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W ork ing papers prepared for th e  Productivity Com m is s ion 
Th e  Productivity Com m ission d istributed  a confidential pre -re le as e  d raft of its  report 
“Inte rnational Bench m ark ing of A ustralian Te le com m unications Se rvice s” in D e ce m b e r 
19 9 8, and as k e d  for com m ents. Te lstra as k e d  NECG to com m ent on th e  report. In so doing, 
w e prepared  s ix w ork ing pape rs : 

• “Financial perform ance  and com parability” e xam ine s  som e  of th e  factors th at 
drive  d iffe rence s  in te le com m unications service s  in d iffe rent countrie s , and 
com m ents on th e proble m s of us ing price s  as  an ind icator of productive  
e fficiency; 

• “Nom inal exch ange  rates and PPP’s” d iscus s e s  th e  us e  of d iffe rent e xch ange  
rate  m e asure s  in com paring te le com m unications service s  price s; 

• “Th e USO  and th e  im pact of geograph y on costs” addre s s e s  th e  im pact of 
d em ograph y on te le com m unications costs; 

• “Rebalancing” d iscus s e s  h ow  price  re -balancing such  th at price s  re fle ct costs 
im pact on re lative price s  in th e  d iffe rent te le com m unications m ark e ts; and  

• tw o pape rs, “Com m entary on th e  Finn ish  telecom m unications m ark e t” and 
“Com m entary on th e  Sw ed ish  telecom m unications m ark e t” d e scribe  som e  of th e  
fe ature s  of th e  tw o low e st price d  countrie s  in th e  Com m ission’s analysis. 

Th e  m ate rial w as provided  to th e  Com m ission for th e  follow ing purpos e s : 

• to point out are as  w h e re  th e  analysis w as  an insufficient bas is for th e  initial 
conclusions. For e xam ple , in th e pre -re le as e  d raft th e  Com m ission concluded 
th at th e price  d iffe rence s  b etw e e n Scand inavian countrie s  and  A ustralia w e re  
th e  re sult of d iffe rence s  in productive  e fficiency, ye t th e  Com m ission 
provided  no m ate rial on input costs or input q uantitie s  w h ich  w ould sustain 
such  a vie w ; 

• to sugge st are as  w h e re  th e  balance  of th e  Com m ission’s argum ents could b e  
im proved. For e xam ple , th e pre -re le as e  d raft dow n-played  th e  im pact of 
d em ograph ics  on costs, in contrast to th e  w e igh t of e vidence  th at sugge sts  
th at low  custom e r d ensity (large  m e d ian d istance s  b etw e e n subscribe rs) h as  a 
s ignificant im pact on costs; and  

• to provide  som e  back ground  inform ation on Sw e d en and Finland, th e  low e st 
price d  countrie s  in th e  sam ple . W e  spe cifically ask e d  th e  Com m ission to note  
th e ir ligh t-h and e d  re gulation, th e ir lack , in practice , of any industry spe cific 
b e h avioural re gulation, th e ir re liance  on general com pe tition law , th e ir 
w illingne s s  to sustain s ignificant price  re -balancing, and th e ir strong 
pre fe rence  for com m e rcially ne gotiated  outcom e s  ove r re gulated  outcom e s.  
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O ur m ost im portant conclusion is th at th e  balance  of th e  e vidence  sugge sts  b ette r outcom e s  
occur w h en te le com m unications falls und e r th e  sam e  com pe tition rule s  as  any oth e r 
busine s s  in th e  e conom y. Th e  e vidence , to th e  e xtent th at one  can draw  policy conclusions 
from  price  com parisons, doe s  not provide  an une q uivocal endors em ent of 
te le com m unications specific b e h avioural re gulation.  

W e  h ave not atte m pted  to draw  toge th e r th e  w ork ing pape rs  into a s ingle  report, but include 
th e m  large ly in th e  sam e  form  as  th ey w e re  originally provided  to th e  Com m ission.  A s  a 
re sult, th e pape rs  include som e  repetition. A nd ine vitably, th e  Com m ission w ill h ave  m ad e  
ch ange s  to its pre -re le as e  report to w h ich  w e  are not privy.  H ence , som e  of th e  ob s e rvations 
w e  h ave  m ad e  m ay not b e  ge rm ane  to th e ir final report. 
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Financial perform ance and com parab ility  
In its pre -re le as e  d raft, th e  Com m ission id e ntifie s  consid e rable  te le com m unications service s  
price  variation across  a sam ple  of countrie s , and th en draw s  conclusions w ith  re spe ct to 
productive  e fficiency from  th os e  d iffe rence s. In so doing, th e  Com m ission: 

• fails to ad e q uate ly addre s s  im portant factors th at m igh t re sult in price  
d iffe rence s  th at are unre lated  to productive  e fficiency; and  

• e rrone ously state s  th at th e  financial pe rform ance  of som e  of th e  com parator 
com panie s  is sim ilar, and on th at bas is, concludes  th at price  d iffe rence s  m ust 
b e  a function of productivity diffe rence s. 

W e  strongly sugge st th at Com m ission re vie w  th e ir report to tak e  into account th e s e  
s h ortcom ings. In particular, w e  w ould ask  th e  Com m ission to und e rtak e  a m uch  m ore  
e xh austive  analysis of financial pe rform ance  b efore  m ak ing th e ir conclusions. A  d e e pe r 
e xam ination of th e  Com m ission’s  data sugge sts  th at th e  m ost plausible  conclusion th at can 
b e  d raw n is  th at d iffe rence s  in financial pe rform ance  is a s ignificant factor in th e price  
d iffe re ntials. Th is is not th e  conclusion th at th ey re ach . 

Factors  th at influence prices  

Th e  Te lcos in th e  sam ple  are  all re q uire d  to re m ain fre e -stand ing, financially viable , 
te le com m unications com panie s. Th is cle arly m e ans th at th ey m ust e arn sufficient re venue to 
cove r all of th e ir ope rating costs, m ak e  an appropriate  re turn on th e  capital, and be  assure d  
of b e ing able  to finance  inve stm ent costs. Given th is, th e  m ost w e  can conclude i s  th at a h igh  
price  com pare d  to its pe e rs  (assum ing w e  h ave us ed  appropriate  e xch ange  rate s ) could b e  
th e  re sult of s eve ral d iffe rent factors, inter alia: 

• d iffe rence s  in th e  cost of capital for e ach  of th e  firm s  or th e  re turns th at e ach  
firm  m ust pay to its  s h are h old e rs  —  ie  financial pe rform ance ; 

• e xte rnal factors such  as  d em ograph ics  th at are  outs ide  th e  control of th e  
Te lco, but w h ich  none  th e  les s  h ave  an im pact on costs; 

• d iffe rence s  in th e  accounting conventions used in price  d ete rm inations, to th e  
e xtent th at it can pass  th e s e  costs on to custom e rs; and  

• d iffe rence s  in th e  ave rage  age  of th e  as s ets  em ployed  in th e  netw ork , w h ich   
in turn d epends  on th e  accounting conventions used. 
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1. Financial perform ance 

Th e  Com m ission state s  th at: 

“A num ber of carrie rs h ave sim ilar financial perform ances. Th is suggests th at productivity 
d ifferences are  approxim ately reflected in  th e ir relative prices subject to … . qualifications and 
assum ptions” 

Th is state m ent is q ue stionable  on th e  bas is of th e  data pre s ente d  in th e  report its elf. W e  
doubt w h e th e r such  d ive rgent re turns w ould b e  d e scribe d  as  “sim ilar” by m ost inve stors. 

Th e  ob s e rvation th at low  re turns m ay b e  a s ignificant drive r of low  price s  in Finland  and  
Sw e d en is  in accords  w ith  generally accepted  vie w s  on th e s e  m ark e ts; th ey h ave  h istorically 
e arne d  low  rate s  of re turn. In th e  cas e  of Finland, ow ne rs h ip arrange m ents th at e ffe ctive ly 
pay d ividends in th e  form  of low e r price s  (s e e  our d iscuss ion pape r on Finland) furth e r 
support th is ob s e rvation.  

Finally, th e re  w ould appe ar to b e  at le ast som e  re lationsh ip b etw e e n financial pe rform ance , 
as  m e asured  by EBIT, and th e price  bas k e ts pre s ented  by th e  Com m ission, as  s h ow n in 
Figure  1.  

 

O f cours e , th e  fore going analysis is sim plistic and  it w ould b ene fit, as  w ould th e  
Com m ission’s study, from  a rigorous analysis. Th is sh ould include  econom ic value  add e d  
(EVA ), w h ich  w ould tak e  into account m any oth e r factors, not le ast of w h ich  is th e  risk  fre e  
inte re st rate  in e ach  m ark e t. 

Figure 1. Relationsh ip b etw een EBIT and price  bask et 
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Th e re  is no d iscuss ion at any stage  in th e  report as  to w h e th e r th e price s  of a particular Te lco 
drive  a re turn is  th at is e fficient in th e  s e nse  th at it re w ards  inve stors  appropriate ly. H ence : 

• s ince  financial pe rform ance  is lik e ly to b e  a k ey  drive r of price s , but h as not 
b e en addre s s e d  prope rly by th e  Com m ission; and  

• s ince  from  an e conom ic pe rspe ctive  it is not poss ible , a priori, to say w h e th e r 
low  price s  are  b ette r th at h igh  price s , 

th e  Com m ission is in no pos ition to judge  w h e th e r price s  are  e fficient, le t alone  w h e th e r 
Te lcos are productive ly e fficient. 

W e w ould urge  th e  Com m ission to undertak e  a m uch  m ore  exh austive analysis of financial 
perform ance before  m ak ing any conclusions. A d e epe r exam ination of th e  Com m ission’s data suggests 
th at th e  m ost plausible conclusion th at can be draw n is th at d ifferences in  financial perform ance  are  a 
sign ificant factor in  th e price  d ifferentials. It is e asy to s e e  th e  e conom ic dam age  th at could 
re sult from  failing to re cognis e  th is issue . A  re gulator th at confus ed  productive  ine fficiency 
w ith  price  d iffe rence s  re sulting from  an e fficient but h igh e r re turn on as s ets  could b e  lik e ly 
to im pos e  price  re gulations th at stifle  e fficient inve stm ent. 

2. O th er factors  th at influence perform ance  

Productive efficiency 

Th e  Com m ission concludes  th at productive  ine fficiency e xplains  th e  ob s e rved  price  
d iffe rence s. H ow e ve r, th e  Com m ission cannot re asonably do so w ith out a m ore  rigorous 
analysis of th e  alte rnative s. 

Even if one  w e re  to assum e  th at price  d iffe rence s  w e re  th e  re sult of a productivity 
d iffe rential (and w e  h ave  com pe lling e vidence  th at th is is not th e  cas e ), th en it doe s  not 
follow  th at th e productive  e fficiency is  controllable  in th e  s h ort te rm . For e xam ple , if th e  
productive  ine fficiency w e re  th e  re sult of le gacy as s ets  in th e  netw ork  or re gulatory 
inte rvention it is unlik e ly th at price  d iffe rentials w ill b e  e rod e d  q uick ly. 

External factors  

Th e re  are  a range  of e xte rnal factors th at h ave  a large  influence  on a Te lcos costs. Th e  m ost 
im portant is probably population d ensity. Ve ry low  d ensity are as  such  as  rural A ustralia are  
consid e rably m ore  e xpensive  to s e rve  th an urban or inne r city are as, an is sue  w e  h ave  
d iscus s ed  in our pre vious pape r on th e  USO , but w h ich  is inad e q uate ly addre s s e d  by th e  
Com m ission. 

O th e r factors m ay also play an im portant role  in som e  m ark e ts. For e xam ple , a re q uire m ent 
to place  cable s  in und e rground  ducts as  oppos ed  to ove rh e ad  cable s  can dram atically 
incre as e  costs, as  can th e nature  of th e  te rrain to b e  s e rved. W h ilst th e s e  m igh t not b e  large  
factors in re spe ct of an inte grated  national Te lco s e rving a h e te rogeneous custom e r bas e , 
th ey are  lik e ly to b e  of som e  im portance  w h en com parators  do not h ave  th is ch aracte ristic. 
W e understand th at, in th e  cas e  of th e  US and Finland, th at th e  figure s  pre s ented  by th e  
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Com m ission w e re  bas ed  sole ly on urban and  m e tropolitan d istricts. Th e s e , of cours e , cannot 
e as ily be  com pare d  to Te lstra, w h ich  h as  a m uch  m ore  d ive rs e  custom e r bas e.  

D ifferences  in accounting conventions 

Te lcos th at d e rive  th e ir price s  bas ed  on a re turn on h istoric cost as s et value s  are  lik e ly to 
d eve lop a tim e profile  of price s  som e w h at d iffe rent from  th os e  us ing current cost value s , or  
th os e  forw ard  look ing cost m od els. Th e re  is no d iscuss ion of th is issue  in th e  Com m ission’s 
study, e xcept brie fly in s ection 8.4 w h e re  th ey state  th at accounting d iffe rence s  [in Table  8.1] 
re duce  th e  com parab ility of th e  financial pe rform ance  m e asure s.  

D ifferences  in th e  age of as sets  

Th e  ave rage  age  of th e  as s ets  can b e  an im portant d ete rm inant of price s , particularly w h e re   
as s ets  are  long-lived  and  re gulated  price s  are  bas ed  on a back w ard  rath e r th an forw ard  
look ing cost m od el.  

Sum m ary 

Th is is just a sub-s et of th e  factors th at can influence  pe rform ance  generally and  financial 
pe rform ance  spe cifically. Th e  Com m ission’s report w ould gre atly benefit from  a full 
analysis of th e s e  factors  b efore  d raw ing any infe rence  from  ob s e rved  price  d iffe rence s. 



NECG  7 
22 February 19 9 9  

Nom inal exch ange rates  and PPP’s  
In its  draft, th e  Com m ission us e s  PPP e xch ange  rate s  to com pare  te le com m unications price s  
across  d iffe rent countrie s. Th is note  com m ents on th e  issue s  involved  in us ing PPPs re lative  
to nom inal e xch ange  rate s. 

A s  a general m anne r, nom inal e xch ange  rate s  provide  th e  m ark e t’s  b e st e stim ate  of th e  
inte rnational value  of claim s in dom e stic currency. Use  of th e s e  e xch ange  rate s  m inim ise s  
th e  risk  of ove r- or und e r-stating th e  inte rnational purch as ing pow e r th at could b e  obtaine d  
for a given unit of dom e stic re source s.  H ow e ve r, in th e pre -re le as e  d raft, th e  Com m ission 
pre fe rre d  PPP, stating th at: 

 “th e  im pact of d ifferences in  input prices am ong countries is com pensated  for by th e  
use  of Purch asing Pow er Parity exch ange  rates, rath e r th an m ark e t exch ange  rates…  
Th e  PPP com parisons m easure  th e burd en on consum ers of telecom m unications 
prices in  relation to th e  gen eral level of prices in  th e  econom y, and also give an 
ind ication of th e  relative productivity of th e  telecom m unications industry vis- à -vis 
th e  gen eral level of industry productivity.”  

