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Introduction

Comindico is pleased to have the opportunity to make this supplementary submission to the Competition in Broadband Services inquiry. Comindico previously made a written submission to the inquiry in October, and its CEO, John Stuckey, and director, corporate affairs and regulatory, David Forman, presented to the committee hearing in Canberra on November 12, 2003.

In the course of that appearance, several issues were raised in questions from the committee and Comindico offered to respond in writing to specific questions on the impact of download caps on broadband markets. This submission is intended to provide an answer to that question and to expand on those issues that were of interest to the committee from the previous submission but which were not fully explored in the evidence to the public hearing.

The issues discussed in this supplementary submission are:

· The inability of the present access infrastructure to support future needs and the problems in replacing it;

· The international incidence and impact of download caps in broadband service, and;

· The impact of the cross-ownership of the cable and PSTN infrastructure on broadband penetration

The Central Problem – A Crisis in the CAN

Comindico contends that there is a simple reality that needs to be placed at the centre of the debate about the future of broadband communications: the existing copper-based access network is already obsolete. 

The central problem to be resolved is not a technological problem, such as how do we extend ADSL so that it is available to more people on the existing infrastructure. It is an investment problem: how do we find a way to pay for a replacement for the copper network.

The existing network is obsolete because it has ceased to meet the requirements to deliver the basic level of services required to meet the social and economic needs of the Australian community. This is a ubiquitous need, not one that is relative to the distance from the nearest triple 0 postcode.

It has to be remembered that the copper network was built to provide ubiquitous access to what was then considered a basic telecommunications service: good quality, reliable voice communications. 

Voice today is just one of the suite of services that the community quite properly understands as basic communications services. Basic communications today includes voice and data, including Internet access, and in the near future video downloads, at speeds that allow ever more bandwidth hungry applications to function adequately.

ADSL is an interim solution. Within constraints relating to the quality of the copper, the distance of the user from the exchange and a proportion of the total of services enabled in that exchange, it provides a technical means to lift the bandwidth ceiling on copper just enough to keep up with today’s demand for faster Internet access speeds. To call this broadband, however, is to perpetrate a con. And even if ADSL were to deliver true broadband speeds, it still fails the ubiquity test. Even in an exchange where all the right conditions are met, not every user can access ADSL before the services begin to interfere with each other.

This means that the equation of ADSL with broadband is leading Australia up a dangerous cul de sac rather building an on ramp to the information superhighway.

Australia needs to build new access network infrastructure, and it needs to begin building that infrastructure immediately, because even in the best of circumstances it will probably take at least a decade before it reaches all Australians. The longer that central reality is denied, the further behind world best practice the nation will be when it acknowledges the inevitable need for a major investment in infrastructure. 

Deploying the Next CAN – Why History Will Not Repeat

The deployment of the copper network we have today was a model of public-sector driven, centrally-controlled economic planning. It was built out by a single responsible publicly owned agency that extended the network to all reaches of Australia over a period of decades. Ultimately, this meant that all Australians had access to world-best quality communications, which meant, in practice, voice communications. The centralized planning also meant that there was a single technology deployed to deliver it, a circuit switched network delivered over copper. 

Over time, additional networks have overlaid that core network infrastructure to extend its functionality, but nothing has been done to systematically replace it. It has now reached the end of its functional life, a reality more obvious in some places than others, such as those areas where it cannot even supply decent dial-up Internet speeds.

A combination of technical, industry structural, social and economic factors mean that the deployment of future national access networks will not be a repeat of the past.

For a start, it will not be a single network or a single access technology platform.

While copper from the exchange was suitable to deliver voice services to all but the most remote parts of Australia, where satellite filled the breach, the demands on the new access network are far greater and will probably require a range of technical solutions. Fortunately, there is a wide and expanding range of technologies available, including wireless, fibre to the premises, and fibre to the curb with short-hop copper tails to fill the so called last metre.

The structure of the industry and the received wisdom about the role of government has also fundamentally changed in the past 20 years, in particular. Telstra is now a partly privately owned entity, with vertical and horizontal integration unparalleled in the world. It cannot be expected to act other than in the direct interests of its shareholders. If it is required to extend new networks to customers where it does not believe there is a commercial case it will rightly demand to be compensated. Even then, it will always opt for incremental investment that extends as much as possible the life of its sunk investment in copper. 

Since the centrally planned deployment of the present network, there has been a wide acceptance around the world that the market is the best arbiter of resource allocation. Communications is a classic example of the need for market driven decision-making to minimize inefficiencies. There is a wide range of technologies that are or could compete with each other to provide a platform for service delivery, and a wide variety of conditions, geographic, demographic and economic, which means these solutions will have comparative advantages over each other in specific circumstances.

