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In the last few months, the cause of free trade in telecommunications has received two distinct boosts. The successful conclusion to the World Trade Organization negotiations on basic telecommunications, announced on February 15, 1997, extends the coverage of the General Agreement on Trade in Services (GATS) to virtually all of the US$ 600 billion telecommunication service sector. A few months earlier, in Singapore, most of the leading economies had also signed up to a deal on the liberalization of trade in information technology products, including telecommunication equipment. The countries that signed this “Ministerial Declaration” have committed themselves to the progressive elimination of import tariffs and duties on a wide range of goods. 





Taking these two trade liberalization agreements together, there is now a commitment to liberalize a market area worth more than one trillion US dollars in total. Cross-border trade in telecommunication equipment and services, already worth more than US$ 100 million in 1996, is likely to grow at a much faster rate than ever before (Figure 1). But what does it mean for the Asia-Pacific region? This paper assesses the commitments made under the two agreements by the economies of the region and examines their significance for future trade, both within the region and between the Asia-Pacific region and the rest of the world. The paper draws upon research published in the ITU’s “World Telecommunication Development Report, 1996/97” as well as upon the text of the two trade agreements.�





Trade in telecommunication equipment


Trade in telecommunications can be defined as sales oftransactions in telecommunication equipment orand services that cross national borderss. The import and export of telecommunication equipment conforms well to our traditional understanding of trade as buying and selling. Global exports of telecommunication equipment reached US$ 58 billion in 1995, an increase of over 20 per cent from the previous year and a more than twofold rise since 1990. Exports now account for about one-third of the total telecommunication equipment market and that share continues to rise steadily. This boom has been largely driven by the growth in demand for telecommunication services which in turn is driving the construction and modernization of networks, not only the fixed line network but also alternative networks such as cellular radio or the Internet.





The United States is now the biggest exporter of telecommunication equipment, accounting for almost one-fifth of worldwide exports. Japan, which was the largest exporter in 1990, has seen its share of exports fall by half to 12 per cent in 1995. On a regional basis, Western Europe is the largest exporter. Its share of exports have risen since 1990 and now account for over 45 per cent of the world’s total. The rest of the world, primarily developing countries outside Asia, accounted for 12.3 per cent of imports, but just 1.4 per cent of exports, in 1995.








Figure 1: Telecommunications goes global


Trends in global telecommunications trade, 1990-95, and global sales of telecommunications equipment and services, 1990-2000
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Note:	The left chart shows the value of the telecommunication market traded internationally. 


	Telecom equipment exports cover product categories SITC 764.1, 764.3. 764.81 and 764.91. 


	Settlement payments shows estimated payments made under the accounting rate system to terminate international telephone calls. 


	Other is an estimate of other types of telecommunications trade achieved, for instance, by foreign direct investment in privatizations, mobile ventures, Build/Transfer arrangements, license awards, loans and aid, telecommunications consultancy, mobile roaming, etc. 


	The right chart shows the total value of the telecommunication market. Figures for 1996-200 are ITU forecasts.


Source:	ITU World Telecommunication Development Report, 1996/97.





The telecommunication equipment industry is particularly important in East Asia. Exports have fuelled the region’s explosive economic growth over the past two decades. At the same time, rapid economic development has generated demand for infrastructure-related imports and investment. This is clearly evident in the region’s telecommunication sector where trade, infrastructure development, investment and network usage have all doubled since 1990 (Figure 2).





There is a clear link between telecommunication equipment, service development, traffic and investment. Rising incomes in the region mean that telecommunication services have become more affordable, driving demand for new telephone lines (chart 1). As the emerging economies in the region become more integrated in the global economy through increased trade, travel and foreign investment, the need for international communications links grows (chart 2). These demand drivers in turn lead to greater capital expenditure (chart 3) and higher demand for the import of telecommunication equipment (chart 4).  





Unlike other developing regions, East Asia has also developed a strong telecommunication equipment sector, exporting almost as much as it imports. This has come about in two ways. First large markets hungry for telecommunications, such as China, Indonesia, the Philippines and Thailand, have been able to attract foreign equipment manufacturers to set up joint ventures. Initially much of the production was used locally but is now starting to be exported as well.  Second, the tendency toward equipment liberalization has opened up new markets for customer premises equipment such as telephone sets, facsimile machines, and mobilephones. This type of equipment fits in well with the expertise East Asian economies have acquired from exporting consumer electronic products (radios, televisions and cassette recorders).  