PPP’s are not d e s igne d  to re fle ct th e  inte rnational value  of dom e stic re source s; nor do th ey 
allow  any infe rence s  to b e  m ad e  conce rning productive  e fficiency; nor do th ey com pensate  
for d iffe rence s  in input price s. R ath e r, th ey are  an atte m pt to ‘price ’ a given bask e t of goods  
and  s e rvice s  across  a range  of m ark e ts. A ll a PPP e xch ange  rate  doe s  is ind icate  th e  te rm s  on 
w h ich  th e  b ench m ark  bas k e t is available  in th e  m ark e ts  b e ing com pare d. Th is ind icator is 
us eful to th e  e xtent to w h ich  an e conom ic inte rpre tation can b e  put on th at bask e t, and only 
to th at e xtent.1  

If th e  PPP conve rted  price  of a particular com m od ity turns out to b e  h igh e r in one  country 
th an anoth e r, it m e ans th at th e price  of th e  com m od ity in q ue stion is h igh e r re lative  to oth e r 
dom e stic price s. Th us, PPP conve rs ion com pare s  re lative price s  of goods  in th e  tw o 
countrie s. R e lative price s  of goods  can vary betw e e n countrie s  for m any re asons oth e r th an 
d iffe rentials in productivity. For e xam ple , population d ensity and  oth e r factors m e an th at 
land price s  in Japan tend to b e  h igh e r, re lative  to oth e r dom e stic price s , th an in A ustralia. 
Th is is re fle cted  in re lative  h ous ing price s. But th e  ob s e rvation th at w e  can purch as e  m ore  
ph one  calls from  a fore gone  land purch as e  in Japan th an in A ustralia te lls us little  about 
te le com m unications. 

If PPP is to b e  us e d , it is im portant to k now  w h y, and to ensure  th at th e  application is 
appropriate . If th e purpos e  is sim ply to avoid th e  fluctuations th at ch aracte rise  nom inal 
e xch ange  rate s , th en th is could b e  ach ie ved  by us ing an ave rage  of th e nom inal rate s  tak en 
ove r som e  period  of tim e . Conve rs ely, if th e purpos e  is to price  th e  good  re lative  to som e  
bas k e t, th en th e nature  of th at bask e t s h ould b e  s et out. 

For e xam ple , w h e re  infe rence s  are  b e ing sough t about productive  e fficiency, it m ay b e  
m e aningful to com pare  output price s  for te le com m unications service s  across  countrie s  us ing 
                                                      

1  Th e  O ECD  us e s  PPPs to ensure  th at re al m e asure s  of e xpenditure  on th e  com ponents of GD P re fle ct 
only volum e  ch ange s. Th e  O ECD  cautions th at th ey are not re le vant as  m e asure s  of e q uilibrium  
e xch ange  rate s  (tak en from  th e  O ECD ’s Te ch nical Note s  on GD P m e asure s ). 
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an e xch ange  rate  th at tak e s  account of inte rnational d iffe rence s  in th e price s  of th e  inputs 
us ed  to produce  th os e  s e rvice s. O n th e  (strong) assum ption th at te le com m unications uses 
about th e  sam e  inputs as  econom ic activity as  a w h ole , th is could b e  th e  PPP rate  for 
national incom e  at factor cost. A lte rnative ly, re cognis ing th at te le com m unications service s  
are  h igh ly capital intensive , th e  PPP rate  for m ach ine ry and  e q uipm ent could b e  us e d.  

If th e  atte m pt is to m ak e  com parisons of re lative  output price s  (th at is, of h ow  
te le com m unications price s  com pare  to price s  for oth e r goods) th an th e  PPP bas is use d  
s h ould re fle ct th e  d em and patte rn for te le com m unications. It can b e  s e en from  th e  Input 
O utput table s  th at te le com m unications is prim arily an inte rm e d iate  input, w ith  final 
d em and  accounting for les s  th an a th ird  of all sale s. A s  a re sult, th e  appropriate  PPP rate  is 
th at corre spond ing to inte rm e d iate  inputs. 

It is not e asy to put an e conom ic inte rpre tation on th e  inte rnational price  of a s ingle  ite m , 
w h en dom e stic price s  for th at ite m  are  translated  us ing PPPs. Such  a com parison w ill partly 
re fle ct th e  e xtent to w h ich  th e price  for th at ite m  is h igh  or low  re lative  to th e  dom e stic price  
for th e  bas k e t. W h at th is m e ans in e conom ic te rm s  is not cle ar. 

A ssum e  for e xam ple , th at h ous ing costs in A ustralia are  low  re lative  to th os e  in Japan, and 
th at th is diffe rence  is pick e d  up in PPP’s but not in nom inal e xch ange  rate s. Com pare d  to 
Japan, US$1 in A ustralia w ill th e re fore  buy m ore  w h en  evaluated  at PPPs th an at nom inal 
e xch ange  rate s. Now , assum e  th at th e  costs of supplying w idge ts  do not d epend to any 
s ignificant e xtent on h ous ing costs, th at w idge ts are not trad e d  and  th at productivity le ve ls 
in w idge ts are  th e  sam e  in A ustralia and  Japan. A s a re sult, th e price  of w idge ts  expre s s e d  in 
te rm s  of trad e d  re source s ,  for w h ich  th e nom inal e xch ange  rate  is use d , w ill b e  th e  sam e  in 
both  countrie s.2 H ow e ve r, translated  at PPP’s, w idge ts w ill b e  m ore  e xpensive  in A ustralia 
th an in Japan. No norm ative  conse q uence  follow s from  th is ob s e rvation. 

Th e proble m s of inte rpre tation are particularly acute  w h en th e  good  b e ing price d  d iffe rs  in 
im portant re spe cts from  th os e  com pris ing th e  bas k e t. A n e xam ple  is w h en th e  good  b e ing 
price d  is an inte rm e d iate  input, w h ile  th e  bas k e ts  i s  des igne d  to capture  th e patte rn of final 
consum e r outlays. Expre s s ing th e  w orld price  of th e  inte rm e d iate  input in te rm s  of PPP 
e xch ange  rate s  d efine d  from  com parisons of final consum e r good price s  w ill lik e ly h ave  
little  e conom ic m e aning. 

In s h ort, th e  Com m ission ne e d s  to m ak e  it cle ar: 

• w h y it h as  ch os en to us e  PPP’s rath e r th an nom inal e xch ange  rate s , and w h y 
th at purpos e  is  be tte r s e rved  by PPP’s th an by som e  ave rage  of th e nom inal 
rate s; 

• w h at PPP bas is it h as use d  for th e  conve rs ion, and  w h at e conom ic 
inte rpre tation can b e  put on th e  bas is it h as  ch os en; and  

• w h e th e r th e  re sults w ould b e  alte red  by us ing a d iffe rent bas is. 

                                                      

2  H ence , for e xam ple , if w e  e xch ange d  Japane s e  w idge ts  for Yen and Yen for oil, w e  w ould  ge t e xactly th e  
sam e  am ount of oil as if w e  e xch ange d  A ustralian w idge ts  for A $ and  A $ for oil. 
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Th e USO  and th e  im pact of geograph y on costs  

1. Introduction 

In s ection 3.1 of its  report, th e  Com m ission h as  d iscus s ed  th e  im pact of th e Unive rsal Se rvice  
O b ligation (th e  USO ) on costs. Th e  Com m ission righ tly points out th at th e  USO  is  des igne d  
to ensure  acce s s  to a m inim um  standard  of e s s ential com m unications service s 3 for all 
pe rsons in A ustralia. Te lstra is th e nom inated  USO  provider, alth ough  oth e rs  carrie rs  are not 
pre cluded from  providing th e  s e rvice . Th e  Te le com m unication A ct doe s  not spe cify th e  
pricing of th e  USO , but sugge sts  th at th e  q ue stion of affordab ility sh ould b e  tack led  th rough  
m e ch anism s  such  as  com pe tition, price  control and  targe te d  ass istance .  

W e  w ould ask  th e  Com m ission to consid e r a num b e r of conce rns  th at w e  h ave  w ith  th e ir 
d iscuss ion of th e  USO : 

• th e  Com m ission doe s  not tak e  a pos ition on th e  various estim ate s  of th e  USO  
th at h ave  b e e n pre s ente d. H ow e ve r, in so doing it h as produced  a som e w h at 
s ingular report in th at it doe s  not appe ar to accept th at d em ograph ics, 
particularly population d ensity, is a m ajor drive r of costs. Th is is  despite  
consid e rable  e vidence  th at subscribe r d ensity h as  a h uge  im pact on costs and  
th at A ustralian d em ograph ics  are particularly e xtre m e  in th is re gard. Th e  
re ad e r could  eas ily infe r, incorre ctly, th at th e  Com m ission accepts th e  vie w  
th at USO  costs s h ould b e  clos e  to 1% of re venues in all countrie s , irre spe ctive  
of th e ir d em ograph ics. Th e  Com m ission’s study w ould b ene fit from  an 
e xplicit analysis of th e  im pacts of A ustralian conditions on costs; 

• th e  Com m ission falls into th e  trap of m ak ing conclusions in re spe ct of 
e fficiency sole ly on th e  bas is of price  com parisons, th rough  its  state m ent th at 
e ven if one  w e re  to accept th e upper e stim ate s  of th e  USO , th e re  w ould still 
b e  a pe rform ance  gap. Th e  Com m ission s im ply h as no e vidence  to sustain 
th is pos ition; 

• in b ench m ark ing studies, it is usual to adjust m e asure s  of pe rform ance  to tak e  
account of e xte rnal factors. Notw ith stand ing our conce rns  ove r price s  as  a 
m e asure  of pe rform ance , th e  report w ould b e  m uch  m ore  valuable  if th e  
im pacts of e xte rnal factors w e re  rigorously e xplored; and  

• th e  Com m ission s h ould consid e r th at th e re  are  s ignificant and  costly 
unive rsal s e rvice  obligations in UK, and to a le s s e r e xtent in Finland  and  
Sw e d en, alth ough  th ey  do not h ave  e xplicit m e ch anism s  for s h aring th e  cost 
of th e  USO  across  carrie rs. 

                                                      

3  Th e  M iniste r is e m pow e re d  to ch ange  th e  type  and  le ve l of s e rvice  th at s h ould b e  included  w ith in th e  
USO . 
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2. Structure  of th is note 

Th is note  contains  th e  follow ing add itional s ections: 

• § 3 outline s  evidence  th at s h ow s  th at A ustralia face s  h igh  costs as  a re sult of 
its  d em ograph y, and th e  im pact th is m igh t h ave  on th e  USO . W e  w ould urge  
th e  Com m ission to build  th is discuss ion into th e ir report; and  

• § 4 outline s  som e  fe ature s  of th e  USO  in th re e  of th e  sam ple  countrie s. 

3. Factors  influencing th e USO  in Australia 

Th e  Com m ission corre ctly state s  th at th e re  is  som e  d isagre e m ent ove r th e  true  e xtent of th e  
cost of th e  USO , and pre s ents  s eve ral d iffe rent as s e s sm ents. H ow e ve r, in our vie w  th e  
Com m ission fails to ad e q uate ly re fle ct th e  balance  of th e  e vidence  in e ith e r its  d iscuss ion of 
th e  USO  in s ection 3, and in th e  conclusions th at it d raw s  in re spe ct of its  im pact on price s. 
A s  w e noted  in our oth e r d iscuss ion pape rs, th e  Com m ission s h ould not m ak e  any infe rence  
conce rning e fficiency sole ly from  price  d iffe rence s. Such  conclusions are  of particularly 
conce rn w h en a large  com ponent of th e  apparent d iffe rence s  can b e  ascribe d  to factors 
outs ide  th e  control of th e  Te lcos. Th e  im pact of th e  d em ograph ics  of th e  A ustralian 
population is just such  a factor. W e  spe cifically w ish  to draw  to th e  attention of th e  
Com m ission to th re e  are as  w h e re  th e  d raft report w ould b ene fit from  re vision: 

• its  ch aracte risation of th e  current USO  paym ent; 

• th e  balance  of its  argum ents in re spe ct of e stim ate s  of th e  USO ; and  

• th e  e vidence  in re spe ct of th e  im pact of ge ograph y and  costs, and on th e  
im pact of th e s e  factors on th e  sam ple  of inte rnational Te lcos use d  in th e  
study. 

Th e current USO  paym ent 

In s ection 3.1 of th e  report (page  46), th e  Com m ission state s  th at: 

“In  19 9 6- 9 7 th e  cost of th e USO  w as estim ated at $252 m illion w h ich  represented  
around 1.3% of th e  total industry revenue in  th at year.” 

Th is is m isle ad ing. Th e  $252m  figure  w as  agre e d  to b e  convenient th rough  a proce s s  of 
com m e rcial ne gotiation. Th e re  is no general agre e m ent (and ce rtainly no acceptance  by 
Te lstra) th at th e  figure  is a re asonable  e stim ate  of th e  USO  costs. O n th e  contrary, th e   
ongoing d isagre e m ent as  to th e  le ve l of th e  USO  trigge re d  th e  A CA  d e cision to d eve lop a 
ne w  m od el. Th e  e xplicit obje ctive  of th is e xe rcise  w as  to d eve lop a b ette r e stim ate  of th e  
und e rlying costs of th e  USO . Th e  initial re sults of th is e xe rcise  re sulted  in th e  $1.8bn USO  
e stim ate . A ccord ingly, w e  w ould urge  th e  Com m ission to re vise  th e  w ord ing in th e  report to 
re fle ct th is. 
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Th e  balance of th e  evidence 

Th e  Com m ission d iscus s e s  a num b e r of alte rnative  e stim ate s  of th e  USO  including th e  19 89  
e stim ate s  prepared  by th e  Bure au of Transport and  Com m unications Econom ics (BTCE) and 
th e  re sults from  th e  A CA  supe rvise d  Be llcore  m od elling, w h ich  yie ld ed  th e  $1.8bn figure . In 
add ition, th e  Com m ission cite s  a report by O vum , w h ich  purports to s h ow  th at, in th e  US, 
th e  USO  repre s ents les s  th an 1% of th e  industry’s total re venue, and O fte l’s  e stim ate  of th e  
UK USO , b e ing b etw e e n £ 50m  and  £ 100m  com pare d  w ith  an industry turnove r of £ 16bn, or 
les s  th an 1% of industry re venue. In re spe ct of O fte l, a com parative  study prepare d  for O fte l 
e xplicitly note s  th e  im pact of population d ensity on A ustralia.4 

Th e  Com m ission state s  th at it is not in a pos ition to as s e s s  w h ich  of th e  e stim ate s  is 
appropriate , nor of th e  USO ’s im pact on price s , alth ough  it appe ars  to accept th at it doe s  
h ave  an im pact on costs. In so doing, th e  Com m ission le ave s  th e  false  im pre s s ion to th e  
re ad e r th at th e  costs of th e  USO  in oth e r jurisd ictions are  a good  guid e  to th e  cost of th e  USO  
in A ustralia. Th is is re inforced  by th e  lack  of a d etailed  d iscuss ion of th e  im pact of 
population d ensity on costs.  