Given this, it is unlikely that any Australian policy makers will retreat from competition as the basis of telecommunications market regulation and return to central planning.

What Does This Mean for Future Policy and Regulation

While the problem is becoming increasingly clear, the solution – competition-driven investment – seems to be receding. Five years ago it was possible to conceive of a situation where a business plan to deploy a large alternative access rollout could be supported – and to point to examples such as TransAct where there was evidence of investor support for alternative, open access CAN business models. There can be no such optimism today.

Australia today does not have an investment environment that will support the deployment of alternative CANs. There is too little certainty among investors that they will have fair access to customers once they risk their dollars in new infrastructure. 

This is the ultimate problem arising from the failure of competition described by the ACCC in its Telecommunications Reports 2001-02. There is no competitive threat to the incumbent CAN owner forcing it to invest to protect its own customer ownership, nor the sufficient confidence in the ability if potential new entrants to gain competitive access to customers for alternative investors to step in. This is a classic negative feedback loop.

The lessons have been learnt by investors the hard way – who would invest in a new CAN at the risk of repeating the experience of Optus in the metropolitan cable rollout of the 1990s, when Telstra was able to over build the investment to protect its existing customer base? 

At the very heart of this failure of competition is the unresolved problem of the structural integration of Telstra. While it owns access to customers, and the services that are delivered over that infrastructure, and the alternative cable delivery mode, and a large slice of the content, and a portion of the dominant Pay TV company, and is even sitting on spectrum that could be used for wireless CAN deployment in much of regional Australia, there is insufficient competitive tension to support new CAN investment. As the ACCC said this year, the primary incentive for Telstra is to give preferential access conditions to its own retail activities over those of its competitors’ remains. 

Services and the infrastructure have to be decoupled so new entrants can invest in either infrastructure or services with a degree of confidence that they will engage on a transparent and level playing field against Telstra. The problem of information asymmetry – where Telstra holds far more information about network conditions and costs, customer profiles, and competitors’ product designs, than those it is competing against – undermines confidence further and makes risk profiles of new ventures almost impossible to quantify.

This contrasts with the incentive in a structurally separated network approach. If the owner of a new access network, for example, was not also an owner of services, the incentives on that network owner would be to make competitive access available to as many providers as possible in order to drive end user demand. 

This would be a significant reversal of the present set of incentives that Telstra responds to in its market plan. Telstra CEO Ziggy Switkowski told the most recent Telstra annual general meeting that the company intended to increase market share to improve its financial performance. This is the opposite of what a wholesale-only network owner would wish to see happen in the communications services market, where more services competition would lead to more wholesale growth and overall market expansion, in turn driving investment in new technologies.

These are the key industry realities and the policy imperatives that flow from them. The length of time it takes for policy makers to realize that the CAN crisis must be confronted, and that the vertical integration of Telstra is the central problem preventing this from happening, will determine whether a reinvigorated approach to driving competition into the communications markets commences next year, the year after or three or more years from now. 

Telstra Response to the CAN Crisis

In evidence to the Committee on November 12 2003, Telstra Group Manager Regulatory Strategy Dr Tony Warren, acknowledged the CAN investment crisis when he described the copper network as being at “five minutes to midnight” in its lifecycle, and ADSL as the “last sweating” of the asset. Director Regulatory, Human Resources and Group Managing Director, Regulatory, Corporate Relations and Human Resources Bill Scales later said this meant Telstra foresaw a 10 to, possibly, 15 year time frame for what Dr Warren had described as the deployment of a ubiquitous replacement technology.

Further, Telstra commented that its biggest regulatory challenge was to find a way to deploy such a network without having to make it available to access seekers at a regulated price.

Several points need to be made on the basis of these comments. 

Firstly, the timeframe that Telstra describes (10 years for a full replacement national CAN) indicates that decisions on investment need to be made and initial investments have to be committed in the short term. For a national network such as that implied in Telstra’s remarks to be operational in even 15 years, Telstra would have to begin to deploy the new technologies in higher density areas in the next five years and build out from there. Even that would be a quick build.

Secondly, history and international experience would suggest that an incumbent’s assessment of the timing of the need to replace its monopoly network component would be much more optimistic (i.e longer) than would be the view of new entrants.

Thirdly, the acknowledgement by Telstra of the inadequacy of the copper infrastructure to meet near-future consumer needs should present an inviting opportunity to new entrants to invest in alternative access technologies. The failure of the competition in communications markets in Australia means this seems a distant proposition.