Figure 2: Squaring the circle in East Asia


Growth in main lines		>>>>>	leads to	   >>>>>	Growth in traffic	>>>>>   leads to   >>>>
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>>>>>	Growth in investment	>>>>>	leads to	>>>>>	Growth in trade
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Note:	East Asia defined here to include China, Vietnam, Indonesia, Philippines, Thailand, Korea (Rep.), Macau, Malaysia, Hongkong, Singapore, Taiwan-China.


Source:	ITU World Telecommunication Indicators Database.





Trade in telecommunication services


Trade in telecommunication services is a more difficult concept to grasp and, until recently, opportunities for services trade had been more limited than for equipment. Telecommunication services trade includes real-time transactions that cross national borders, such as telephone calls or electronic mail sent from one country to another. ItTrade in telecommunication services also covers foreign investment, such as the purchase of telephone companies by foreign investors or joint ventures between local and foreign partners to establish new telecommunication service companies. But what exactly is being bought and sold? One way of answering the question is to look at the ways by which services can be traded: cross-border supply, commercial presence, consumption abroad and movement of staff.





Of these four modes of delivery, cross-border provision is by far the most important. International telephone calls have risen from under 4 billion minutes in 1975 to over 60 billion in 1995, a growth rate of 15 per cent a year. In 1995, international telephone calls generated US$ 53 billion in retail revenues which corresponds to 8.7 per cent of the global telecommunication service market. If the telephone company that billed the call kept all the money, this would not be a trade issue because no cash would leave the country. But, by international agreement, the telephone company in the country where the call is billed should pay the telephone company at the other end for terminating the call. This works contrary to the traditional concept of trade: a country that exports telephone calls must pay countries that import the calls. 





In the Asia-Pacific region, there is a marked and growing difference between the level of incoming and outgoing traffic in different countries (Figure 3). The highest levels of traffic are recorded in Hongkong and Japan, with the former slightly ahead despite the fact that it has only less than a twentieth of the number of inhabitants. Both make net settlement payments to the rest of the world. China ranks third in the region by level of outgoing traffic but gains a considerable income from settlement payments. In 1995, it is estimated that China gained almost half a billion US dollars from its traffic partners including a net payment of US$ 240 million from the United States alone. The Philippines too is a major net beneficiary of the accounting rate system. Incoming traffic to the Philippines in 1995 amounted to some 540 million minutes, or some three times greater than its outgoing traffic.





Figure 3: Winners and losers in Asia-Pacific telecommunication services trade


Volume of outgoing minutes of international telephone traffic, and net settlement payments, selected Asia-Pacific economies, 1995
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Note:	Estimated net settlement payments are based on the volume of incoming and outgoing international traffic for each economy. An economy with a net surplus of incoming traffic will have a net settlement payments surplus.


Source:	ITU/TeleGeography Inc. “Direction of Traffic Database”.





The second most important way in which telecommunication services are traded is through foreign investment to establish a commercial presence. Historically, opportunities for foreign investment in the telecommunication services sector have been limited by the fact that most countries had state-owned monopoly carriers. This era is now coming to an end. Since 1984, 44 Public Telecommunication Operators (PTOs) have been privatized raising US$ 159 billion of which just over half has come from the Asia-Pacific region (Figure 4). To put this figure in perspective, the amount raised when NTT of Japan was privatized in the second half of the 1980s (a total of 34.6 per cent of the company was sold raising US$ 70.5 billion, exceeds all the other Asia-Pacific privatizations added together. For the world as a whole, around one-third of investment in privatizations has come from outside the home country of the privatized operator. When Telecom New Zealand and Optus of Australia were privatized, foreign investors played a leading role. However, among Asian economies, there has been less demand for foreign capital. Indeed, Asian PTOs themselves are now some of the most active in foreign privatizations, notably Telekom Malaysia (in Ghana, Guinea and South Africa) and Korea Telecom (in Mongolia).





As well as privatizations, there are an increasing number of opportunities for foreign investors to establish foreign subsidiaries or to join others in joint ventures. The mobile communications market has proved particularly fruitful as countries have licensed additional operators and introduced new services. In the Asia-Pacific region, foreign investors are present in a number of mobile ventures, notably AirTouch of the United States (in India, Japan and Republic of Korea) and Vodafone of the United Kingdom (in Australia, Fiji and Hongkong).





Finally, a small but growing part of telecommunication services trade is derived from either the movement of customers or the movement of staff outside their home country. While difficult to quantify, available evidence suggests this form of trade is already significant and growing fast. Examples include mobile roaming and telecommunication consulting activities.