Th e  Com m ission s e em s  to s e e k  to support th e  im plicit conclusion th at d em ograph ics  are  
re lative ly unim portant by th e  us e  of O vum ’s analysis of acce s s  ch arge s  and  inte rconne ction. 
O vum ’s analytical approach , particularly in its  re vie w  of th e  Te lstra Und e rtak ing, h as  
s eve ral s e rious sh ortcom ings. 

Most im portantly for th e pre s ent purpos e , O vum ’s atte m pts to corre ct for d iffe rence s  
b etw e e n countrie s  in th e  factors affe cting costs are  d e e ply flaw ed. Th e  study doe s  not 
include tw o k ey  explanators of costs, total land  are a and population d ensity. More  
e gre giously, it appe ars  to us e  th e proportion of th e population re s ident in th e  five  b igge st 
citie s  as  a m e asure  of urbanisation (and  h ence  of th e  e xtent to w h ich  costs s h ould b e  
influenced  by th e  n e ed  to s e rve  are as  w ith  low  population d ensitie s ). If th is w e re  to b e  a 
re asonable  e xplanatory factor, it w ould re q uire  th at countrie s  are  b roadly sim ilar in te rm s  of 
th e population d ensity w ith in tow ns. Th is is patently unre alistic as  can b e  s e en from  a 
s im ple  com parison of urban populations in th e  US, UK and  A ustralia. 5 

Figure  2 s h ow s  th e proportion of population living in th e  large st 5 citie s  – th e  ind icator us ed  
by O vum . If th is m e asure  is as sum e d  to repre s ent som e  m e asure  of urbanisation, it w ould 
im ply, q uite unre asonably, th at A ustralia is substantially m ore urbanised th an countrie s  
such  as  Th e  Neth e rlands  and  th e  UK w h ich  h ave  ve ry h igh  population d ensitie s. 
Furth e rm ore , it fails to tak e  account of th e  d e nsity of th e population w ith in th os e  urban 
centre s. A ustralian citie s  are  generally m uch  le s s  d ense  th an th e  large r citie s  in Europe .  

                                                      

4  Mason Com m unications, “Bench m ark ing Studies  for O fte l” 19 9 6 w h ich  state s  th at “Australia h as h igh  
cost telecom m unications infrastructure due to its ne ed for w id e  geograph ic coverage across a very low  population 
d en sity.” 

5  By w ay of illustration: suppos e  th e  US h as  8% living in th e  large st 5 citie s , but e ach  of th os e  citie s  w as  
20m  pe ople  (ie . 100m ), and th e  re m aining 180m  pe ople  live d  in 72 citie s  of 2.5m  pe ople . Com pare  th is 
w ith  A ustralia w h e re  55% of pe ople  (say 10m ) live  in 5 citie s , but th e  re m aining 7.5m  live  in 10,000 
conurbations of 750 pe ople  e ach . W h ich  of th e s e  tw o is lik e ly to h ave  th e  h igh e r local loop unit costs? 
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Th e  contrast b etw e e n Figure  2, Figure  3 and  th e  data pre s ente d  in  

Table  2, w h ich  s h ow  acce s s  line  d e nsity (an ind icator of A ustralian d em ograph y) is te lling. It 
provides  a cle ar ind ication th at inappropriate  m e asure s  of urbanisation are  lik e ly le ad  to 
unre asonable  re sults. 

Figure 2. Proportion of population in th e largest 5 cities 
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Figure 3. Access  line density (lines/sq  k m ) 
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Evidence th at geograph y h as  s ignificant im pact on costs  

Th e re  are  a num b e r of im portant line s  of e vidence  th at th e  Com m ission s h ould tak e  into 
account, w h ich  cle arly sugge st th at th e  costs of providing s e rvice  are  s ignificantly influenced  
by dem ograph y. Th e s e  include: 

• in th e  re cent analysis und e rtak en for th e  A CCC, NER A  e stim ated  th at th e  
cost of acce s s  varie s  as  b etw e e n CBDs  and  Rural and  R em ote  are as  by a factor 
of ne arly four, w ith  annual pe r line  costs  b e ing of A $125 in th e  form e r and 
$571 in th e  latte r (w ith  an ave rage  cost of acce s s  of A $339  pe r ye ar). Th is 
com pare s  w ith  th e  standard  Te lstra re s idential line  rental of A $140 pe r ye ar 
and  bus ine s s  line  rental of A $240 pe r ye ar, both  of w h ich  th e  sam e  
th rough out A ustralia; 

US e vidence  from  re gulatory h e arings supports th e notion th at ave rage  subscribe r line  
d ensity h as  a s ignificant im pact on costs. Table  1 s h ow s  th e  re lationsh ip b etw e e n subscribe r 
line  d e nsity and  costs  d e rived  from  tw o w idely us ed  US forw ard  look ing cost m od els, both  
of w h ich  s h ow  a s ignificant re lationsh ip.  

• Table  2 s h ow s  th e  line  d e nsitie s  in A ustralia, and  s h ow s  th at a s ignificant 
proportion of subscribe r line s  (26%) are  in low  d ensity are as  in w h ich  ave rage  
line  costs w ould  b e  expe cted  to b e  w e ll above  ave rage ;  

• analysis of Te lstra’s ow n data s h ow s  a cle ar re lationsh ip b etw e e n subscribe r 
line  d e nsity and  costs pe r line . Th is is illustrated  in Figure  4; and  

• e conom e tric studies  confirm  th e  re lationsh ip. For e xam ple , Ch ristiansen et. al 
state  th at “Bellcore  d eveloped m easures of output and input for th e  Bell O perating 
Com panies, covering th e years 19 72 to 19 82. Th e  econom etric m od els estim ated from  
th es e data include m easures of n etw ork  siz e . Th e  e stim ated m od els sh ow  substantial 
econom ies of density, but constant returns to scale.”6 

Th e  fore going cle arly ind icate  th at d em ograph ic factors, particularly population d ensity, 
h ave  a profound  im pact on costs.  

                                                      

6  Laurits  R. Ch ristians en, Ph ilip E. Sch oe ch , and Mark  E. Me itz e n, “Productivity of th e  Local O pe rating 
Te leph one  Com panie s  Subje ct to Price  Cap R e gulation”, Ch ristians en Associate s , May 3, 19 9 4.  Page  20. 
Th e  Be llcore  study re fe rre d  to is "Econom e tric Estim ation of th e  Marginal Cost of Inte rstate  A cce s s" 
Spe cial R e port SR -FA D -000552, May 19 87. 
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7  Estim ate s  by Ch arle s  R ive r A s sociate s  using standard  m od e l inputs for U.S. state s  of Florida, Ge orgia, 
Maryland , Missouri and  Montana using a A $0.62/$US e xch ange  rate . 

8  Source : Te lstra 

Tab le 1. Typical line costs  based on m odels used in US regulatory h earings 7 

Line  d e ns ity
Line s/ s q  m ile US$/m onth US$/m onth A $/ye ar A $/ye ar

H A I v5.0a BCPM 3.1 H A I v5.0a BCPM 3.1
0 to 5 131                  162                  2,529               3,142               
5 to 100 41                    63                    786                  1,227               
100 to 200 22                    39                    433                  761                  
200 to 650 17                    33                    338                  643                  
650 to 850 14                    32                    279                  610                  
850 to 2550 12                    29                    232                  553                  
2550 to 5000 10                    27                    19 4                  521                  
5000 to 10,000 9                      24                    177                  461                  
> 10,000 6                      21                    123                  400                  

A ve rage  line  cost A ve rage  line  cost

 

Table  1 s h ow s  th e  re lationsh ip b etw e e n subscribe r line  d e nsity and  ave rage  line  cost d e rive d  from  tw o US 
m od e ls, th e  H atfie ld  Mod e l (H A I) and th e  Bench m ark  Cost Proxy Mod e l (BCPM) d e ve loped  by Be ll South , 
Ind e te c Inte rnational, Sprint and US W e st. Th e  d ata in th e  table  i s  d erived  sole ly from  th e  US. Th e  figure s  given 
in A $ are  s im ply th e  m onth ly US figure s  conve rte d  to annual A $ using an US$0.62 e xch ange  rate . Th e  figure s  are  
pre s e nte d  to s h ow  th at th e re  is a significant re lationsh ip b etw e e n costs  and  line  d e nsity w h ich  h as  b e en h e avily 
scrutinis e d  in US re gulation. H ow e ve r, th e re  are  s h ortcom ings in th e  m od e ls w h ich  m e an th at th e  re sults cannot 
b e  d ire ctly applie d  in A ustralia. For e xam ple , th e  H atfie ld  m od e l h as  b e en criticise d  for und e r-e stim ating th e  
d ispe rsion of custom e rs in rural are as, and in cons e quence , it und e r-e stim ate s  costs. 

Tab le 2. Australian line densities 8 

A re a A re a Se rvice s Se rvice s Line  d e ns ity
Sq  k m Sq  m ile s Est. % No.Line s/ s q  m ile

CBD 52                   20                   5% 464,334          23,127.4        
M etro 56,121            21,668            68% 6,551,19 6       302.3             
Provincial 163,59 6          63,164            16% 1,501,073       23.8               
Rural 7,366,564       2,844,230       11% 1,063,39 7       0.4                 
Total 7,586,333       2,9 29 ,083       100% 9 ,580,000       3.3                 

R e gion

 

 

Table  2 s h ow s  th e  d istribution of line  d e nsitie s  w ith in A ustralia. A  s ignificant proportion of th e population live  
in low  d e nsity provincial and  rural d istricts  w h ich , costs  of s e rving w h ich , on th e  basis of th e  d ata in Table  1 and  
Figure  4 w ould b e  substantially above  th e  ave rage  costs  of all line s. 
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9   Source : A rth ur D  Little  analysis of Te lstra data for 40 sam ple  re gions nom inated  by th e  A CA . 

Figure 4. Relationsh ip b etw een cost per SIO  and SIO  density (R 2=0.8)9  
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Custom er line density in th e  sam ple 

In th e  tim e  available  to com m ent on th e  Com m ission’s report, w e  h ave not b e en able  
e xh austive ly e xam ine  th e  im pact of custom e r d ensity on th e  acce s s  ch arge  rank ing and, 
follow ing th at, th e  total s e rvice  rank ing. H ow e ve r, w e  w ould urge  th e  Com m ission to 
re vie w  th e ir analysis for th e  follow ing re asons : 

• in th e  report, th e  US Te lcos appe ar to rank  h igh ly on total s e rvice  for 
re s idential custom e rs, d riven it appe ars  by th e  s econd low e st acce s s  ch arge s. 
W e  h ave  th re e  conce rns : 

Ø first, it is th e practice  of US utilitie s  to h ave  a s e rie s  of d iffe rent local 
acce s s  pack age s , w h ich  d iffe r in th e  s iz e  of th e  z one  in w h ich  th e re  are  
no local usage  ch arge s. A s  a re sult, it is im portant to s ele ct a local call 
z one  ch arging pack age  w h ich  is consistent w ith  local call z one s  across  
th e  oth e r Te lcos; 

Ø US Te lcos h ave  add itional ch arge s  for value  add ed  s e rvice s  such  as  
tone  d ialling, call w aiting e tc.;10 and  

Ø th e  US re gions th at w e re  s ele cted  w e re  for ve ry h igh  d e nsity re gions 
of Ne w  York  and  Los  Ange le s. A n analysis by CR A  re ve als th at th e  
line  d e nsity in th e s e  are as  is 4,9 81 and 3,053 and line s/ sq  m ile  
re spe ctive ly. Th is com pare s  w ith  302 line s/ sq  m ile  for m e tropolitan 
A ustralia; and  

• w e  w ould ask  th e  Com m ission to ch e ck  th e  acce s s  ch arge s  for Finland  and  
Sw e d en to ensure  th at th ey cove r both  low  and  h igh  d ensity are as, and do not 
sole ly re late  to th e  large population centre s. 

4. USO  req uirem ents  in th e  international sam ple 

Th e  Com m ission state s  th at th e  UK, Finland  and  Sw e d en do not h ave  a USO  m e ch anism s. 
W h ile  w e  agre e  th at th is is th e  cas e , w e  w ould ask  th e  Com m ission to note  th at th e re  are   
costly unive rsal s e rvice  obligations. 

4.1. Th e UK  

BT’s current licence  (w h ich  i s  be ing re w ritten to conform  to EU d ire ctive s ) h as  tw o prim ary 
conditions, and s eve ral subord inate  one s  cove ring th e  USO  and  various oth e r social 
obligations. Condition 1 state s  th at BT h as  to provide  te leph one  s e rvice s  th rough out th e  UK, 
w h ile  condition 2 oblige s  BT to provide  th e s e  s e rvice s  also to th e  rural com m unity. Th e s e  

                                                      

10 O ne  h igh ly plausible  e xplanation for th is practice  is th at th e s e  s e rvice s  tend to incre as e  th e proportion of 
calls th at are  succe s sful. In a flat rate pricing re gim e , th e re  is an argum ent for e xtra ch arge s  for value  
add e d  s e rvice s  w h ich  h ave  th is e ffe ct. In tim e d  local call re gim e s  such  as  Finland  and  Sw e d e n, th e  
re ve rs e  is th e  cas e. 
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provisions  are  supported  by a d ete rm ination by th e  D G of O fte l, th at th is se rvice  s h ould 
include th e  ab ility to m ak e  voice  grad e  calls, low  spe e d  data and fax calls, and to obtain 
‘acce s s  to d igital s e rvice s’ such  as  CLI. Conditions 24, 31 and 32 spe cify ligh t us e r and in 
contact sch e m e s , and s ervice s  for PW Ds  re spe ctive ly. Th e price  of th e s e  tw o latte r low  cost 
s e rvice s  i s  d ete rm ined  by O fte l and  by re gulation. Th e  ligh t us e r d iscount is currently up to 
60% off th e  standard  re s idential line  rental. BT’s In Contact sch e m e  (w h ich  just allow s 
outgoing calls) costs £ 9 .9 9  pe r m onth , e ven if it re q uire s  a ne w  conne ction to supply, 
re gardles s  of th e  cost of provision. 

W h e re  th e  UK diffe rs  from  A ustralia is th at th e re  is no e xplicit m e ch anism  for s h aring th e  
USO  costs across  carrie rs  oth e r th an BT. It is im portant to note  th at BT accepted  th is large ly 
as  an e xplicit trad e -off for obtaining th e  fre e dom  to re -balance  its  ch arge s. 

4.2. Finland 

In Finland, Sone ra and oth e r dom inant ope rators  are  carrie rs  of last re sort in as  m uch  as  th ey 
are  re q uire d  by th e  Te le com m unications A ct, as  dom inant ope rators, to s e rve  all custom e rs  
in th e ir te rritory. Th e re  is no cost s h aring m e ch anism  to cove r loss  m ak ing custom e rs. 
H ow e ve r, th e  im pact on th e  Finnis h  Te lcos is substantially les s  s eve re  th an w ould b e  th e  
cas e  in A ustralia, for th re e  re asons : 

• re -balancing and ge ograph ical d e -ave raging in Finland  h ave  re duced  th e  
proportion of conne ctions th at w ould b e  loss  m ak ing und e r uniform  tariffs; 

• acce s s  price s  are  generally bundled  w ith  a num b e r of local calls, pre s e rving 
re venue from  low  volum e users. Furth e rm ore , th e  grow th  of Inte rne t traffic 
in com b ination w ith  tim e d  local calls h as  s ignificantly incre as ed  local s e rvice  
re venues; and  

• a low  incom e user safe ty ne t is provided  by th e  state  rath e r th an th e  Te lco. 