Finally, Telstra’s description of its requirement to build a ubiquitous network reflects its apparent desire to remain the owner of the national access network “whether we are forced to do it or not”, as Dr Warren said to the Senate. In this circumstance, it is reasonable for Telstra to expect that it will have to open the network for access seekers on regulated terms, price and conditions. It is incumbent on policy makers to maintain a strong pro-competition stance against what appears to be a signal that there will be a growing campaign to roll back competition regulation in the face of its apparent ineffectiveness.

The Incidence and Impact of Download Caps

Comindico was unable to answer with any certainty a question from the committee about how widely around the world download caps are applied to users of higher bandwidth services.

Comindico can now provide further information based on research and analysis conducted by the OECD and the ITU.

According to the OECD
, in 2001, Australia, Austria, Belgium, New Zealand, Portugal and Switzerland were countries where “some element of usage charges are applied by telecommunications carriers”.

However, the report noted that the level at which download limits were reached in Belgium, 10 gigabytes per month, was so large that it was “almost unlimited”. In effect, the OECD is suggesting that it would be difficult to download sufficient data in a month at the download speed of the basic service available to consumers (750kbps) to breach the data cap.

The OECD also notes that the download limit structure in Iceland is unique because it applies only to downloads from overseas. If a user in Iceland download only local data, such as local news, for example, that user would never breach the download cap.

This suggests that Austria, Australia, New Zealand, Portugal and Switzerland are the ony countries that apply comparable download capping regimes. The OECD says that: “In competitive markets, unmetered rates are typical because the market increasingly demands them. In less competitive markets, usage based charges are more evident.. One reason usage based charges are less “user friendly” is that they tend to be more complicated and less predictable (even if in some cases they are less expensive for a particular usage pattern).”

In the most recent table of Broadband Penetration Rankings released from the OECD, all of these countries with the exception of Switzerland are declining in the rankings. Only Switzerland is in the top 10, and only Switzerland and Austria are in the top half of the table.

The relatively better performance of Switzerland and the top half ranking of Austria should be seen in the context of evidence of strengthening competition in those countries pointed to by the OECD.

In relation to Switzerland, the OECD says the ownership of the largest cable company transferred in 1999, through which the incumbent carrier sold its interest in the cable. The new owners subsequently launched cable modem services, and the incumbent telco, Swisscom, responded with a cut in prices for DSL service of 44% for 256kbps and 53% for 512kbps.

Switzerland has subsequently risen from 12th in the OECD rankings in 2000.

Although Austria has declined in the rankings, the OECD says competition from the separately owned cable infrastructure has “galvanized” Telecom Austria and led to a quick upgrade of its network to deliver DSL.

Comindico began offering a wholesale residential ADSL service without data download caps in March 2003. The market response to this product has been strong, and indications from Comindico’s retail ISP partners suggests that the removal of uncertainty and perceived better value for money were strong motivators among end users buying the service.

Telstra has repeatedly questioned the wisdom of uncapped download products and its suggestions that these products were economically unsustainable and threatening to the performance of the network. Comindico notes that Telstra made comments to this effect to the present Committee inquiry in November.

Notwithstanding Telstra’s past comments, it responded to Comindico’s initiative in December 2003 by announcing its own uncapped download ADSL product.

Cable Cross-Ownership

The above discussion goes to the issue of the impact of the cross-ownership of the cable by the incumbent telco. Telstra, based on research it commissioned from NECG, contends that there is no relationship between broadband take-up in an economy and the cross-ownership of platforms. In fact, it contends that NECG modeling indicates that the speed of take-up might be faster where there is cross –ownership. This contention appears to rely on the proposition that the “starting point” for broadband in different economies needs to be equalized, and take-up rates measured from that point.

However, the ITU
 points out that economies where there is cross ownership tend to be late to start deploying broadband, as well as slow to grow. This means that equalizing start dates for the purpose of comparison removes one of the crucial probable consequences of cross-ownership, rather than making comparisons more relevant.

In other words, the NECG model removes what other expert analysis has described as a factor caused by the cross-ownership and then concludes that cross ownership has no negative effects on the rate of broadband penetration.

The above discussion in relation to Switzerland and Austria also provides case study evidence of the impact of removing cross ownership in kick-starting faster broadband take-up.

The OECD points to the impact of cross-ownership in the context of EU directives to encourage separation of ownership.

It says: “The Nordic countries, with the exception of Iceland, have a relatively high CATV (cable TV)  subscriber base. However, it is noteworthy that no Nordic country was ranked higher than seventh in terms of the combined DSL and cable modem penetration at the end of 2000. Usually, in OECD telecommunications performance benchmarks, at least one Nordic country would be ranked among the top six countries for a new telecommunications service. The obvious question this raises is have developments been slower in the Nordic region because of the ownership of cable television networks by telecommunications carriers.”

Conclusion

Comindico is happy to assist the committee with any further information that the committee considers of relevance.
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