPORTUNITY� IN� PRACTICE�� GROUPS� OF
DEVELOPING� COUNTRIES�WOULD� NEED� TO� FIND�WAYS� TO� AGGREGATE� THEIR
OUTGOING� TRAFFIC� TO� ACHIEVE� ECONOMIES� OF� SCALE�� 4HE� SCENARIO
INDICATED�SEVERAL�WAYS�THIS�CAN�BE�DONE��,IKELY�CANDIDATES�TO�LAUNCH
SUCH�AN�INITIATIVE�ARE�OPERATORS�THAT�HAVE�EMERGED�OR�ARE�EMERGING
AS� MAJOR� HUBBING � PLAYERS� IN� DEVELOPING� OR� NEWLY
INDUSTRIALISED
COUNTRIES��FOR�EXAMPLE��3INGAPORE�4ELECOM�ARGUABLY�IS�SUCH�A�PLAYER
ALREADY��AND�63.,�IN�)NDIA�APPARENTLY�INTENDS�TO�BECOME�ONE�

�� 0/343#2)04�
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#ONTEMPLATING� THE� RELATIVELY� UNPROMISING� PROSPECTS� OFFERED� FOR
SOME�DEVELOPING�COUNTRIES�BY�THE� 3OFT�,ANDING �SCENARIO��AND�THE
UNCONSTRUCTIVE�NATURE�OF�THE�#ONFLICT�3CENARIO��IT�SEEMS�WORTHWHILE
TO� SERIOUSLY� INVESTIGATE� THE� POSSIBILITIES� OF� 3CENARIO� ��� THE
#OMPETITIVE� 2ESPONSE� 3CENARIO�� !BOVE� ALL�� EVERY� EFFORT� SHOULD� BE
MADE�TO�AVERT�THE�#ONFLICT�3CENARIO��!T�WORST�� IT�MIGHT�DISRUPT�THE
ORDERLY�MANAGEMENT� OF� INTERNATIONAL� SERVICES�� OR� CONCEIVABLY� EVEN
INTERRUPT�SERVICE�BETWEEN�CERTAIN�COUNTRIES�AT�CERTAIN�TIMES��%VEN�ON
THE�MOST� OPTIMISTIC� VIEW�� IT� WOULD� SURELY� UNDERMINE� THE� EXCELLENT
WORKING�RELATIONSHIPS� THAT�HAVE�SO� FAR�MADE� INTERNATIONAL� TELECOM

MUNICATIONS�WORK�SO�WELL�
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4HE�BEST�OPPORTUNITY�FOR�DEVELOPING�COUNTRIES�IS�NOT�TO�CONCENTRATE
EXCLUSIVELY�ON�SEEKING�TO�MINIMISE�THE�DAMAGE�CAUSED�BY�REDUCTIONS
IN�INCOMING�SETTLEMENTS��THOUGH�THIS�IS�OBVIOUSLY�NECESSARY	��BUT�TO
RE
EXAMINE� THE�ENTIRE� CONFIGURATION�OF� THEIR�BUSINESS� TO�OBTAIN� THE
BEST� ECONOMIC� RESULTS� ACHIEVABLE� IN� THE� NEW� ENVIRONMENT�� )N
PARTICULAR��OPERATORS�IN�DEVELOPING�COUNTRIES�SHOULD�

• 2ESPOND� TO� THE� INCREASED� INCENTIVE� TO� CUT� COLLECTION� RATES� AND
EXPANDING�OUTGOING�TRAFFIC��THROUGH�A�MAJOR�EFFORT�TO�

)NCREASE� OUTGOING� VOLUME� BY� CUTTING� COLLECTION� RATES�� BY
EXTENDING�AND�ENHANCING�SERVICES�BY�IMPROVED�MARKETING��FOR
EXAMPLE�� THROUGH� INNOVATIONS� SUCH� AS� PRE
PAID� TELEPHONE
CARDS�� AND� THROUGH� OTHER� KINDS� OF� CARD� SERVICES	�� AND� BY
ATTRACTING� CAPITAL� INTO� WHAT� CAN� CERTAINLY� BE� VERY� PROFITABLE
INVESTMENTS�IN�EXPANDED�INTERNATIONAL�CAPACITY�

)NCREASE�MARGINS�FOR�OUTGOING�TRAFFIC�THROUGH�AGGREGATION�OF
TRAFFIC� FROM� MULTIPLE� COUNTRIES�� ACQUIRING� END
TO
END
TRANSMISSION�CAPACITY�INSTEAD�OF�HALF�CIRCUITS��AND�ESTABLISHING
0O0S�IN�INDUSTRIALISED�COUNTRIES�

-AKE� FULL� USE� OF� THE� NEW� MODES� OF� OPERATION �� INCLUDING
)NTERNET�TELEPHONY�

• $EVELOP� A� NEGOTIATING� APPROACH� FOR� BARGAINING�WITH� REGULATORS
AND� OPERATORS� IN� THE� INDUSTRIALISED� COUNTRIES� TO� ENSURE� THAT
REGULATORY� BARRIERS� IN� THOSE� COUNTRIES� WHICH� COULD� BLOCK
IMPLEMENTATION�OF�SUCH�A�STRATEGY�ARE�REMOVED�

• 2ECOGNISE� THAT� ACHIEVING� THIS� IN� PRACTICE� MAY� REQUIRE� SOME
CONCESSIONS�TO�THE�CONCERNS�OF�INDUSTRIALISED�COUNTRIES�WHERE�THE
TELECOMS�MARKET� IS�COMPETITIVE��3UCH�CONCESSIONS�MIGHT� INCLUDE
AGREEMENT�TO�REDUCED�SETTLEMENT�RATES�MATCHING��OR�REASONABLY
CLOSE�TO��WHAT�IS�BEING�SOUGHT�BY�THE�&##��OR�NEW�COMMITMENTS
�THROUGH� THE�74/�PROCESS�� FOR�EXAMPLE	� TO�A�PHASED� TIMETABLE
FOR� INCREASED� OPENING� OF� THE� NATIONAL� MARKET� TO� INTERNATIONAL
COMPETITION�

• $EVELOP� STRONG� COUNTRY� DIRECT �� CARD� CALLING� AND� CALL� BACK
SERVICES� OF� THEIR� OWN�� 4HESE� WERE� LESS� ATTRACTIVE� IN� THE� PAST
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BECAUSE�THEY�WOULD�HAVE�REDUCED�THE�INCOMING�TRAFFIC�IMBALANCE
AND�HENCE� THE� LEVEL�OF� SETTLEMENT�PAYMENTS��BUT�BECOME�MORE
AND� MORE� ATTRACTIVE� AS� SETTLEMENT� RATES� WITHIN� THE� TRADITIONAL
CORRESPONDENT�SYSTEM�MOVE�DOWN�TOWARDS�COST�

4HE� NEW� ENVIRONMENT�� WHILE� HIGHLY� CHALLENGING� FOR� ALMOST� EVERY
PARTICIPANT�� NEED� NOT� BE� A� ZERO� SUM� GAME �� 'AINS� FOR� ONE
PARTICIPANT�DO�NOT�NECESSARILY�MEAN�SETBACKS�FOR�ANOTHER��4HE�KEY�TO
MANAGING� THE� NEW� SITUATION� SUCCESSFULLY� IS� TO� RECOGNISE� THIS� FULLY�
AND� SEEK� OUT� SO
CALLED� WIN
WIN � SOLUTIONS� WHERE� AS� MANY
PARTICIPANTS�AS�POSSIBLE�CAN�ACHIEVE�A�POSITIVE�OUTCOME�
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