4.3. Sw eden 

Licence s  in Sw e d en oblige  Te lcos to provide  s e rvice s. Te lia is consid e re d  to all intents and  
purpos e s  to b e  a supplie r of last re sort.11 A gain, th e re  is no cost s h aring m e ch anism , but 
‘b elow  cost’ custom e rs  are  les s  of a proble m  in Sw e d en given th e  s ignificant re -balancing 
and  d e -ave raging th at h as  tak en place  in th at m ark e t. Furth e rm ore , it is not unusual for 
Te lcos to s e e k  a one -off conne ction ch arge  for n ew  s e rvice s  in h igh  cost are as. 

Pres sure  to form alise  th e USO  

W e  gath e r from  our d iscuss ions w ith  Te lia th at th e  ch ange s  in re gulations under th e EU 
w h ich  ne ce s s itate  cost bas ed  tariffs m ay w e ll re sult in ch ange s  in both  Finland  and  Sw e d en. 
                                                      

11  Th is h as  re sulte d  in som e  ‘odd’ outcom e s. For e xam ple , if one  custom e r in a build ing s e e k s  s e rvice  from  
Te lia, but th e  re m aind e r of th e  build ing is supplied  by a d iffe rent carrie r, th en Te lia is still oblige d  to 
provide  th e  s e rvice . 
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Ne ith e r Finland nor Sw e d en are  fully re -balanced  in re spe ct of usage  and  acce s s , so not all 
custom e rs  ‘pay th e ir w ay’.12 W h ilst th is h as not b e en a proble m  in a re gim e  of com m e rcially 
ne gotiated  ch arge s  w ith  ve ry little  re gulatory inte rvention, it m ay w e ll b ecom e  a proble m  
und e r rigidly enforced  cost-bas ed  pricing. In e ffe ct, th e re  m ay b e  a re q uire m ent for an 
e xplicit USO  re cove ry m e ch anism  in th e  future . 

                                                      

12  Th ey are  m ore  re -balance d  th an in m ost oth e r m ark e ts, particularly in Sw e d e n. H ow e ve r, th e  scope  for 
furth e r re -balancing th e re  h as  b e en som e w h at curtailed  by th e  im position of a price  cap on acce s s. 
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Reb alancing 

Sum m ary 

W e  are  conce rne d  th at th e  Com m ission doe s  not place  sufficient w e igh t on th e  im pact of 
re gulatory constraints on price  le ve ls. In particular, it is notable  th at tw o of th e  low e st price d  
countrie s , Finland  and  Sw e d en, h ave  m oved  furth e r th an any of th e  oth e r m ark e ts  to re -
balance  and  d e -ave rage  tariffs. Th e  report w ould add  add itional value  to th e  re gulatory 
d e bate  if th e  Com m ission w e re  to inve stigate  th e  d egre e  to w h ich  low  price s  can b e  
attributed  to th is re -balancing. It m igh t also addre s s  th e  oth e r e fficiency benefits  th at re sult 
from  re -balancing. 

Sw eden and Finland 

Te lcos in th e  low e st price d  m ark e ts  in th e  sam ple  h ave  re -balanced  tariffs (in th e  s e nse  th at 
price s  for ind ividual s e rvice s  are  clos e  to th e  forw ard  look ing costs of provision) to a gre ate r 
d egre e  th an th e  oth e r Te lcos in th e  sam ple . Th ey h ave  done  so both  in te rm s  of acce s s  ve rsus 
usage  ch arge s , and th rough  ge ograph ical d e -ave raging. JP Morgan in a re vie w  of th e Nord ic 
te le com m unications m ark e t13 provided  som e  ind ication of th e  e xtent of re -balancing across  
d iffe rent m ark e ts. Th e ir com parisons are  sum m arise d  in Table  3.  

 

                                                      

13  Nord ic Te le com m unications, Tom orrow s  W orld  Today, JP Morgan, Nove m b e r 19 9 6. 

14  JP Morgan’s  e stim ate s  for all e xcept Te lstra and Finland. D ata for Finland  (19 9 6) is tak en from  th e  
Ministry of Transport and  Com m unications publication. Th e  Te lstra data is current, and is for 
re s idential custom e rs. Th e  local call ch arge  is  bas e d  on an ave rage  local call duration of 7 m inute s. 

Tab le 3. Extent of re-b alancing in different m ark ets  (all in US$)14 

R e ntals 
($/m onth )

Local calls 
($/m inute )

R e gional 
($/m inute )

STD  
($/m inute )

ID D  
($/m inute )

Targe t (cost re fle ctive ) tariffs $15.00 $0.05 $0.08 $0.10 $0.15
BT $12.63 $0.04 $0.06 $0.09 $0.63
France  Te le com $8.62 $0.04 $0.14 $0.72
Finland $10.77 $0.03 $0.06 $0.37
Te lia $14.50 $0.03 $0.07 $0.09 $0.63
Te lstra $8.75 $0.03 $0.17 $0.75  
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Th e re  are  four factors th at h ave  allow ed  th is re -balancing to tak e place : 

• ne ith e r Finland  and  Sw e d en h ave  h ad price  controls w h ich  lim it th e  e xtent of 
re -balancing;15 

• re gulators and  gove rnm ent h ave  accepted  th e  value  of re -balancing, e ven 
th ough  it h as  s ignificant d istributional im pacts. Th e  d istributional e ffe cts 
h ave  b e e n offs et by th e  approach  to social s ecurity in th e s e  econom ie s , and by 
th e  h igh  penetration of m ob ile s  w h ich  h as  re duced  re liance  on fixe d  line  
s e rvice s; 

• in Finland particularly, but to a lim ite d  d egre e  also in Sw e d en, th e  
fragm ented  nature  of local s e rvice provision h as  forced  local s e rvice  
providers  to cove r all th e ir costs th rough  local (acce s s  and usage ) ch arge s. 
Local providers  are unable  to offs et acce s s  ch arge s  th rough  STD  or ID D ; and  

• th e  h igh  cove rage  and penetration of m ob ile s  re duce s  th e  re liance  on fixe d  
line  s e rvice s. 

Th is im portant d iffe rence  is not im m e d iate ly cle ar from  th e  analysis or d iscuss ion pre s ente d  
by th e  Com m ission. For e xam ple , it is not poss ible  to m ak e  any infe rence  from  th e  ratio of 
fixe d  to usage  bas ed  ch arge s  on th e  PSTN. W h ile  acce s s  ch arge s  for re s idential custom e rs  in 
A ustralia are  9 1% of local usage  ch arge s ,16 th e  e q uivale nt ratios in Finland  and  Sw e d en are  
74% and  59 %17 (in a d ispe rs ion ranging from  26% to 159 % in th e  sam ple ). Th e re  is no w ay of 
as s e s s ing th e  d egre e  to w h ich  price s  re fle ct costs in th e  study. Nor is  th e re  any cle ar 
state m ent to th e  e ffe ct th at th e  cost-re fle ctive nature  of price s  is a d istinguis h ing fe ature  of 
som e  of th e  low e r price d  Te lcos. Th us, som e  re ad e rs  w ould b e  uninform ed  about one  of th e  
k ey factors  driving te le com s usage , com pe titive  b e h aviour and pricing. 

Th is is unfortunate , b ecaus e  th e  Com m ission’s report w ould add  consid e rably to d e bate  
w ith  a m ore  com ple te  d iscuss ion of re -balancing th an th at pre s ente d  in Box 3.2. Such  a 
d iscuss ion w ould note , as  can b e  re ad ily gath e re d  from  d iscuss ions w ith  th e  Te lcos in 
q ue stion, th at th e  Scand inavian countrie s  h ave  accepted  th e  n e ed  for and th en im ple m ented  
re -balancing and de -ave raging to a gre ate r d egre e  th an any oth e r m ark e ts. Th is re -balancing 
h as  a large  im pact on price s. 

                                                      

15  Finland  h as no price  controls. Sw e d e n im pos ed  a price  cap on a bas k e t of s e rvice s , but d id not im pos e  
sub-caps, le aving Te lia fre e  to re -balance , w h ich  fre e d om  it us e d. R e cently, Sw e d e n re m ove d  th e  cap on 
th e  bas k e t, but im pos ed  an acce s s  price  cap. H ow e ve r, re -balancing h ad  m ove d  a cons iderable  d istance  
b efore  th e  acce s s  cap w as im pos ed. 

16  Ie  e xcluding calls to m obile , ID D  but including Inte rne t. 

17  W e  are  also conce rne d  th at factual e rrors in th e  Com m ission’s report contribute  to th e  d isparity. For 
e xam ple , Te lia le vie s  add itional one -off conne ction ch arge  for fixe d  line s  th at are  ve ry costly to install. 
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Te lstra cannot re -balance  its  tariffs to th e  sam e  d egre e  b ecaus e  of th e  structure  of price  
re gulation: 

• sub-caps w ith in th e  ove rall price  cap lim it th e  d egre e  to w h ich  Te lstra can 
incre as e  acce s s  ch arge s. Te lstra is lim ite d  in its  ab ility to low e r price s  on oth e r 
s e rvice s , given th at it h as  to cove r th e  totality of its  costs; and  

• Te lstra is oblige d  to offe r untim e d  local calls, w h ich  is particularly 
proble m atic given th e  incre as e  in local call duration driven by grow th  in 
Inte rne t traffic.18 Th is is a re gulatory constraint w h ich  h as  a d ire ct im pact on 
costs w ith  no com m ensurate  im pact on re venues. Th e  costs m ust b e  
re cove re d  els ew h e re . 

Th e  Industry Com m ission, in its pape r on policy is sue s 19  und e rtook  a s im ple  analysis on th e  
e conom ic im pacts of re balancing, and cam e  to th e  conclusion th at e fficiency gains 20 w ould 
b e  b etw e e n $350m  and  $400m  from  com ple te  re balancing.21 Th is w as  bas ed  on th e  
assum ption th at th e  long-run m arginal cost of acce s s  w as  $235/line/ye ar. If one  tak e s  th e  
NER A  e stim ate  of $339 /line/ye ar, th en th e  e fficiency gains  w ould rise  by a furth e r $30m  to 
$50m . A cce s s  Econom ics in its  re cent R e vie w  of Price  Controls, 19 9 8, ind icated  th at th e  
e fficiency gains  from  full re balancing of b etw e e n $800m  and  $2,000m .22 

R e -balancing of th e  type  d e scribe d  by th e  IC also affe cts th e  re lative price  of th e  e ach  s e rvice  
w ith in a bas k e t. Th e price  ch ange s  for e ach  scenario prepared  by th e  IC are pre s ente d  in 
Table  4, w h ich  can b e  inte rpre te d  as  follow s. Th e  first tw o row s give  th e  ave rage price s  of 
local, STD , ID D  and  acce s s  in 19 9 5/19 9 6, and th e  IC’s as s e s sm ent of th e  long-run m arginal 
cost of providing th os e  s e rvice s. Th e  re m aining row s s h ow  th e price  ch ange s  acros s  each  
s e rvice  type  th at w ould re sult from  th e  re -balancing reported  by th e  IC. Th e  s econd s ection 
of th e  table  s h ow s  th e  ch ange s  in volum e s  of s e rvice  sold  as  a re sult of th e price  ch ange s , 
given th e  e lasticity m e asure s  in th e  IC report. In e ach  table , w e  h ave  add e d  an add itional 
cas e , ‘A cce s s  at cost’, in w h ich  th e  m axim um  price  for acce s s  is e q ual to its  LRMC.  

It is cle ar from  th e s e  volum e  ch ange s  th at re -balancing w ould h ave  a s ignificant im pact on 
th e  constitution of th e  bas k e t of s e rvice s  th at e ach  custom e r w ould consum e . H ence , in 

                                                      

18  Te lstra’s local call duration h as  risen from  6.3 m ins in March  19 9 8 to 6.9 5m ins in Nove m b e r 19 9 8 
(source : Te lstra). It is inte re sting to note  th e  contrast b etw e e n Te lstra and its  Scand inavian counte rparts. 
In A ustralia, th e  grow th  in Inte rne t traffic raise s  Te lstra’s costs  w ith out raising its  re venues and  is a 
source  of financial conce rn. In Scand inavia, th e  grow th  in Inte rne t traffic h as  b e en a boon to local Te lcos 
b ecaus e  calls are  tim e d . It is not surprising th at th e pricing structure  in Scand inavia h as  facilitate d  e ntry 
of com pe ting local loop infrastructure , notably w ith  local gove rnm ent d e ve loping cable netw ork s in 
Sw e d e n. 

19   Te le com m unications Econom ics  and  Policy Is sue s , Industry Com m ission, 19 9 7 

20  R e d uctions in dead-w e igh t loss e s. 

21  Th e  Industry Com m ission pre s ente d  5 scenarios w ith  d iffe rent constraints  on re -balancing. 

22  Th e  tw o figure s  w e re  bas e d  on a line r d e m and  assum ption and  a constant e lasticity assum ption 
re spe ctive ly. 
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com paring price s  it is appropriate  to us e  th e price  bas k e t th at w ould arise  afte r th e  re -
balancing h as  occurre d.  

Table  5 s h ow s  th e  ch ange  in bas k e t price  one  could  expe ct as  a re sult of re -balancing, tak ing 
into account th e s e  volum e  s h ifts. It com pare s  th e price  of th e  bas k e t both  b efore  and  afte r re -
balancing us ing th e  volum e s  one  w ould  expe ct und e r th e  re -balanced  price s.23 Scenario 1 
re sults in substantial incre as e s  in sm all busine s s  bas k e t price s  b ecaus e  th e  IC assum e s  th at 
th e price  e lasticity of d em and  for acce s s  for th is group is  z e ro,24 an assum ption it q ue stions 
in th e  oth e r scenarios. 

O ne  conclusion th at could b e  d raw n from  th is sim ple  analysis is th at re -balancing such  th at 
acce s s  ch arge s  re fle cted  th e  LRMC of provision could re sult in re ductions in th e  ove rall price  
of a bas k e t of s e rvice s  for sm all busine s s  of about 16%, com pare d  w ith  th e  sam e  bas k e t 
price d  at current price s. 

 

                                                      

23  Note  th at th e  re -balancing assum e s  th at Te lstra’s n et re venue doe s  not ch ange . 

24  A s  a re sult, th e  w e lfare  m axim ising solution is to re cove r all joint and  com m on costs  from  busine s s  
acce s s , and to ch arge  all oth e r s e rvice s  at m arginal cost. 