Figure 4: Asia-Pacific: leading the world in Telecom Privatizations


Privatizations of Public Telecommunication Operators, by value by region 1984-96, and amount raised in selected Asia-Pacific privatization transactions
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Note:	Break in scale for NTT in right chart.


Source:	ITU Privatizations Database.





Trade liberalization in Asia-Pacific


Freer trade in telecommunications promises to deliver at least three economic gainsbenefits: new and improved products and services, lower prices for them and additional investment. Open trade in telecommunication services shwould result in more competition, lowering prices for most businesses and for many consumers and providing boththem with a choice of different service providers. On the other hand, many developing countries have deep-seated fears that by opening up their market to competition and foreign investment they will be losing control of a strategic industry. In some ways the negotiations on basic telecommunications carried out at the World Trade Organization between 1994 and February 1997 came too early for the Asia-Pacific region as many economies in the region are still in the process of reform of their sectors. Other economies are not yet members of the WTO. 





Nevertheless, among the 69 economies which have thus far signed the agreement on basic telecommunications, some 16 were from the Asia-Pacific region. Indeed, virtually all the economically significant economies are represented, and two of those which are not signatories—China and Taiwan-China—are in the process of accession to the WTO. However, looking in more detail at the commitments made, it is clear that several of the offers do not go very far towards liberalization. While on the one hand, developed economies such as Australia and New Zealand have promised to allow unlimited competition from the date when the agreement comes into force (January 1, 1998) and to remove virtually all foreign ownership restrictions, at the other end of the scale economies such as Brunei Darussalam have made only a commitment to review the scope of the existing monopoly at some future date. Between those two extremes, economies such as Japan or the Republic of Korea allow competition but still have quite stringent controls over foreign direct investment, especially in incumbent operators. Equally, economies such as India, Malaysia or Indonesia leave a large degree of discretion to the regulator in deciding the degree of future competition. Indeed, for some economies, the commitment made at the WTO does not go as far as current legislation already allows in permitting foreign ownership and competition.





�
Table 1: Asia-Pacific economies making commitments under the WTO agreement on basic telecommunications


As at February 15, 1997





Country�
Foreign ownership limitation�
Comments�
�
Australia�
None�
Unrestricted competition as from July 1997. End of limits on numbers of carriers from that date.�
�
Bangladesh�
Reserved for exclusive operator �
Duopoly in domestic voice and private leased circuits infrastructures. Competition in services provided over those infrastructures. Four licences plus government operator for mobile cellular.�
�
Brunei Darussalam�
Reserved for exclusive operator �
Commits to undertake policy review in 2010.�
�
Hongkong�
None�
Revised offer commits to competition in international simple resale for fax and data. Already permits competition in local market for most telecommunication services and for infrastructure after June 1998. Allows call-back and other alternative calling procedures.�
�
India�
25%�
New licences for fixed networks will be issued when the regulatory authority determines there is a need. Commits to allow one operator in addition to MTNL in each service area, with ten year licences.�
�
Indonesia�
35%


Except personal communication services which only require a joint-venture with a local company.�
Telephone and circuit-switched data services currently supplied by a number of suppliers with exclusive rights. A policy review will take place when current licenses expire: in 2001 for local service, 2006 for long-distance and 2005 for international. Service competition for packet-switched data, telex and Internet subject to use of networks of existing operators. Competition in domestic mobile, paging and payphone services.�
�
Japan�
20% in KDD and NTT. 100% in all other suppliers.�
Open market access in most market areas, including a commitment to eliminate prohibitions on international simple resale. Foreign ownership restrictions limited to KDD and NTT.�
�
Korea, Republic of�
20% in Korea Telecom (33% from 2001). 33 % in all other suppliers (49% from 2001).�
Revised offer raises foreign equity participation from 2001. Competition in fixed network services and full competition in resale of telecommunication services (without phase-in) including voice resale as from 1999.�
�
Malaysia�
30% in existing licensed PTOs�
New offer allows foreign ownership of up to 30 per cent of existing licensed PTOs.�
�
New Zealand�
None, except no single foreign shareholder in TCNZ may hold more than 49.9%�
Open market in all basic telecommunication services and all market segments.�
�
Pakistan�
None�
Revised offer phases out restrictions on cross-border supply of voice telephony and telegraphy services from 2004. No commitment on commercial presence. Competition in private leased circuits as from 2004 and in satellite services outside the area of monopoly. Open market in data transmission, e-mail, Internet and video-conferencing.�
�
Papua New Guinea�
Reserved for exclusive operator �
All telecommunication services are reserved to the exclusive operator until 2002. Offers to review and announce additional licenses by 2000.�
�
Philippines�
40%�
Commitment to competition in telephone, data and, in revised offer, cellular mobile. Market access for new entrants to be determined by a public interest test.�
�
Singapore�
49%�
Revised offer commits to the phase-in of competition in facilities-based telecommunication services from April 2000 with the licensing of up to two additional operators. Open markets for cellular and other mobile services as from April 2000. Commits to resale of public-switched capacity for most basic services, though not allowing interconnection of private leased circuits to the public network. �
�
Sri Lanka�
35% in Sri Lanka Telecom Ltd.�
Duopoly in international voice telephone services as from 2000, depending on satisfactory progress in tariff rebalancing. Competition in local and domestic long-distance telecommunication services. Four mobile licenses issued (review in 2000). Five year duopoly in wireless local loop. Five licenses issued for public payphones and paging services; six for data transmission. Licenses for satellite services under consideration.�
�
Thailand�
20%�
Revised offer commits to introduce market access and national treatment in telephone, telex, telegraph and fax, as from 2006.�
�



Note:	Offers confirmed before the 15 February 1997 deadline.


Source:	ITU, adapted from World Trade Organization.





�
As noted above, for some Asia-Pacific economies, the agreement came at the wrong time. This is the case notably for Hongkong which, with the handover to China imminent, was able only to make certain commitments on the fringe of the existing monopoly, for instance relating to the legality of call-back or resale of non-voice traffic. On the other hand, the Singaporean government found the WTO talks to be a valuable tool to bring forward the end of the monopoly of its incumbent operator, SingTel. The government has paid the company US$ 1.06 billion in compensation for terminating its monopoly on 31 March 2000, seven years ahead of the originally planned date.





For many of the economies of the Asia-Pacific region, which are actively investing in network build-out or nurturing domestic telecommunication equipment sectors, the Information Technology Agreement, which is due to be signed on April 1 1997, may prove more significant. At the Singapore Ministerial meeting of the WTO in December 1996, several economies from the Asia-Pacific region indicated their willingness to the sign the agreement, including Australia, Hongkong, Indonesia, Japan, Republic of Korea, Singapore and Taiwan-China. Signatories undertake to reduce import duties on information technology equipment, including telecommunication transmission and switching equipment, in four equal annual instalments, beginning on July 1 1997 and culminating in their abolition in the year 2000. In some Asian countries, this move could reduce the price of telecommunication equipment by up to one third.





How soon, how significant?


Discussion of these trade liberalization moves prompts the question as to how soon will they be implemented and how significant will be the expected benefits? In the developed economies of the region, there is now ample evidence of the benefits that market liberalization can bring. To take just one example, in Japan the mobile cellular market was liberalized in 1994 with the licensing of new operators, the hiving off of NTT’s mobile communication activities into an arms-length company (NTT DoCoMo), the introduction of a new local-area cordless technology (PHS, or Personal Handyphone System) and the liberalization of the handset market. The results of these moves are striking. At 31 March 1994, Japan had just over two million cellular subscribers. Two and half years later, there were more than 16 million, and the growth rate had accelerated into triple figures (Figure 5).





Figure 5: Liberalize and grow


Cellular markets in Japan, 1988-96, and Sri Lanka, 1990-95
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Note:	The data for Japan relates to the financial year ending on 31 March. Data for FY1996 (31 March 1997) are a projection based on results in the first half of the year.


Source:	ITU World Telecommunication Indicators Database.





The evidence for developing markets is more limited, because the experience of competition is much more recent. But there is growing support for the view that market liberalization can be as beneficial in developing countries as it has proved to be in industrialized nations. Mobile cellular is one area that numerous developing countries have liberalized, either by allowing private (and often foreign) investment or competition. As a consequence, cellular is booming in many developing markets. While it is true that, in some countries, high prices have made mobile communications an option only for the wealthy, in other markets, particularly where competition is allowed, cellular is rapidly extending accessibility. In Sri Lanka, four cellular competitors, all with strategic foreign partners, collectively added as many subscribers in 1995 (24’000) as the fixed line network. Cellular now accounts for 21 per cent of all telephone subscribers, up from just 1 per cent in 1990. Cellular connection charges are less than those for the fixed line network and although subscription charges are still relatively high, they are falling rapidly(charges were cut by 50 per cent cut in 1995.





