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Three messagesThree messages

Funding is only part of the rural telecom  & ICT issue
Subsidies are no panacea

Regulatory & licensing environm ent is key

Don’t throw m oney at ICTs
Look for sustainable m odels

Governm ent leadership in e-Governm ent & education com es first

Learn from  the experience of m obile
Liberalisation & m arket m otivation can achieve results

Low prices aren’t everything

Illustrates the needs of the US/UA m arket



FundamentalsFundamentals

Universal Access (UA) & Universal service (US)

Understand the m arket and access gaps

Universal Access Funds (UAFs) & rural
com m unications funds



UA and US definitionsUA and US definitions
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Universal access is .....Universal access is .....
strategic policy to m eet m inim um  needs for low incom e
areas

public access and som e dem and for private service

enabling operators who wish to serve challenging areas and
people groups to do so com m ercially, so that service will be
good quality & m arket responsive

econom ic benefits only com e from  services that work and sustain
them selves

blending incentives with obligations in regional and rural
license form ulation

the old order of m onopoly obligations m ust be com pletely replaced



Issues todayIssues today

UA is achieved through a com bination of m arket/
regulatory m easures and a funding m echanism

Regarding m arkets & regulation
W hat is the lim it of the m arket place?

How to get there and enable operators to service poor and rural areas
successfully and viably?

Regarding subsidies
How to m inim ise the subsidies & use resources efficiently

How to leverage private investm ent

How to sim plify the process

How to m ake them  ‘sm art’ - i.e. to kick-start and kick-off,
not create subsidy dependency.



Dimensions of the UA issueDimensions of the UA issue
Targets and policies have two dimensionsTargets and policies have two dimensions

Two dim ensions of the digital divide
relative poverty (both urban and rural)

relative isolation (rural only)

 Two gaps & two types of policy solution
the m arket efficiency gap

the access gap



The “two gaps” modelThe “two gaps” model
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Market efficiency gapMarket efficiency gap
The gap between what an im perfect m arket achieves
in term s of reach and what a well liberalised m arket
would achieve

Features of an efficient m arket operating under
liberalised conditions, with ‘barriers to entry’ rem oved

privatised incum bent plus private sector com petition for rural areas

level playing field for all participants & technologies

fair & cost-based interconnection & m arket based tariffs

Actual m arket reach different for each country
som e countries m ore challenging geographically & econom ically, but

all people can afford and are willing to pay (e.g. 2%  of their incom e), and

m ost rural services have higher dem and from  urban areas



Addressing the market efficiency gapAddressing the market efficiency gap
InterconnectionInterconnection is one key is one key

Open and fair

Directed by regulator, not left to encum bent

Cost-based network access charges (call
term ination fees) for rural operators

Already exists in fixed-m obile interconnection

Two m ethods of paym ent
Organised revenue pool (too com plex)

Caller pays higher tariff to call rural areas (m uch sim pler)



Assymetric interconnection in playAssymetric interconnection in play
Chile access charge rates (US cents per minute)Chile access charge rates (US cents per minute)

Company Localities   Peak Off-peak

CTC-national     All   1.0    0.2
CNT-regional Cities 1.5-2.4 0.3-0.4

Towns    3.1    0.4
          Rural areas    7.2    1.2

Rural operator    All  18.7    9.3
Mobile operators    All  21.1  14.8

Source: Tariff decree of 1999 and CTR data for July 2001
Colombia and Peru coming onstream



AdvantagesAdvantages
of asymmetric interconnectionof asymmetric interconnection

greater viability for rural operators

rural developm ent supported by urban to rural calls

affordability of urban ‘relatives’ is higher

potential to develop incom ing call term ination m arket
operators will be able to m ake m ajority of revenues from  incom ing calls

develop m essaging

payphone retailer share to incentivise use of phone for incom ing calls

reduction of both the m arket efficiency and access gaps

reduced need for subsidies



The real access gapThe real access gap

People, com m unities and areas that cannot be
reached by the m arket without intervention by
governm ent/ regulator

Services than cannot be supplied without
intervention

Needs special strategy, finance and incentive
universal access fund (UAF) or rural telecom  developm ent fund

other form s of subsidy or incentive



What is a Universal Access FundWhat is a Universal Access Fund
or a Rural Communications Development Fund?or a Rural Communications Development Fund?

O bjective and basic philosophy
Tool of a liberalised m arket for closing the real access gap - reaching
beyond the m arket

Provides a ‘sm art subsidy/incentive’ to operators willing to take on the
challenges of the rural m arket

Typical targets
One or two payphones per locality in unserved sm all population centres

som e ICT targets

M anagem ent & adm inistration
Usually by an independent board under the regulator

Representatives of industry, consum ers, financial sector

Separate accounting, bank account, reporting, transparency etc.