Tab le 4. Im pact of re-b alancing on residential prices  and volum es 

Local calls STD Calls to 
ISPs ID D Custom e r 

A cce s s
19 9 5/19 9 6 price s $0.23 $0.31 $0.23 $1.13 $138.80
LRMC (from  IC study) $0.10 $0.12 $0.10 $0.76 $235.00
Sce nario 1 43% 40% 43% 67% 169 %
Sce nario 2 103% 48% 103% 71% 253%
Sce nario 3 126% 51% 126% 73% 169 %
Sce nario 4 101% 68% 101% 81% 169 %
Sce nario 5 101% 88% 101% 9 2% 101%
A cces s  at cost 137% 52% 137% 73% 169 %  

Local calls Long-d istance  
calls ISP calls Inte rnational 

calls A cces s

Quantity 11,200,000,000  9 ,510,000,000        -        638,000,000         6,450,000  
Sce nario 1 103% 136% 103% 139 % 9 7%
Sce nario 2 100% 131% 100% 135% 9 4%
Sce nario 3 9 8% 130% 9 8% 133% 9 7%
Sce nario 4 100% 120% 100% 122% 9 7%
Sce nario 5 100% 107% 100% 110% 100%
A cces s  at cost 9 8% 129 % 9 8% 132% 9 7%  



 23 

 

Th e s e  ch ange s  occur b ecaus e  re -balancing tends  to incre as e  price s  for w h ich  d em and  is 
ine lastic w h ile  allow ing substantial price  falls for th e  m ore  e lastic s e rvice s. Th is sugge sts  th at 
re balancing brings s ignificant gains  in consum e r w e lfare .  

Th e  above  e xam ples  are not d e s igne d  to ind icate  th e pre cise  im pacts of re -balancing. R ath e r, 
th ey are  intended  to ind icate  som e  of th e  form s of analysis th at th e  Com m ission could 
und e rtak e prior to form ing any conclusions in re spe ct of th e  caus e s  of th e price  d iffe rentials. 

O th er is sues in re -b alancing 

R e -balancing in Sw e d en and  Finland, particularly th e  form e r, h as no doubt b e en aid e d  by 
th e  acceptance  of its  b ene fits  by gove rnm ent, and by th e ir approach  for d ealing w ith  social 
b ene fits  for low  incom e  groups. Th e  sam e  circum stance s  s im ply do not h old in A ustralia at 
pre s ent. Th is is, in its elf, an im portant contributing factor w h ich  th e  Com m ission m igh t 
addre s s  in its  report. 

H aving said th at, it is w orth  noting th at th e  d istributional conse q uence s  of th e  current price  
d istortions are  far from  b e ing s im ple . It is true  th at m any low  incom e  h ous e h olds  generate  
little  traffic pe r line , and h ence  b ene fit from  th e  im plicit subsidy to acce s s  (w h ich  is fund ed  
th rough  a tax on usage ). H ow e ve r, it is also true  th at h igh  incom e  h ous e h olds  are  far m ore  
lik e ly to h ave  s econd line s  (w h ich  also b ene fit from  th e  acces s  subsidy) and to m ak e  
e xtensive use  of th e  Inte rne t (and h ence  obtain a subsidy under current arrange m ents for 
local call ch arging). More ove r, to th e  e xtent to w h ich  th e  ge ograph ical cross -subs idies  are  
capitalise d  into land price s  (as  th ey are  lik e ly to b e ), th ey  benefit land -ow ne rs, w h o are  on 
ave rage  m ore  w e alth y th an th e population as  a w h ole . Th is und e rscore s  th e point th at th e  
transfe rs  built into th e  current ch arging arrange m ents are  ve ry poorly focus s ed , and h ence  
are not lik e ly to b e  a good  m e ans of m e e ting social policy obje ctive s. 

To th e  e xtent to w h ich  such  obje ctive s  are now  b e ing pursued  by m e ans of price  controls, 
th ey could also b e  ach ie ved  th rough  targe te d  and  transparent policy instrum ents.  

                                                      

25  Th e  re sults for S1 and S2 d e pend assum ptions conce rning num b e r of line s. Th is table  assum e s  1 line  and  
3 line s  re spe ctive ly for e ach  busine s s  class. 

Tab le 5. Im pact on th e price of a b ask et of services for residential and sm all b usinesses25 

R e s idential S1 S2
Sce nario 1 63% 103% 147%
Sce nario 2 9 8% 78% 86%
Sce nario 3 9 5% 86% 9 3%
Sce nario 4 9 6% 89 % 9 6%
Sce nario 5 9 5% 100% 105%
A cces s  at cost 9 9 % 84% 86%  
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Such  a ch ange  h as  scope  to bring s ignificant gains  in allocative  e fficiency. A d d itionally, price  
re -balancing could bring oth e r gains  w h ich  are  also of gre at im portance , such  as : 

• re -balanced  tariffs consid e rably re duce  th e proble m s associated  w ith  acce s s  
and  inte rconne ction, not le ast b ecaus e  th e re  could b e  no ne e d  for an acce s s  
d eficit ch arge  (A D C); 

• it could incre as e  th e  incentive s  for inve stm ent in infrastructure  th at com pe te s  
w ith  th e  local loop, as  w ould appe ar to b e  tak ing place  in Sw e d en; 

• e fficient substitution from  fixe d  line s  to m ob ile  w ould  b e  e ncouraged , 
particularly in low  us e  are as  such  as  h oliday h om e s. Mob ile penetration in 
Finland  and  Sw e d en is  h igh e st in th e  w orld. By e xte nsion, th is could also 
im prove  th e  incentive s  for supplie rs  to im prove  m ob ile  cove rage ; and  

• re balancing could foste r e fficient com pe tition in th e  s e nse  th at entry – b e  it in 
local or long d istance  s e rvice  – could no longe r b e  bas ed  on e xploiting a tariff 
d istortion, but w ould h ave  to b e  bas ed  on innovation or a re al e fficiency 
advantage . 

Finally, look ing to th e  longe r te rm , it is w orth  noting th at re balancing is of central 
im portance  to prom oting te ch nological ch ange  in te le com m unications. Th e  cost structure  of 
te le com m unications is sh ifting to one  in w h ich  th e  fixe d  (or non-traffic s ensitive ) costs 
pre dom inate , w h ile  th e  m arginal costs of usage  h ave  b ecom e  ve ry low . Th is cre ate s  scope  
for ne w , usage -intensive , applications, such  as  th os e  th at re ly on h igh ly d istributed  data 
bas e s. H ow e ve r, th e  current pricing structure s  for usage  (ne e d e d  to fund  th e  s h ortfall on 
acce s s ) could d istort th e  d e ploym ent of th e s e  usage -intensive  applications. A s  a re sult, 
countrie s  w h ich  d elay in accepting price  re balancing w ill potentially draw  le s s  b ene fit th an 
th ey could from  th e  te ch nological d eve lopm ents now  und e r w ay. 
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Com m entary on th e  Finnis h  telecom m unications m ark et 
Th is com m entary on th e  Finnis h  te le com m unications m ark e t h as  b e en prepare d  from  
d iscuss ions w ith  and  m ate rials provided  by Mr A rno W irz e nius, a Finnis h  consultant. 

1. Introduction 

Th e  Com m ission’s  draft b ench m ark ing report on A ustralian te le com m unications seek s  to 
com pare  th e price s  of bask e ts  of te le com s  s e rvice s  across  nine  countrie s. Th e  report 
identifie s  th at Finland  h as  th e  low e st price s  in th e  sam ple  across  both  re s idential and  
busine s s  bas k e ts. For e xam ple , th e  re s idential bask e t price  for A ustralia is reported  as  49 6 
com pare d  w ith  a bas k e t price  of 384 in Finland, a 29 % diffe rence . 

Th e  Com m ission e xpre s s e s  th e  vie w  th at th e price  d iffe rence s  ind icate  th at th e re  is a 30% 
productivity gap b etw e e n A ustralia and  th e  low e st price d  in th e  sam ple . For re asons w e  
h ave pre s ente d  to th e  Com m ission, w e  do not th ink  it is poss ible  to re ach  such  a conclusion 
on th e  bas is of price s  alone . H ow e ve r, w e  do th ink  th at th e  Com m ission’s report w ould b e  
m uch  m ore  us eful if it w e re  to addre s s  factors in th e  m ark e t th at w ould drive  th e  
d iffe rence s. W e  do not d ispute  th e  generally accepted  vie w  th at te le com m unications costs in 
Finland are  am ongst th e  low e st in th e  w orld.  

Th is pape r addre s s e s  som e  of th e  ch aracte ristics  of th e  Finnis h  m ark e t w h ich  w ould h e lp th e  
re ad e r to und e rstand  w h e th e r th e  factors th at contribute  to low  price s  in Finland  are  
applicable  in A ustralia. 

In th e  inte re sts  of balance  th e  Com m ission s h ould consid e r h ow  it addre s s e s  th e s e  issue s  in 
its  report, so th at th e price  com parisons can b e  placed  in a fram e w ork  us eful for inform ing 
policy. 

Sum m ary of conclusions 

Th e  factors th at appe ar to contribute  to th e  low  price s  in Finland  are : 

• Finland  h as  allow ed  consid e rable pricing fre e dom , w h ich  h as  re sulted  in d e -
ave raging and som e  re -balancing of price s  in re spe ct of acce s s  and usage  to a 
gre ate r d egre e  th an A ustralia, Ne w  Z e aland  and  oth e r Europe an m ark e ts; 

• pricing fle xib ility and  re -balancing h ave  b e e n facilitated  by a num b e r of 
factors including th e  h istorical s eparation of local s e rvice s  from  m ob ile , STD  
and  ID D , th e  h igh  penetration of m ob ile , th e  acceptance  of d ire ct social 
s ecurity paym ents to d eal w ith  low  incom e  subscribe rs , and th e  ligh t-h and e d  
syste m  of re gulation; 

• th e  re gulatory approach  is  be st ch aracte rise d  as  ligh t-h and e d  in com parison 
to re gim e s  in th e  UK and  A ustralia, and  consistent w ith  Finnis h  general 
com pe tition re gulation. Th e  re gulator h as  s h ow n a pre fe rence  to encourage  
industry participants to re solve  issue s  th rough  com m e rcial ne gotiation. Th e  
re gulator h as  rare ly inte rvened in pricing practice s , and th en only on grounds  
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th at w ould b e  consistent w ith  general com pe tition law . Th e re  is no spe cific 
price  re gulation, nor are  th e re  any licensing re q uire m ents outs ide  m ob ile . 

• w h ile  th e  h istory of d ive rs e  ow ne rs h ip h as  given rise  to re -balanced  and  
ge ograph ically de -ave raged  price s , th e re  is now  a consid e rable  d egre e  of 
ve rtical inte gration b etw e e n local, m ob ile , STD  and  ID D . Structural 
s eparation per se  is not th e  d rive r of low  price s  in Finland. Ind e e d , one  of th e  
k ey ch ange s  at libe ralisation w as  to re m ove  franch ise s  and  constraints on 
ve rtical inte gration;  

• th e  CAN is not unbundled  in Finland, nor are price s  of le as ed  line s  re gulated  
in any w ay. Ne ith e r of th e s e  appe ar to h ave  re sulted  in e xce s s ive price s  or a 
lack  of price  com pe tition; and  

• th e nature  of ow ne rs h ip of th e  local Te lcos h as  d ire ctly contributed  to low  
price s. Spe cifically, m any local Te lcos are  com m unity ow ne d , paying 
d ividends in th e  form  of low e r price s  to custom e rs. Th is is se t to ch ange  
und e r th e EU. 

2. Th e  extent of re -b alancing 

Sum m ary 

In th is se ction w e  ob s e rve  th at Finland’s price s  are  both  re -balanced  and  d e -ave raged  to a 
gre ate r d egre e  th an A ustralia and  m ost oth e r Europe an m ark e ts. Th is is re fle cted  in local 
acce s s  ch arge s , local usage  ch arge s , STD  ch arge s  and  le as ed  line  ch arge s. Th is is, to som e  
d egre e , a h istorical le gacy re sulting from  th e  d ive rs e  ow ne rs h ip of local provision. It is 
w orth  noting th at th e  tw o m ark e ts  th at are  generally accepted  to h ave  re -balanced  and  d e -
ave raged  th e  m ost, Finland  and  Sw e d en, are  also th os e  w ith  th e  low e st price s  in th e  sam ple . 
Facilitation of re -balancing, w h e th e r foste re d  by a structural le gacy or ligh t-h and e d  
re gulation w h ich  guage s  outcom e s  by general com pe tition rule s , appe ars  to b e  a factor in 
low e r price s. 

Re-b alancing 

It is difficult to obtain d efinitive  m e asure s  of tariff balance  w ith out som e  inform ation on th e  
und e rlying costs of provision. Such  inform ation is not re ad ily available  in e ith e r Sw e d en or 
Finland.  Table  6 s h ow s  th e  ratio of local call usage  e xpenditure  to acce s s  ch arge s  across  th e  
Te lcos in th e  Com m ission’s sam ple  th at do not h ave  a s ignificant block  of z e ro price d  calls.26 
W h en one  consid e rs  th at Finnis h  local Te lcos m ust re cove r all th e ir costs from  local ch arge s  
(in contrast to A ustralia) and  th at Sw e d en is  fully re -balanced  th en, to th e  e xtent th at one  can 
draw  any infe rence  on costs from  price  one  could conclude th at Finnis h  re -balancing lie s  
som e w h e re  b etw e e n Sw e d en and  A ustralia. 

                                                      

26  Eg Canada, Ne w  Z e aland  and  th e  US.  
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Th e re  are  tw o oth e r pie ce s  of e vidence  w h ich  sugge st th at re -balancing in Finland  h as  
m oved  furth e r th an A ustralia. Table  3 s h ow s  Finland  and  Te lstra tariffs against an 
‘idealise d’ pricing structure  sugge sted  by JP Morgan.27 Finland  w ould appe ar to b e  as  clos e  
to th e  ‘ideal’ as  any of th e  sam ple . Ind e e d , given th at Finnis h  Te lcos cannot subsidise  from  
STD  and  ID D , it sugge sts  th at Finland  m ay b e  clos e  to fully re -balanced  but of a low e r cost 
bas e. O ne probable  re ason for th e  apparently low e r cost is lik e ly to b e  th e unusual 
ow ne rs h ip structure  of local s e rvice s  in Finland. 

 

Finally, w e note  th at ongoing re balancing ove r th e  last 5 ye ars  h as  b e en m ode st, d e spite  
th e re  b e ing no price  re gulation and  consid e rable  com pe tition w ith in th e  m ark e t.29  A cce s s  
ch arge s  h ave  risen by, typically, 2.2% pe r annum , w h ilst usage  ch arge s  h ave  fallen by about 
2.5% pe r annum . Th is is sh ow n in Figure  5. 

W h ile  th is e vidence  is ind ire ct and  lack s  cost data, it tends  to support th e pre valent opinion 
on Finland, th at price s  in th at m ark e t are  m ore  cost re fle ctive  th an m ost, alth ough  th e re  is 
still som e  room  for furth e r ch ange . But in contrast to A ustralia, th e re  is no re balancing 
ne ce s sary in re spe ct of STD  or ID D .  

