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Predicting the future in a fast-changing sector such as telecommunications is a bit like looking down the wrong end of a telescope.  It may be possible to forecast one small aspect in some detail, but it is rarely possible to forecast the big picture.  Thus, 15 years ago we could probably have foreseen how a technology such as telex would mature in terms of its market, its technology and its price. But we would not necessarily have predicted that in 1994 there would be 20 times as many users of other text communications services such as fax and electronic mail, most of whom have never used a telex machine.  





Predicting market structure is even harder than picking technological winners because there are so many imponderables -- government regulation, emerging markets, opportunistic and strategic alliances, differing approaches to corporate governance.  Nevertheless, it is possible to make a few safe bets.  In 15 years time, the industry will be dominantly privately-owned, competition will be permitted in most leading countries in both services and infrastructure, and the windfall profits that have characterised the industry in the late 1980s and early 1990s will be a fond memory.





Comparisons with the airline industry


This last point probably deserves some elaboration because it is the threat of declining profits which will be as significant in changing the market structure of the industry as the moves by policy-makers to privatise operators and open markets to competitive entry.  It is instructive to make comparisons between the international airline industry and the telecommunications industry because the processes of competition and deregulation are arguably five to ten years more advanced in the airline sector than they are in telecommunication services. Since the start of the 1990s, the airline industry has incurred losses in excess of US$16 billion, a figure which exceeds the cumulative profits made in the first 60 years of its history.  By contrast, the telecommunications sector has gone from strength to strength and, according to a recent OECD draft report (OECD Communications Outlook, 1995), now generates more profits than any of the industrial and services sectors reporting in the Fortune 500.  But how long can this last?








Figure 1:  Revenues expenses and profits in the telecommunications and international airlines sectors, 1988-92


Based on results from public telecommunication operators in 94 countries and 221 international airlines
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Source:	ITU World Telecommunication Development Report, 1994.
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In the short term, profitability can probably be sustained in the telecommunication industry without too much difficulty. Whereas the airline industry has suffered because it has little control over its input costs (aviation fuel, airport landing fees etc), the telecommunication services sector retains a high degree of control:





�SYMBOL 183 \f "Symbol" \s 10 \h�		The job-shedding which most of the leading carriers have undertaken in the last few years will have a positive effect on their future balance sheets;





�SYMBOL 183 \f "Symbol" \s 10 \h�		Capacity costs continue to fall at a much faster rate than prices.  For instance, capacity costs on the transAtlantic route have fallen by more than 30 per cent per year over the last ten years while prices have fallen by no more than 5 per cent per year;





�SYMBOL 183 \f "Symbol" \s 10 \h�		Tariffs charged to end-users still bear little relation to costs, especially in monopoly markets such as local call services or residential line rental.





Furthermore, there are still large areas of the world where the demand even for basic telecommunication services is a long way from being satisfied, notably in Asia and Africa. The rate of growth of new subscribers added to both the fixed-link network and the mobile communications network actually increased during 1993, suggesting that market saturation is still some way off at the global level.





Nevertheless, looking further ahead, it is clear that tight control over costs and continuing network growth may not be sufficient to maintain high profit margins in the telecommunication sector. The threats to profitability include:





�SYMBOL 183 \f "Symbol" \s 10 \h�		High levels of market entry, especially for long-distance and international telephone services, which must eventually trigger a price war. The first signs of this are evident in those international traffic routes where international resale is allowed and where call-back services have flourished;





�SYMBOL 183 \f "Symbol" \s 10 \h�		Slower than expected growth in demand for new and advanced telecommunication services. In the United States, for instance, over the last five years, spending per subscriber on telecommunication services (including mobile) has fallen in real terms from US$ 1'230 in 1989 to just US$ 1'030 in 1993 (see Figure 2). Spending per subscriber is a particularly critical indicator because it underlies most business plans for new investment. Nor is this malady confined to the US. Recent figures reported by operators in the UK show a slowing down in traffic growth at Mercury, while at BT traffic growth is slower than the imposed price cap limit of the retail price index minus 7.5 per cent (RPI-7.5%). This would imply a fall in revenue in real terms from traditional telephony services;.





�SYMBOL 183 \f "Symbol" \s 10 \h�		Growing evidence that new services are beginning to compete with, and substitute for, existing services rather than creating new demand. For instance, mobile services are beginning to compete directly with fixed-link services and Internet-based electronic mail is beginning to substitute for fax traffic.








Figure 2:  Where's the growth?


Revenue per service and revenue per subscriber for communication services in the United States, 1989-93
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Note:	Figures expressed in constant 1993 prices, corrected for US consumer price inflation.


Source:	ITU World Telecommunication Indicators database, Paul Kagan Associates.





Extending the analogy between the airline industry and the telecommunication sector a little further, it is clear that companies in both sectors have been used to operating in markets where demand exceeds supply and that this situation no longer prevails, at least not in developed economies. Both sectors have responded by cutting prices and by introducing a complex range of discounts and billing options geared towards business users and high usage residential customers.  Overcapacity in the airline industry has a direct effect on today's profits -- running empty planes costs money.  But in the telecommunications industry overcapacity -- in the form of empty cables -- just lengthens the payback period.  For the moment, the traditional telecommunications operators have time on their side.





Restoring demand-led growth


So, the basic scenario is this: the telecommunications industry has around three to five more years of generous profit margins ahead before the crunch comes.  How should the industry prepare itself? The major task seems to be to stimulate demand for new services. In some sectors of the industry this should be relatively easy and can be achieved through price reductions. For instance, as prices for mobile communication services come down, a new market among residential customers, especially teenagers, is opening up.  Similarly, as leased line prices come down in Europe to match those of the United States, an equally vibrant market for Internet-based electronic information services should develop.  But this will not necessarily reverse the decline in the level of spending per subscriber.  The answer may lie in a shift towards flat-rate tariff structures, as used in the cable TV industry, rather than usage-based tariffs that have characterised telecommunication services. Flat-rate tariff structures are more conducive to the development of multimedia, entertainment-based services, a quest which is currently the holy grail of the telecommunications sector





A secondary task to that of stimulating demand is the requirement to invest in new infrastructures which will facilitate the development of new services.  The profits of the early 1990s were founded on a substantial round of investment to introduce digital switching and to lay fibre-optic cable in the inter-exchange network.  The next round of investment will involve completing the digitisation process and laying fibre in the local loop so that public telecommunications networks are "video ready".  Much of the current talk about building national information infrastructures is misdirected because it focuses on supply-push rather than demand-led growth.  But nevertheless, there can be no substitute for investment and it is important that a significant share of the current windfall profits are re-invested in the network rather than being dispersed in dividends to shareholders.





The early part of the next Century is likely to be characterised by falling costs and increasing choice for subscribers.  It is a scenario in which the real winners should be telecommunications customers. It is also a future in which suppliers of "content" will thrive while suppliers of "carriage" will merely survive.  For telecommunication service providers, there is a profits squeeze coming, and steps need to be taken now, during the good years, to prepare for the lean years ahead.  The secret to success will lie in successfully managing the transition from providing simple carriage to offering higher value services.  To quote Robert Allen, the Chairman of AT&T when asked how the telecommunications map will be configured once the dust settles: "I certainly don't know, but I'm sure it's going to be fun".








�	The views expressed in this paper are those of the author and do not necessarily reflect the opinions of the International Telecommunication Union or its Members. This article draws upon material presented at the 6th Economist Telecommunications Conference, Madrid, 25-26 October 1994.
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