A second area where there is clear evidence of the benefits of liberalization comes from the market segment where competition is currently the most keen: in international telephone services. Those markets where competition is permitted have achieved higher rates of growth than countries that have retained a monopoly. For developed economies, this difference is significant but relatively marginal; competition has raised the growth rate of traffic per subscriber from 5.6 per cent to 9.3 per cent per year since 1990. However, for emerging markets the difference is much more striking: competitive markets grew their international traffic per subscriber by 11.7 per cent per year compared with just 5.2 per cent per year in monopoly markets, over the same period (Figure 6). This suggests that the potential benefits of trade liberalization might actually be greater for emerging markets than for developed ones. 





Figure 6: Growing the market 


Effects of market liberalization on minutes of international traffic per subscriber line, in developed countries and emerging markets, 1990-95
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Note: 	The analysis is based on the growth in minutes of international outgoing traffic. The analysis is based on 39 major economies. For developed countries, the following markets were considered as permitting some degree of competition in international services by the end of the period: Australia, Japan, Sweden, United Kingdom, United States. For emerging markets, the following were considered as competitive markets: Chile, Korea (Rep.) and the Philippines.


Source:	ITU World Telecommunication Indicators Database.





Why should this be so? One part of the answer is because of unmet demand. Some 43 million people are on official waiting lists for telephone connection in emerging markets and the average waiting time is more than a year. By introducing new investment in the market, waiting lists can be sharply reduced. A second area where emerging markets appear to have more to gain is prices, since telephone services form a larger part of household consumption than in developed countries. Liberalization has reduced prices in sectors where competition is allowed such as mobile cellular. In the Philippines, where there are five cellular competitors(four of which have strategic foreign partners(cellular subscription charges are less than US$ 2 a month compared to US$ 10 for the fixed line network. Cellular customers now account for 26 per cent of all telephone subscribers in the Philippines, up from just 2 per cent in 1990. 





What about the potential costs of trade liberalization? Some governments are afraid that they will lose the ability to control entry and ownership in their domestic markets. The truth is that, at the international level, governments have already virtually lost the power to dictate who can provide services. For example, the development of alternative calling procedures (such as calling cards, country-direct services and call-back) has occurred at a much faster rate than had been expected a few years ago. As a result, almost all markets are now open to some degree of competition. This case is well-illustrated in Hongkong and India. Since 1992, between half and two-thirds of the market for outgoing international traffic to the main calling partner (United States) has been “lost” to call-turnaround, even though the incumbent operators in those two countries still have a legal monopoly over traffic. Governments still have some degree of control over market access, for instance to determine who has the rights to terminate international calls in their territory, but their ability to decide who can carry outgoing calls, or to determine how they are routed, has all but disappeared. 





By making commitments to open their market, governments are merely acknowledging what is already happening. In particular, it is necessary to reflect on the changing role of government, from being a direct player in telecommunications to a policy-maker and regulator. Even though their direct operational influence may be greatly diminished, there will be more work for governments to do under a competitive market environment than was the case under monopoly service provision. That is because existing market players as well as potential new entrants will be looking for clear guidance on what sort of regime will be established for issues such as interconnection, numbering, universal service obligations, licence conditions, tariff policy and so on. The significance of the market opening agreements lies in the fact that they have been negotiated as part of a multilateral treaty, the offers and commitments are binding on governments and practically irreversible.





Towards a multilateral trade framework


A new paradigm is emerging for international trade in telecommunications. The old paradigm, which might be loosely described as “inter-national” telecommunications, was based on bilateral relations between countries. The monopoly operators in those countries collaborated in the joint provision of international services. This paradigm is now breaking down, not so much because the system is not working, but rather because it now fails to capture the full picture. The new paradigm is based on global competition. It recognises that trade in telecommunication equipment and services now takes place in a multilateral environment in which the majority of trade relationships include multiple intermediaries between buyer and seller. We are moving from a world of one-to-one relations to a world of many-to-many. It is not nations that trade with other nations, but companies and individuals that conduct trade with each other.





For many telecommunication users, the transition to a multilateral trading system will bring benefits in terms of greater choice and lower prices. For the majority of carriers, there will be significant benefits in terms of creating new market opportunities and a more level playing field. The goal is to extend the multilateral solution in which all countries move forward together and in which all benefit, not just those carriers with market power. Only then will the benefits of global competition be extended to all the world’s inhabitants.
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