                                                      

27  Nord ic Te le com m unications, Tom orrow s  W orld  Today, JP Morgan, Nove m b e r 19 9 6. 

28  JP Morgan’s  e stim ate s  for all e xcept Te lstra and Finland. D ata for Finland  (19 9 6) is tak en from  th e  
Ministry of Transport and  Com m unications publication. Th e  d ata for A ustralia (current) is from  Te lstra. 

29   Th e  k ey playe rs in th e  m ark e t are  th e  m e m b e rs  of th e  Finne t Group, Sone ra, and Te lia. But th e re  h ave  
b e en a num b e r of re cent entrants such  as  RSL Com  w h ich  are  still ne w  and  sm all but w h ich  h ave  b e e n 
particularly aggre s s ive  in th e ir entry strate gie s. 

Tab le 6. Ratio of local calls to access  b ased on Com m iss ion data 

France 159 %
A ustralia 9 1%
Finland 74%
Sw e d e n 59 %
Japan 50%
UK 50%  

Tab le 7. Extent of re-b alancing in different m ark ets  (all in US$)28 

R e ntals 
($/m onth )

Local calls 
($/m inute )

R e gional 
($/m inute )

STD  
($/m inute )

ID D  
($/m inute )

Targe t (cost re fle ctive ) tariffs $15.00 $0.05 $0.08 $0.10 $0.15
BT $12.63 $0.04 $0.06 $0.09 $0.63
France  Te le com $8.62 $0.04 $0.14 $0.72
Finland $10.77 $0.03 $0.06 $0.37
Te lia $14.50 $0.03 $0.07 $0.09 $0.63
Te lstra $8.75 $0.03 $0.17 $0.75  
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D e-averaging 

Th e  oth e r notable  fe ature  of Finland  is th e  s ignificant ge ograph ical d e -ave raging. Figure  6 
s h ow s  th e  d istribution of acce s s  ch arge s  across  Finnis h  Te lcos.30 Th e  m e an price  is 
FIM730/ye ar.31 Th e  m axim um  value  is 25% above  th is le ve l at FIM9 16; th e  m inim um  ch arge  
is FIM441, 40% be low  th e  ave rage . Th e  sam e  d istribution is apparent in th e  total h ous e h old  
e xpenditure  on local s e rvice s  (s e e  Figure  7). H ence , th e  e xplanation for th e  spre ad  of acce s s  
ch arge s  is not re lated  to th e  structure  of ind ividual tariffs in re spe ct of fixe d  and usage  
s e rvice s. It is also cle ar th at subscribe r line  d e nsity doe s  not e xplain m uch  m ore  th an 20% of 
th e  ob s e rved  variation. Figure  8 s h ow s  th e  re lationsh ip b etw e e n local e xpenditure  and  
subscribe r line  d e nsity across  th e  Finnis h  Te lcos, w h ich  yie lds  an R 2 of 0.21. 

 

                                                      

30  Price  Le ve l of Te le com m unications Ch arge s  in 19 9 7. Ministry of Transport and  Com m unications 
Finland , 16 A pril 19 9 8. 

31  Th e  730 figure  d iffe rs  from  th e  79 9  figure  u s ed  earlie r in th e  report. Th e  form e r is unw e igh ted  by 
num b e r of line s , w h ile  latte r is w e igh te d . 

Figure 5. Com parison of local access  and usage ch arges (19 9 7 FIM) in Finland 
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Figure 6. D istrib ution of access  ch arges  across  Finnish  Telcos (19 9 7 FIM) 
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Figure 7. D istrib ution of h ouseh old local telecom  expenditure across  Telcos (19 9 7 FIM) 
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Prices  of leased lines  

Pricing of le as ed  line s  h as  to b e  cost re lated , bas ed  on accounting data (re gulation 1300), and 
ch arge s  to ope rators  m ust not b e  h igh e r th an end-us e r price s. No oth e r price  control e xists. 
Le as ed  line  ch arge s  w ent up consid e rably w h en th e  obligation to le as e  to oth e r ope rators  
w as  introduced. 

Sone ra le as ed  line s  for coppe r are  th e  sam e  as  for conne ctions. Finne t le as ed  line  ch arge s  are  
generally h igh e r th an acce s s  ch arge s  (s e e  Table  8 and  Table  9 ).  

 

Tab le 8. Typical Finnet access  and copper leased line tariffs (K ym i Telco) 
 A cce s s1 A cce s s2 A cce s s3 Le as e d  line , coppe r 

Conne ction 3600 1200 350 1220 

Month ly fe e  45 80 125 114.70 

Local calls included  15 15 125 n/a 

 

                                                      

32  Source : A rno W irz e nius, 19 9 5 bas e d  on Finnis h  Te le com s Statistics. Th e  ave rage  subscribe r line  d e nsity 
in th is ch art can b e  com pare d  w ith  th e  ave rage  line  d e nsity in A ustralia of les s  th an 1.5/sq k m . 

Figure 8. Relationsh ip b etw een sub scrib er line density and local ch arges (19 9 5 FIM)32 
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Tab le 9 . Typical Finnet leased line tariffs (K ym i Telco) 
Subscribe r conne ction, 
norm al q uality 

Conne ction 1220, rental 114.70 / m onth  

Subscribe r conne ction, 
b ette r q uality 

Conne ction 1403, rental 131.80 / m onth  

Subscribe r conne ction, 4-
w ire  

Conne ction 1403, rental 219 .60 / m onth  

Subscribe r conne ction 2 
Mbit/s 

Conne ction 10,004, rental 1464 / m onth  up to 3 k m , add itional k m  
146.40 / m onth  

Le as e d  line  2-w ire  inte r-
e xch ange  

R e ntal 305 / m onth  pe r k m   

Le as e d  line  2 Mbit/s Conne ction 12,200, rental up to 1 k m  1220 / m onth , rental b eyond  1 
k m  305 / m onth  pe r k m  to 10 k m , th e re afte r 134.20 / m onth  pe r k m  

 

3. Factors  contrib uting to pricing flexib ility 

Sum m ary 

In th is se ction, w e  id e ntify som e  of th e  factors w h ich  provide s ignificant pricing fre e dom  for 
th e  m ark e t participants. Th e  k ey factors are  th e  ligh t-h and e d  re gulatory re gim e  bas ed  
prim arily on general com pe tition law , th e  le gacy of d ive rs e  ow ne rs h ip, th e  h igh  penetration 
of m ob ile  and  th e  social s ecurity syste m . Th e  m ost im portant of th e s e  is th e nature  of 
re gulation. Finland s h ow s  th at re gulators ne e d  not inte rvene in pricing or oth e r d ecisions  in 
ord e r for th e  m ark e t to d elive r low  price s , e xcept by re fe rence  to norm al com pe tition law . 
W e  b elie ve  it w ould b e  us eful for th e  Com m ission to consid e r it in its  study. 

3.1. Ligh t-h anded regulation. 

Th e re  are  th re e  m ain agencie s  th at h ave  som e  re spons ibility for re gulating th e  Finnis h  
te le com m unications sector: 

• Ministry of Transport and  Com m unication (MoTC) re spons ible  for te le com  
policy; 

• Te le com m unication A d m inistration Centre  (TA C), a s ection w ith in th e  
Ministry, re spons ible  for m any supe rvisory task s  such  as  type  approvals, 
standard isation, num b e ring and allocation of rad io fre q uencie s; and , 

• Finnis h  Com pe tition A uth ority, re spons ible  for anti-trust issue s  of w h ich  th e  
TA C and Com pe tition A uth ority are  th e  m ost im portant. In add ition, 
Te le com s is gove rned  by Th e  Te le com m unication A ct. 

Th e  A ct appe ars  to support s ignificant pow e rs  to re gulate  te le com s. It places  spe cific 
provisions  in dom inant playe rs, such  as  supply of last re sort. It pre cludes  ce rtain type s  of 
bundling activity, spe cifie s  re q uire m ents for cost bas ed  tariffs in re spe ct of dom inant Te lcos, 
re q uire s  price  d isclosure  and  spe cifie s  ce rtain accounting procedure s. But th e  w ord ing of th e  
A ct doe s  not give  a flavour of th e  w ay in w h ich  it translate s  into re gulation. 
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Licensing 

Finland  abandoned  th e  re q uire m ent for licensing m id 19 9 7. Licensing is ne e d e d  only for 
som e  s e rvice s  ne e d ing rad io fre q uencie s , such  as  GSM and  oth e r s im ilar m ob ile  s e rvice s. 
Th e re  is a re q uire m ent to ‘notify’ th e  MoTC, on one page , but th e re  are no conditions 
attach e d  to th e notice . 

Pricing 

Th e  lack  of re gulation is m ost apparent in pricing.33  Th e  rule s  appe ar stringent: 

• Price s  h ave  to b e  d ivided into installation ch arge s , rentals, and oth e r ch arge s  
(m ainly usage ); 

• rate s  s et by dom inant ope rators  in th e  m ark e t s egm ent w ith in w h ich  th ey are  
dom inant m ust b e  cost-bas ed , but th e re  are  no rules or guid elin e s on w h at th is 
m eans, and in practice prices vary sign ificantly (s e e  Figure  6 th rough  Figure  8) 
and dom inant suppliers can d iscount;34 

• Finland  h as  a consum e r tariff publication re q uire m ent.35 Tariffs m ay include 
bulk  d iscounts; and  

• th e  A ct pre cludes bundling of e q uipm ent and  oth e r s e rvice s , but th e re  is a 
great d eal of an ecdotal evid ence  th at just such  bundling occurs in  th e  large busin e ss 
m ark e t as a m e ans of m od ifying publish e d  tariffs. 

Th e re  are  also tariffs in place  w h ich  appe ar to constructive ly bundle  s e rvice s. Local usage  
and  acce s s  are  com m only bundled , but in add ition, th e  Finne t D iana tariff re late s  d iscounts 
on s e rvice s  to total b ill s iz e , duration of contract and  range  of s e rvice s , as  illustrated  in 
Figure  9 .36  

                                                      

33  Th e  official re gulation on ch arging in public te le com s ne tw ork s i s  se t out in th e  follow ing docum ent:  
h ttp://w w w .th k .fi/englanti/docum ent/th k 31a9 7.pdf. 

34  For instance  H e lsink i Te leph one  offe rs  a 9 % discount on subscribe r line s  for invoice s  e xce e d ing 4 
m illion FIM and 6% for m ore  th an 4,000 line s. 

35  MoTC re gulation 1300 s ection 6 

36  Th e  Com pe tition A d m inistration is pre s e ntly w ork ing on th e  Finne t D iana bundling syste m . Th ey h ave  
ye t to e stablish  th e principle s  to b e  follow e d  on such  m atte rs. 
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D isclosure  

Th e re  is a re q uire m ent to publish  tariffs,37. Th e re  is no public d isclosure  of costs. Nor is  th e re  
any provision for d isclosure  of such  data to com pe titors  th rough  th e  TA C. H ow e ve r, th e  
MoTC and th e  TA C h ave  th e  righ t to ge t any ne e d e d  inform ation for enforce m ent of th e  A ct 
(A ct s ection 40). To date , no accounting re sults are  re gularly reported  to MoTC or TA C, 
                                                      

37  MoTC re gulation 1300 s ection 6 

Figure 9 . Th e Finnet D iana tariff 

D iana is  a busine s s  d iscounting pack age  bas e d  on bill s iz e  and  th e  duration of th e  contract, as s h ow n in
Table  B1 and  Table  B2.

Tab le B1. International discounts

D iscount % w ith out STD  agre e m ent'

A gre e m ent duration ye ars

D iscount % w ith  STD  agre e m ent

A gre e m ent duration ye ars

Invoice d
am ount
e ve ry 2
m onth s  (FIM) 1 2 3 4 5 1 2 3 4 5

200 – 49 9 4 5 6 7 8 7 8 9 10 11

500 – 9 9 9 5 6 7 8 9 8 9 10 11 12

1000 – 19 9 9 6 7 8 9 10 9 10 11 12 13

Tab le B2. STD  discounts

A gre e m ent duration ye arsInvoice d  am ount
e ve ry 2 m onth s
(FIM) 1 2 3 5

200 – 500 9 11 13 15

501 – 1000 11 13 15 17

1001 – 2000 13 15 17 19

2001 – 5000 18 19 20 21

5001 - 10,000 20 21 22 23

10,000 - 20,000 22 23 24 25

20,000 - 50,000 24 25 26 27

50,000 – 100,000 25 27 28 30

100,000 – 200,000 31 32 33 34

O ve r 200,000 32 33 34 35

A n add itional d iscount of 2% is  available  for fre q uently us ed  num b e rs  (subscribe d , abbre viate d  d ialling to a
m axim um  of 9  num b e rs). Th e re  are  also d iscounts for m obile , leas e d  line s , e tc, and  for calls b etw e e n a PA BX
and  a com pany m obile  w h en th e re  is a le as ed  line  from  PA BX to m obile  sw itch .
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e xcept annual profit/loss  state m ents for s eparation of s e rvice s. Even in re spe ct of s e rvice  
s eparation, th e re  are no h ard  and  fast rule s  as  to h ow  th is sh ould b e  done , e xcept it s h ould 
b e  consistent across  tim e . Th is P& L data is not m ad e  public. 

Th e  MoTC h as  m andated  a re lative ly sim ple  accounting d e scription38 th at is issue d  to all 
ope rators  as  a m e ans of m e e ting th e EU re q uire m ent. 

Te lcos w ith  s ignificant m ark e t pow e r are  re q uire d  to s et inte rconne ct ch arge s  on th e  bas is of 
cost. H ence , th e  MoTC h as  re le as ed  a s im ilar accounting d e scription for calculating th e  cost 
bas e  for inte rconne ction tariffs. Te lcos th at h ave  s ignificant m ark e t pow e r are  re q uire d  to 
publish  R e fe rence  Inte rconne ct O ffe rs, w h ich  m ust b e  available  to all, but w h ich  m ay 
include bulk  d iscounts.  

3.2. Th e  legacy of separation 

A s pre viously noted , th e  h istoric s eparation of local s e rvice providers  from  STD , ID D  and  
m ob ile  h as ne ce s s itated  cost re cove ry from  local ch arge s. A s  a re sult, Finland  m anaged  to 
avoid th e  large  subs id i e s  s e en betw e e n STD , ID D  and  acce s s  pre valent in ve rtically 
inte grated  Te lcos. H ow e ve r, as noted  in s ection 5, re cent e vents in Finland sugge st th at 
ve rtical inte gration to e xploit e conom ie s  of scope  is th e natural e volution from  th e  initially 
s eparated  structure . 

3.3. H igh  penetration of m ob iles  

Finland  h as  a ve ry h igh  penetration of m ob ile ph one s , in e xce s s  of 55% along w ith  ne ar 
unive rsal ge ograph ical cove rage .39  Th is h as  s ignificantly re duced  re liance  on fixe d  line s  for 
bas ic s e rvice s , w ith  th e  re sult th at: 

• d em and  for fixe d  line s  at h oliday h om e s  (w h ich  are  com m on ye t often in 
spars ely populated  are as) is low ; and   

• d em and  for s econd line s  is low . 