Universal Access FundsUniversal Access Funds
Source & distribution of fundsSource & distribution of funds

Sources
Governm ent budget

License fees

Spectrum  auctions

1-2%  Operator levy *

Distribution m echanism
‘Reverse auction’ tender process to select rural licensees, distribute
funds, and m inim ise the am ount of subsidy

Fund calculates the m axim um  subsidy on offer, but com etitive process
determ ones the final am ount

One-tim e grant m ust bridge the gap from  loss to profit-m aking



Key results from UAFsKey results from UAFs
Achieved m ost of Governm ent coverage targets -
20,000 villages served

Additional lines - 40,000 actually im plem ented

Approx. 10 rural operators licensed

Actual subsidies m uch less than offered (av. <50% )

Lowered the cost and increased the quality of
service provision

Leveraged m uch m ore private investm ent than the
subsidies given (20:1 in one country)



Fund experience to dateFund experience to date
Country Source of Finance Period  Localities  Max subsidy             Subsidy Subsidy

  served  available (US$M)       given (US$M) per locality

Chile Government budget 1995-97     4,504         24.2                10.2 2,256
1998-99     1,412         14.4                 9.8 6,919
2000      143         1.9                 1.8 12,727

Peru 1% Operator levy 1998      213         4.0                 1.7 18,800
1999     1,937        50.0                11.0 5,700
2000 (1)     2,290        59.5                27.8 12,100

Colombia Operator levy 1999     6,865        70.6                 31.8 4,600
& Gov’t contribution

Guatemala Spectrum auctions 1998      202        N/A                  1.5 7,587
1999 (2)    1,051        N/A                  4.5 4,282

Dom. Rep. 2% Operator levy 2001      500        3.8                  3.4 6,800



Reasons for successReasons for success
W ell-designed com petitive m echanism s

m echanism  now well understood & available

M ultiple licensing, attractive licenses, one-stop
shop for licensing & radio frequencies

new entrants have a clear-cut way into the m arket

Supplier interest to gain m arkets
m ost successful biddrs associated with suppliers

M arket & dem and data preparation

Regulatory support
tariff flexibility - “better at cost than no service at all”

asym m etric interconnect - Chile, Colom bia, Peru



The key lessonsThe key lessons
How to make UAF subsidies ‘smart’How to make UAF subsidies ‘smart’

Take strategic interests of operators into account
in the license packaging

Have attractive licenses and real possibilities for
national status

Regulatory design m ust address both the m arket
efficiency gap and the access gap

tariff freedom  & cost-based inteconnection

efficiency will reduce the need for subsidy

Do a needs/dem and study and have clear targets



Why is mobile important?Why is mobile important?
Now the predom inant network in m any countries, and
in m ost (71% ) African countries

Illustrates how players in a com petitive m arket can
close the m arket efficiency gap

M ore accessible where coverage exists and even
lower priced for m inim um  service level

Pre-paid pricing feature “m im ics” US/UA needs
Reaching custom ers not reached by fixed service

Lowest cost telephony solution for m any areas, and

G ood potential for low cost ICT solutions



Leveraging mobile coverageLeveraging mobile coverage
MTN’sMTN’s recent network reach (Uganda) recent network reach (Uganda)

M TN present with m obile service
in approx. 290 sub-counties
(330 by m id 2001)

M TN has the potential to serve
about 600-700 sub-counties
(Out of 800+) with fixed
payphone service by M id 2002

Of these, 200+served with ‘rural
fixed package’ solutions

150 sub-counties have little
chance of being covered by
2003 These are the real access
gap.



Expanding the UAF envelopeExpanding the UAF envelope
ICT activities & investmentsICT activities & investments

Som e Funds now actively prom oting ICT developm ent
Chile Fund support school nets

FITEL Peru prom oting telecentres

Colom bia contract for 00’s sm all com m ercial telecentres

USF/Universal Service Agency (S. Africa) - 90 telecentres

Im portant not to distort an em erging m arket & create
dependency

Governm ent & funding should focus on stim ulating
dem and, not creating useless & over-priced access
projects



ICT - getting the balance rightICT - getting the balance right
Rem ove regulatory barriers to Internet & ICTs

Put public services on line (E-Gov’t, health, education)

Secure points-of-presence or local call access in every
district

Support schools connectivity but also leverage for public
access and adult ICT literacy

‘Sm art subsidies’ for sm all-scale telecentre start-ups

Develop & prom ote guidelines to im prove prospects
for com m ercial ICT businesses



Ugandan UAF experienceUgandan UAF experience
Rural Communications Development Fund (RCDF)Rural Communications Development Fund (RCDF)

Established through the Com m unications Law as
a responsibility of the Regulator

Covers and serves the whole sector - post &
courier, fixed & m obile telecom s, & Internet

Source of funds is 1%  levy on all players

Addresses rural UA needs for all docum entary
and electronic service delivery in rural areas

pay telephones & ‘rural packages’

ISP POPs

‘Vanguard’ school based telecetres

post/telecentre integration



Ugandan process for establishing a UAFUgandan process for establishing a UAF
Rural Communications Development Fund (RCDF)Rural Communications Development Fund (RCDF)

Integrated UA Policy form ulation
Sector review

Rural needs & dem and study

Stakeholder consultation

Developm ent of UA targets

RCDF M ission, objectives and targets
Assess resources & develop realistic long term  program

Develop first phase objectives & project developm ent

M anagem ent & operation

RCDF Operating M anual
Basic guidelines for m anagem ent, adm inistration, project developm ent,
fund disbursem ent & m onitoring

Relationship to UCC licensing responsibilities
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