Cape Telecommunication Users’ Forum

Response to Government Notice No. 274 of March 23, 2001:

Public Invitation to lodge written representations in relation to intended telecommunications policy directions to be issued by the Minister of Communications. 

Submission arising from a workshop meeting of the Cape Telecommunication Users’ Forum (CTUF) convened by the Cape Information Technology Initiative (CITI) on Wednesday April 25, 2001.

1. Preamble

The Cape Telecommunications Users’ Forum (CTUF) was convened in response to Government’s telecommunications policy-making process. The CTUF represents the interests of communication and information technology users in the Western Cape, where the ICT sector consists of more than 800 companies employing over 20,000 people.

2.
Context of Comments

2.1 The CTUF recognises the strategic importance of telecommunications for South Africa, not only as an important industrial sector but also as a key enabler for growth and job creation in other sectors. We recognise particularly the importance of widespread, cheap telecommunications to small, medium and micro enterprises (SMMEs).

2.2 We note the apartheid legacy of inequitable development which has left many South Africans, especially rural dwellers, with no or inadequate access to telecommunications services. We acknowledge that ending this social and economic marginalisation is a key policy imperative, which we support.

2.3 We note also that President Thabo Mbeki, in his February 2001 State of the Nation address, identified the information and communication technology sector as critically important and committed the Government to working in partnership with the private sector and non-governmental organisations to bridge the digital divide.

2.4 Finally, we recognise the need to establish a clear policy and regulatory environment, as a basis for future telecommunications investment and also to ensure the success of the forthcoming Telkom IPO.

3.
Comments

Policy Direction: Market Structure for Telecommunication Services

CTUF Responses to Section 1: Application of the Policy Direction

3.1 Clarification is needed as to the meaning of “fixed-mobile services”. It may mean that Telkom and the SNO will be able to compete in the mobile market while the mobile operators are restricted from competing in fixed-line services. We believe all licences should be technology independent and that the choice of network technology should be determined by economic forces. 

CTUF Responses to Section  3: Second National Operator

3.2 We do not believe the proposed duopoly until 2005 is in the best interests of all South Africans, whether they are users or potential users of telecommunications services. 

3.3 The main benefits of increased competition are increased quality and variety of services and lower costs. South Africans are unlikely to see these benefits under a duopoly market structure.

3.4 We are not convinced by arguments that the need to roll out new infrastructure to rural and other under-serviced areas requires protecting Telkom and the SNO from competition. Universal service obligations and universal access targets, if too rigidly defined, may undermine the goal of universal service by increasing the cost of services beyond the ability of target communities to pay for them. Any such obligations and targets should be carefully framed so as not to stifle innovative and flexible approaches to service provision.

3.5 The growth of the information technology sector is fundamentally dependent on cheap, widely available telecommunications. To the extent that these policy directions will limit any potential price reductions as a result of competition, they contradict the stated government policy to foster the development of the ICT sector.

3.6 The immediate introduction of greater competition would not necessarily decrease the value of the Telkom IPO -- revenue streams to previous incumbent operators in Europe have not decreased after the introduction of competition and many former monopolies continue to enjoy significant first mover advantages. Even if there was a slight reduction in the value of the IPO, we believe this is likely to be offset by the long-term benefits of economic growth and job creation arising from increased competition.

3.7 We are deeply concerned by the direction that “the SNO shall be required to have developed its own facilities and infrastructure for the purposes of providing services by 7 May 2005” – by which we understand that the second national operator (SNO) will be required to construct a national network which parallels Telkom’s. We believe that: 

a) In a relatively small market such as South Africa the insistence on duplicating infrastructure may damage the financial viability of the SNO, or at least will increase the cost of services provided;

b) The decision to build additional infrastructure should be a commercial one, not driven by regulation.

CTUF Recommendations i.r.t. Section 3.

We believe the goals of equitable development and job creation will be better met by introducing services-based competition, which does not force the construction of a full second physical network. We propose the following:

a) The South African telecommunications infrastructure should be treated as a national asset.  

b) Telkom, under a clearly specified regulatory regime, should remain the custodian providing infrastructure services to the market. 

c) At least two new national licences should be issued.

d) If they choose to do so the new operators should be allowed to continue sharing Telkom infrastructure after 2005, under terms which are commercially sound and acceptable to both parties.

e) Regional and local services licences should be issued to operators on application, provided they comply with appropriate conditions to ensure that equitable development goals are met and that services will be provided on a sustainable basis. 

f) Service providers who seek to install new infrastructure for the purposes of providing telecommunications services, especially for the local loop, should not be prohibited from doing so.