Th e s e  both  contribute  to a w ider acceptance  of h igh  acce s s  and  low  usage  ch arge s , b ecaus e  
th e  adve rs e  conse q uence s  of e le cting not to tak e  a fixe d  line  s e rvice  are  low e re d. 

3.4. Social security 

In Finland  and  Scand inavia generally, d ire ct social s ecurity paym ents for s e rvice s  for low  
incom e  or d isadvantaged  m e m b e rs  of th e  com m unity are pre fe rre d  to subs idy delive red  by 
s e rvice providers. H ence , pricing fle xibility is not constrained  by th e  n e ed  to provide  b elow  
cost s e rvice s. Th is is in m ark e d  contrast to th e  UK and  A ustralia, w h e re  low  volum e users  
are  generally subsidised by oth e r custom e rs. A s  a re sult, th e unive rsal s e rvice  obligation40 
                                                      

38  Se e  MoTC re gulation 1300, s ection 5. 

39   O n re ason for th is h igh  penetration m ay b e  th e national ch am pioning of Nok ia. 

40  Th e  USO  is an obligation on dom inant Te lcos to provide  s e rvice s  on re q ue st. 
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placed  on th e  Finnis h  Te lcos is e asy to m anage , and doe s  not re q uire  a spe cific re cove ry 
m e ch anism . 

4. Factors  th at h ave not b e en im portant in re spect of price  

Sum m ary 

Th e  fore going s ection outline s  th e  re gulatory factors th at h ave  facilitated  low  price s  in 
Finland. It is also w orth  re vie w ing factors th at do not s e em  to h ave  b e e n im portant. Th e s e  
include: 

• proh ibition on inte gration, w h ich  is  discus s ed  in s ection 5; 

• bundling, w h ich  is addre s s e d  in s ection 3.1; 

• unbundling of th e  CAN and  re gulation of le as ed  line price ; and  

• us e r pays  tariffs for local num b e r portab ility. 

Unb undling of th e  CAN 

Th e re  is no com pulsory unbundling of th e  CAN as such , but any ope rator or us e r h as  th e  
righ t to le as e  line s , including coppe r loops at le as ed  line  ch arge s. A ny Te lco, not just th os e  
w ith  s ignificant m ark e t pow e r, h as  th e  obligation to le as e  such  capacity if it is available .41 
Th e re  is no obligation to install add itional capacity.  

Since  th is obligation w as  im pos ed , th e re  h as  b e en a s ignificant incre as e  in le as ed  line price s , 
w h ich  are  generally e q ual to or h igh e r th an acce s s  price s  (s e e  s ection 2). Th e re  h as  b e en no 
re gulation of th e s e  price s. 

Num be r portab ility 

Num be r portab ility42 h as  b e en m andatory w ith in a Te lco s ince  19 9 7, and betw e e n Te lcos 
w ith in a local call are a s ince  1 O ct 19 9 8. Th e re  is also a s eparate nationw ide portable  range  of 
num b e rs, but th e  subscribe r m ust first ch ange  to th at num b e r range . O pe rators  h ave  to 
condition th e ir ne tw ork s  but ch arge portability users for th e service. Generally th e  Te lco w h os e  
num b e r w ill b e  us e d  in anoth e r ope rator’s ne tw ork  in th e  sam e  local call are a ch arge s  th e  
custom e r a conne ction fe e  FIM 600 – 1,200. In add ition th e  ope rator ch arge s  a m onth ly 
s e rvice  fe e  FIM 30 - 150. Price s  for national num b e r portab ility are  s h ow n in Table  10. 

 

                                                      

41  Se e  A ct s ection 15 (1) (2) and  re gulation 468. 

42  Se e  TA C re gulations 32A  and  33A  
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Tab le 10. Ch arges for national portab ility (FIM, inclusive of VAT) 
 H PY Sone ra Turk u Kym i 

Conne ction fe e  

Conne ction fe e , ISDN 

450 

Not offe re d  

39 0 

780 

610 

610 

0 [b e ing ve rifie d ] 

Month ly fe e  

Month ly fe e , ISDN 

60 

Not offe re d  

36 

73 

29  

29  

49  

49  

Calls to 071 num b e r 
from  local w ire d  
conne ction 

0.48 / call +  0.24 / 
m in +  local call 
ch arge  

0.37 / m in +  
local call ch arge  

0.48 / call +  0.58 / 
m in +  local call 
ch arge  

0.71 / call +  0.49  / 
m in 

Calls from  071 
conne ction 

0.15 / m in +  norm al 
call ch arge s  

norm al call 
ch arge s  

0.08 / m in +  
norm al call 
ch arge s  

0.71 / call +  0.49  / 
m in  call ch arge s? 

Calls from  071 
conne ction to 071 
conne ction w ith in local 
ope rator ne tw ork  

0.48 / call +  0.39  / 
m in +  local call 
ch arge  

0.37 / m in +  
local call ch arge  

0.48 / call +  0.66 / 
m in +  local call 
ch arge  

0.48 / call +  0.66 / 
m in +  local call 
ch arge  

H PY m e ans  H e lsink i Te leph one  Com pany, capital re gion 
Turk u m e ans  Turk u Te leph one  Com pany, in th e  south -w e st 
Kym i m e ans Kym i Te leph one  Com pany, south -e ast, som e  33,000 subscribe rs  
 

5. Trends in industry structure  

D e re gulation in Finland  allow ed  ve rtical and  h oriz ontal inte gration to tak e place . Both  h ave  
occurre d. From  th e  Com m ission’s pe rspe ctive , it is m ost im portant to note  th at ve rtical 
inte gration into m ob ile , STD  and  ID D  h as  b e en a fe ature  of th e  d e re gulated  m ark e t. H ence , 
re gulatory solutions th at sugge st structural s eparation run counte r to th e  trends  of th e  
s ector, and  w ould caus e  substantial e fficiency loss e s. 

Th e  Finne t group h as  a num b e r of com m on com panie s , on a fe d e rative  bas is (ow ned  by 
group m e m b e rs). Th e  four m ost im portant are  R ad iolinja (GSM), STD  ope rator 
Kauk ove rk k o Ys i, D atatie  (long d istance  netw ork , data ne tw ork s  etc.) and Finne t 
Inte rnational (inte rnational s e rvice s ). Th e  large st Finne t Te lco H PY (capital re gion) h as  
alre ady conve rted  to a liste d , profit m ak ing com pany. It h as  starte d  to buy som e  stak e s  in 
oth e r sm alle r liste d  Te lcos, and is just now  buying out oth e rs  from  R ad iolinja. Even th ough  
th e re  is som e structural separation betw e en  local and oth e r se rvices in  Finland, th e  trend is non e  th e  
less to integrate  local w ith  STD , ID D  and m obile .  

Th e  Finne t group is  lik e ly to s e e  a num b e r of m e rge rs. Th e  sm allest ope rators  w ill lik e ly be  
m e rge d  into th e  large r ope rators. In th e  long run a Te lco w ith  a fe w  th ousand subscribe rs  
and  a staff of 2 to 20 is unlik e ly to b e  viable . A t pre s ent th ey survive  b ecaus e  of th e  group 
support w ith in Finne t. 
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6. Th e nature  of ow ners h ip contrib utes  to low  prices  

Many local Te lcos in th e  Finne t group are unusual, in th at th ey are  coope rative ly ow ned  by 
th e ir subscribe rs. Th e s e  coope rative s  do not e arn profits  and pay d ividends as  w ould a 
private ly ow ne d  com pany, but rath e r pay an e ffe ctive  d ividend th rough  low e r price s  to 
th e ir custom e rs. Table  11 illustrate s  th e  cas e  us ing publish e d  acce s s  tariffs fro Kym i Te lco). 
Th e  conne ction ch arge  identifie d  in th e  A cce s s1 pack age  is a s h are  in th e  Te lco, w h ich  can b e  
transfe rre d  to a ne w  custom e r for a ch arge  of FIM 100-350 (d epending on th e  location of th e  
re cipient). Th e  fe e  appe ars  on th e  Te lco’s balance  s h e e t, rath e r th an as  re venue. 

Tab le 11. Typical Finnet access  and copper leased line tariffs (K ym i Telco) 
 A cce s s1 A cce s s2 A cce s s3 

Conne ction 3600 1200 350 

Month ly fe e  45 80 125 

Local calls included/ m onth  15 15 125 

 

Th e  ‘s h are ’ e ffe cts a 35FIM/m onth  re duction in th e  m onth ly fe e , w h ich  translated  into a 
US$6/m onth  re duction in th e  m onth ly fe e . W e understand  th at in som e  oth e r Te lcos, th e  
adjustm ent w ould b e  as  large  as US$10/m onth  pe r line . Th us, price  com parisons are  lik e ly 
to b e  m isle ad ing if th ey fail to tak e  account of both  th e price  of th e  ‘s h are ’ as  w e ll as th e  
m onth ly line  rental. In re spe ct of th e  re s idential price  bas k e ts  in Com m ission’s report, a 
$6/m onth /line  incre as e  in Finnis h  ch arge s  w ould re duce  th e price  gap from  $112 to $40 
(from  29 % to 9 %). 

Th e  coope rative  arrange m ent w as in place  in February 19 9 8, w h en th e  Com m ission study 
e xam ine d  price s , but is  be ing unw ound under EU re gulations. 
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Com m entary on th e  Sw edis h  telecom m unications m ark et 

1. Introduction 

Th e  Com m ission’s  draft b ench m ark ing report on A ustralian te le com m unications atte m pts to 
com pare  th e price s  of bask e ts  of te le com s  s e rvice s  across  nine  countrie s. Th e  report identifie s  
th at Sw e d en is  th e  th ird  low e st price d  m ark e t for re s idential s e rvice s  (b e h ind USA 43 and  
Finland), and th e  s econd low e st price d  across  m ost class e s  of busine s s , once  again b e h ind  
Finland. For e xam ple , th e  re s idential bask e t price  for A ustralia is reported  as  49 6 com pare d  
w ith  a bas k e t price  of 404 in Sw e d en, a 23% diffe rence . 

Th e  Com m ission e xpre s s e s  th e  vie w  th at th e price  d iffe rence s  b etw e e n A ustralia and  th e  
low e r price  m ark e ts  w as  ind icative  of a 30% productivity gap. For re asons w e  h ave  
pre s ente d  to th e  Com m ission, w e  do not th ink  it is poss ible  to re ach  such  a conclusion on th e  
bas is of price s  alone . H ow e ve r, w e  do th ink  th at th e  Com m ission’s report w ould b e  m ore  
us eful if it w e re  to addre s s  factors in th e  m ark e t th at w ould drive  th e  d iffe rence s. W e  do not 
d ispute  th e  generally accepted  vie w  th at te le com m unications costs in Sw e d en are  am ongst 
th e  low e st in th e  w orld.  

Th is pape r addre s s e s  som e  of th e  ch aracte ristics  of th e  Sw e d ish  m ark e t w h ich  w ould h e lp 
th e  re ad e r to und e rstand  w h e th e r th e  factors th at contribute  to low  price s  in Sw e d en are  
applicable  in A ustralia. 

W e  sugge st th at th e  Com m ission addre s s e s  th e s e  issue s  in its  report, so th at th e price  
com parisons can b e  placed  in a fram e w ork  us eful for inform ing policy. 

                                                      

43  W e  h ave  som e  conce rns in re spe ct of th e  US w h ich  h ave   b e e n dealt w ith  e ls ew h e re . 
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Sum m ary of conclusions 

Th e  factors th at appe ar to contribute  to th e  low  price s  in Sw e d en are : 

• Sw e d en h as  allow ed  consid e rable pricing fre e dom , w h ich  h as  re sulted  in re -
balancing of price s  in re spe ct of acce s s  and usage  to a gre ate r d egre e  th an in 
all com parable  m ark e ts; 

• pricing fle xibility and  re -balancing h ave  b e e n facilitated  by a num b e r of 
factors including th e  h igh  penetration of m ob ile , th e  acceptance  of d ire ct 
social s ecurity paym ents to d eal w ith  low  incom e  subscribe rs , and th e  ligh t-
h and ed  syste m  of re gulation; 

• th e  re gulatory approach  is  be st ch aracte rise d  as  ligh t-h and e d , particularly in 
com parison to th e  re gim e s  in th e  UK and  A ustralia. Te le com m inucations 
re gulation m ay b e  ch aracte rise d  as  consistent w ith  re gulation of oth e r 
Sw e d ish  m ark e ts, in line  w ith  general com pe tition law . Th e  m ain re gulator in 
re spe ct of price s  and  b e h aviour in Sw e d en is  th e  com pe tition auth ority 
(KKV). Th e  KKV h as  inte rvened in th e  m ark e t, but s h ow n a pre fe rence  to 
encourage  industry participants to re solve  issue s. Th e re  is virtually no 
industry spe cific conduct re gulation; 

• th e re  is som e  lim ite d  price  re gulation and  ve ry bas ic licensing re q uire m ents. 
Th e price  re gulation h as not pre vented  s ignificant price  re -balancing to tak e  
place ; 

• Te lia is ve rtically inte grated , and is th e  large st provided in Sw e d en. H ence , it 
could not b e  said in Sw e d en th at structural s eparation h as  b e en re q uire d  to 
foste r low  price s; and  

• th e  CAN is not unbundled  in Sw e d en, nor are price s  of le as ed  line s  re gulated. 
Ne ith e r of th e s e  appe ar to h ave  re sulted  in e xce s s ive price s  or a lack  of price  
com pe tition. 



22/02/9 9  17:06 40 

2. Th e  extent of re -b alancing 

Sum m ary 

In th is se ction w e  ob s e rve  th at Sw e d en’s price s  are  re -balanced  to a gre ate r d egre e  th an all 
oth e r m ark e ts  w e  h ave  e xam ine d. Th is is re fle cte d  in local acce s s  ch arge s , local usage  
ch arge s , STD  ch arge s  and  le as ed  line  ch arge s. Th e  re -balancing h as  b e en th e  d ire ct re sult of 
s ignificant incre as e s  in acce s s  ch arge s  and  s ignificant d ecre as e s  in usage  ch arge s  th at Te lia 
could im ple m ent und e r its price  cap w h ich  containe d  no sub-caps of th e  type  s e e n in 
A ustralia. Furth e rm ore , th e  KKV h as not pre vented  th e s e  price  ch ange s. R e -balancing h as  
b e e n a m ajor contributor to low e r price s. 

Re-b alancing 

R e -balancing in Sw e d en h as  b e en discus s ed  at length  in our pape r on Finland, and also in 
our pape r on re -balancing, so th e re  is no ne e d  to reproduce  th e  m ate rial in d etail once  again. 
It can b e  sum m arise d  in Figure  10, w h ich  s h ow s : 

• th at fixe d  ch arge s  in Sw e d en and  Finland  are  low  in com parison w ith  m ost 
oth e r Europe an ch arge s; and , just as  im portantly, th at 

• fixe d  ch arge s  m ak e up a gre ate r proportion of te leph ony ch arge s  in Sw e d en 
and  Finland  th an e ls ew h e re . 

 

Figure 10. Com parison of fixed ch arges in Europe 
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Th e re  h as  b e en consid e rable  re -balancing w ith  acce s s  ch arge s  rising 3 fold s ince  th e  19 9 3 
Te le com m unications A ct.44 Th e re  h as  b e en a com m ensurate  re duction in th e price s  of oth e r 
s e rvice s , to ensure  th at price  re m aine d  und e r th e  ove rall price  cap im pos ed  in 19 9 3. Th e  
initial price  cap w as  a CPI-X (X=1%) cap im pos ed  on a bas k e t of s e rvice s  including acce s s. 
H ow e ve r, th e re  w e re no sub-caps th at constraine d  re -balancing w ith in th at bask e t. In 19 9 7 
th e  initial price  cap w as  abolish e d  to b e  replaced  by a cap on acce s s  alone . H ow e ve r, as  can 
b e  s e en from  Figure  11, th e  cap is unlik e ly to re sult in d istorted  acce s s  price s , s ince  acce s s  
price s  in Sw e d en are now  generally consid e re d  to fully re fle ct costs. 

 

R e balancing d id not initially h ave  a large  im pact on d em and  for acce s s. But w ith  th e  h igh e r 
penetration of m ob ile , th is h as  ch anged. Th e re  h as  b e en som e  d ecline  in fixe d  line  acce s s , 
particularly in th e  h igh  cost are as  such  as  th e  arch ipe lago (w h e re  s econd h om e s  are  
com m on). H ow e ve r, th e  d ecline  is offs et to a d egre e  b y th e  d ram atic incre as e  in d em and  for 
Inte rne t s e rvice s , w h ich  is incre as ing d em and  for fixe d  line s  in som e  are as. 

O ne  face t of th is re -balancing h as  b e en th e  grow th  in provision of local s e rvice s , particularly 
by local auth oritie s  th at ow n fibre  netw ork s , and local energy com panie s. W h ilst th is h as  
b e e n lim ite d  in th e past, w e  understand  th at th e s e  s e rvice s  are now  d eve loping rapidly.45 In 
th e  tim e  available  to re spond  to th e  Com m ission, w e  h ave not b e en able  to gath e r m ore  
inform ation on th is. H ow ever, w e  w ould ask  th e  Com m ission to investigate  th is issue , because  it 
m ay sh e d  som e  ligh t on on e  of th e  m ain b enefits of re -balanced  prices, nam ely incentives to invest and 
innovate in  th e  access service . 

                                                      

44  A m ended in 19 9 7 to bring it into line  w ith  EU re q uire m ents. 

45  Pe rsonal com m unication w ith  Be rtil Th orngren, Stock h olm  Sch ool of Econom ics  

Figure 11. D eviation of prices  from  ‘fully com petitive tariffs’ 
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Price  re -balancing is continuing. R e cently Te lia s ignificantly m od ifie d  its  tariff structure , as  
s h ow n in Figure  12, w h ich  h ad  th e  e ffe ct of re m oving a substantial com ponent of th e  
d istance  re lated  ch arge s  for national calls, and at th e  sam e  tim e  incre as ing call s et-up 
ch arge s. Th is  w ould appe ar to b e  a re action to th e  incre as ing com pe tition on long-d istance  
calls in Sw e d en. 

Th e  call s et-up ch arge  w as  introduced  only re cently by both  Te lia and  its  com pe titors. Som e  
of th e  com pe titors  ch arge  m ore  th an Te lia. It is und e rstood  th at th e re  h ave  b e e n surpris ingly 
fe w  ne gative  re actions from  custom e rs. 

 

Geograph ical de -averaging 

Th e re  is no ge ograph ical d e -ave raging in re spe ct of d iffe rent national route s. Ind e e d , as  
d iscus s ed  above , Te lia h as  re cently am ended its  tariffs to re m ove  th e  d istance  re lated  
com ponent. H ow e ve r, le as ed  line s  are  fully re -balancing w ith  full ge ograph ical d e -
ave raging. 

Figure 12. Telia tariff ch ange from  Novem ber 19 9 7 
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3. Factors  contrib uting to pricing flexib ility 

Sum m ary 

In th is se ction w e  id e ntify som e  of th e  factors w h ich  provide s ignificant pricing fre e dom  for 
th e  m ark e t participants. Th e  k ey factors are  th e  ligh t-h and e d  re gulatory re gim e  bas ed  
prim arily on com pe tition law , th e  h igh  penetration of m ob ile  and  th e  social s ecurity syste m . 
Th e  m ost im portant of th e s e  is th e nature  of re gulation. Sw e d en, along w ith  Finland, s h ow  
th at re gulators ne e d  not, ind e e d  s h ould not, inte rvene in pricing or oth e r d ecisions  in ord e r 
for th e  m ark e t to d elive r low  price s , e xcept by re fe rence  to norm al com pe tition law . Th is is a 
conclusion w e  b elie ve  is w orth  inve stigating in th e  Com m ission’s study. 

3.1. Ligh t-h anded regulation. 

Th e  m ark e t is gove rned  by th e  19 9 3 Te le com m unications A ct am ended in 19 9 7 (w h ich  
includes  alignm ent w ith  EU te le com m unication re q uire m ents), but w as  introduced  to a 
m ark e t w h ich  h ith e rto h ad  little  or no proscriptive  re gulation. Th e re  are  th re e  agencie s  
involved  in re gulation: 

• th e National Post and  Te le com m unications A gency (PTS), w h ich  is a s ector 
spe cific te ch nical re gulator d ealing w ith  issue s  such  as num b e ring, licensing, 
rad io fre q uency allocation, com pliance  w ith  standard s  etc; and  

• th e  Sw e d ish  Com pe tition A uth ority (Koncurrensve rk e t or KKV) w h ich  can 
inte rvene in th e  te le com m unications m ark e t in re spe ct of anti-com pe titive  
b e h aviour, s im ilar to th e pow e rs  of inte rvention by th e  Com m e rce  
Com m ission in Ne w  Z e aland; and  

• Th e  M inistry of Com m unications, w h ich  h as  only 4 e m ploye e s  involved  in 
te le com m unications. 

Th e  PTS h as  about 180 e m ploye e s  all in all, of w h ich  som e  20 are  e ngaged  in te le com  policy 
m atte rs, including repre s enting Sw e d en in inte rnational fora e tc. Th e  re m aining 160 or so are  
engaged  in adm inistrative  functions such  as  fre q uency allocation, adm inistration of num b e r 
plans or arb itrating on inte rconne ct ch arging issue s. In its  arb itration role  it h as  full 
m andatory acce s s  to all accounting inform ation from  Te lia.46 Th is inform ation is k ept 
confidential. 

Th e  Gove rnm ent h as  th e pow e r und e r Se ction 19  of th e  A ct to im pos e  price  caps on 
particular s e rvice s , alth ough  oth e r th an th e  instance  s h ow n above , it doe s  not appe ar to h ave  
us ed  th e pow e r: 

“Notw ith stand ing th e provisions of Section 18, th e  Governm ent m ay prescribe th at 
tariffs for teleph ony services betw e en  fixed  term ination points w ith in  a public 
telecom m unications netw ork  m ust not exce e d  a certain level.” 

                                                      

46  In accordance  w ith  EU re gulations, Te lia as  a dom inant supplie r m ust supply th is accounting data to th e  
PTS. 
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Th is is consistent w ith  our ob s e rvation th at price  inte rvention, to th e  e xtent th at it occurs, is 
confine d  to pricing arrange m ents th at can b e  s h ow n to b e  anti-com pe titive under general 
com pe tition law . 

Th e Com petition Auth ority (K K V) 

Th e re  are no spe cific re gulations conce rning te le com m unications price s , but Com pe tition 
Law  applie s. Th e  Sw e d ish  law  is id e ntical to EU Com pe tition Law . Th us, dom inance  is not a 
proble m  per se , but only if it i s  dem onstrated  th at th e re  is an abuse  of m ark e t pow e r (on a 
cas e  by cas e  bas is). Th e  KKV is a general com pe tition auth ority, and is not spe cific to th e  
te le com m unications sector. W e understand  th e  KKV tak e s  no action in re spe ct of price s  
unles s  th e re  is a cre d ible  cas e  th at th e re  are  anti-com pe titive  conce rns. 

Th e  KKV h as  b e en active  in th e  te le com m unications sector as  a re sult of a consid e rable  
volum e  of com plaints  by com pe titors. Many of th e  cas e s  h ave  gone  to court, alth ough  th e re  
appe ars  to b e  a gradual d ecline  in th e num b e r of such  cas e s , w h ich  m ay sugge st th at th e  
initial actions w e re  im portant in e stablish ing pre ce d ent. For e xam ple , Te lia offe re d  m ob ile  
and  fixe d  line s  as  a bundle  e arly in th e  d eve lopm ent of m ob ile . Th is w as popular w ith  
custom e rs  but w as not acceptable  to th e  KKV. It is notable  th at oth e r Te lcos are  incre as ingly 
offe ring bundled  products, so it w ould no b e  surpris ing to s e e  Te lia b e ing given m ore  
latitude to bundle  in th e  future . 

Licensing 

Th e  Licensing re gim e  is ligh t-h and e d. A  license  i s  a m atte r of one page , w ith  alm ost no 
conditions attach e d  even for ‘bas ic’ te leph ony. Te lcos re q uire  Licence s  issued  by th e  PTS for 
fixe d  and  m ob ile  te le com m unications. Th e  licence s  are  granted  provided  th e  applicant is 
com pe tent, as  follow s: 

A licence  accord ing to Section 5 to pursue  telecom m unications activities m ay be 
subject to cond itions concern ing obligations for th e  licence -h older 

1. to provid e  on certain cond itions teleph ony services to a fixed  
term ination point to anyone  requesting such  service , 

2. to provid e , h aving regard to available capacity and on certain 
cond itions, n etw ork  capacity to anyone  so requesting, 

3. to provid e  inform ation about th e  ow ner of th e  activity, 
4. to conduct th e  activity perm anently and w ith  good capacity and 

quality, 
5. to fulfil in a certain w ay th at prescribed in  Sections 17a and 20 b, 
6. to publish  on reasonable cond itions in  its ow n teleph on e  d irectory 

inform ation about ind ividual telecom m unications subscriptions at 
entities subject to m andatory notification, to th e  extent th at such  
inform ation is not subject to obligation of confid entiality accord ing 
to law , and 

7. to, w ith out special com pensation, m aintain autom atic teleph on e s, to 
th e  extent w h ich  as regards num ber and geograph ical coverage  
satisfies public n e e d s. 
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D isclosure  

Te lia is re q uire d  to provide  re lative ly detailed  accounting inform ation to th e  PTS, but th e  
PTS doe s  not th en disclos e  th is inform ation. Ind e e d , w h en th e  PTS com m issions  its  annual 
re vie w  of th e  state  of th e  m ark e t, it doe s  not allow  th e  consultants acce s s  to th is m ate rial. 

Se ction 18 of th e  A ct re q uire s  th at 

“Th e tariffs of a licence -h older for th e use of teleph ony services betw e en  fixed  
term ination points w ith in  a public telecom m unications netw ork  and for th e provision 
of n etw ork  capacity w ith in such  a n etw ork  sh all be based on th e  costs of th e  licence -
h older. Licence -h olders sh all k e e p th e  tariffs publicly available.” 

H ow e ve r, it appe ars  th at large  custom e rs  are  able  to ne gotiate  th e ir ow n rate s  from  s e rvice  
providers,47 th e  te rm s  of w h ich  are not publish e d.  

Inte rconne ction is m andated  by th e  A ct, w h ich  re q uire s  th at tariffs are publish e d. Th e EU 
Com m ission h as provided  ‘b ench m ark s’ for inte rconne ct pricing. 

“In  add ition to th at provid ed  by Section 20, a party supplying telecom m unications 
services subject to th e  obligation to notify und er Section 4 a and w h ich  is notifie d  in  
accordance  w ith  Section 4 b, is liable 

1. to m e et every reasonable d em and for access to th e  
telecom m unications netw ork  for th e purpose of interconnection, 

2. to publish  tariffs for interconnection, 

3. to offer equivalent term s to everybody w h o requests interconnection, 

4. to provid e , on request, all inform ation n ecessary for agre em ents on 
interconnection,  

5. to supply th e supervisory auth ority w ith  agre em ents concern ing 
interconnection, and 

6. to, in  th e ir accounts of th e busin e ss k e e p revenue and expend iture  
related to interconnection separate  from  oth er activities.” 

3.2. M ob iles  

Sw e d en h as  a ve ry h igh  penetration of m ob ile ph one s  (in e xce s s  of 50% of h ous e h olds, 36% 
of th e population)48 along w ith  ne ar unive rsal ge ograph ical cove rage  (s e e  Figure  13). A s  is 
th e  cas e  in Finland, th e s e  both  contribute  to a w ider acceptance  of h igh  acce s s  and  low  usage  
ch arge s , b ecaus e  th e  adve rs e  conse q uence s  of e le cting not to tak e  a fixe d  line  s e rvice  are  
low e re d. A s a re sult: 

                                                      

47  Th e  Te le com m unications Mark e t in Sw e d e n. Ste lacon 19 9 7 d e fine s  th e  large  us ed  group as  com panie s  
w ith  m ore  th an 100 e m ploye e s , and note s  th at th is group is  able  to ne gotiate  ind ividual rate s. 

48  Source : Th e  Te le com m unications Mark e t in Sw e d e n. Ste lacon 19 9 7 
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• d em and  for fixe d  line s  at h oliday h om e s  (w h ich  are  com m on on th e  
arch ipe lago) is low . Ind e e d , th e re  h as  b e en a fall in th e num b e r of fixe d  line s  
in us e  to th e s e  type s  of h ous e h olds; and   

• d em and  for s econd line s  is low . 

 

3.3. Social security 

In Sw e d en, as  in Finland  and  m ost of Scand inavia, d ire ct social s ecurity paym ents for 
s e rvice s  for low  incom e  or d isadvantaged  m e m b e rs  of th e  com m unity are pre fe rre d  to 
subs idy delive red  by se rvice providers. H ence , pricing fle xibility is not constrained  by th e  
ne e d  to provide  b elow  cost s e rvice s. 

H ow e ve r, Te lia is oblige d  to d elive r s e rvice s  anyw h e re  in Sw e d en, but th e re  is no 
re q uire m ent for price uniform ity. Th e re  is no com pensation m e ch anism  for any loss e s  th is 
USO  im pos e s. 

4. Factors  th at h ave not b e en im portant in re spect of price  

Sum m ary 

Th e  fore going s ection outline s  th e  factors th at h ave  b e e n instrum ental in d elive ring low  
price s  in Sw e d en. H ow e ve r, w e  w ould also note  th at th e  follow ing factors  do not s e em  to 
h ave  b e e n im portant in d elive ring low  price s : 

• industry spe cific conduct re gulation, d iscus s ed  in s ection 3.1; and  

Figure 13. Num ber of m ob ile connections in Sw eden 
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• unbundling of th e  CAN. Th e re  is no spe cific law  re q uiring unbundling of th e  
local loop. Te lia doe s  not s ell unbundled  coppe r, alth ough  it doe s  provide  a 
w h ole sale  s e rvice  th at can b e  us e d  for local call re sale . 

 