3.8 We believe opening the market to services-based competition, based on fair interconnect agreements between Telkom and other operators – including local and regional operators -- would encourage innovative responses to service delivery needs. The result would be the provision of more services, to more people, at lower cost.  

CTUF Responses to Clauses 8 and 9: Under-Serviced Areas and Value Added Network Services 

3.9 The ban on carrying voice over Internet protocol (VOIP) for all except Telkom, the SNO, and SMMEs or cooperatives in areas with less than 1% teledensity, is unworkable, unsustainable and harmful. Swimming against the tide of technological process is likely to widen the digital divide between and within nations, not narrow it. 

3.10 We recognise that VOIP is a disruptive technology for incumbent operators, but South Africa is far from unique in facing the dilemma of how to deal with it. Delaying the day of reckoning by three years will only mean denying the potential benefits to all South Africans. A recent study on IP telephony by the International Telecommunication Union states the following: 

“Evidence from the case studies suggests that, where IP Telephony has been allowed, the competition introduced has contributed to a substantial reduction in the prices for international and long-distance calls, which in turn has brought about considerable consumer benefits. It is likely that the effect of lowering prices has been to stimulate demand, which will partially offset any possible revenue loss.”

(“Summary: IP Telephony in Practice”, p 11. From ITU Internet Reports 2001: IP Telephony. www.itu.int).

CTUF Recommendations i.r.t. Sections 8 and 9.

3.11 The ban on carrying VOIP should be lifted altogether.

3.12 Failing that, an exception should apply to all SMMEs, not just those in areas with teledensity less than 1%. 

3.13 The exception should also be extended to SITA, to lower parastatal interconnect costs and reduce the burden on taxpayers.

General Comment i.r.t. ICASA

3.14 A strong independent regulator is indispensable to the development of a properly competitive market element, not least to ensure a fair interconnect regime and to prevent the abuse of monopoly power. We are concerned that ICASA is under-resourced and that neither Telkom nor the Government appears to respect its independence.

CTUF Recommendation i.r.t. ICASA

3.15 ICASA should be equipped with the resources necessary to enforce regulation within a competitive environment.

Policy Direction: Education Rate (E-Rate)

3.16 The proposed Education Rate, while a step in the right direction, is inadequate. We are already aware of schools being offered free Internet access by private companies: these initiatives should be encouraged and extended as far as possible.  Providing additional incentives for services to schools could result in price reductions of greater than 50%.  

3.17 It is also not adequate to provide cheap Internet access only to schools, if high telecommunications costs continue to put the Internet beyond the reach of most households. 

CTUF Recommendations ir.t. E-Rate

3.18 The Department of Communications, in conjunction with the Department of Finance and the South African Revenue Services, should investigate the feasibility of creating tax or other incentives for operators, VANS providers or Internet Service Providers to provide Internet access to schools at a discount of more than 50%.

3.19 These incentives should be biased towards the provision of services to rural and other under-serviced schools. 

3.20 No restrictions whatsoever should be placed on the technological means used to provide cheap Internet access to schools. 

3.21 The benefits of reduced Internet access costs should be extended to health, legal and other services crucial to local, regional or national governance.

Policy Direction: Numbering

3.22 We applaud the proposal to introduce number portability from April 2003. This removes a significant barrier to competition by making it easier and less costly for users to choose new service providers. 

4.
Conclusion

4.1 The ultimate objective of telecommunications policy should be to encourage innovation, sustainable growth, and job creation in the ICT sector, so that South Africa can compete globally in the new economy and bridge the digital divide. 

4.2 The CTUF recommends introducing full competition in telecommunications services based on a common infrastructure, that Telkom shall interconnect with the SNO and other operators on fair terms,  that those terms should be regulated by ICASA, and that the ban on VOIP be dropped.

4.3 We believe these steps are more likely than a duopoly to achieve the goals of economic growth, job creation and extending services to low-income and rural areas. 
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