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ABSTRACT

This thesis hypothesized that extensive telecommunications liberalization would not
increase the penetration rate of the fixed telephone service better than other, less competition-
oriented, policy alternatives. The hypothesis was validated in the case of Thailand and the
Philippines. However, for the cellular mobile telephone and Internet services, extensive
telecommunications liberalization could increase the penetration rates better than other, less
competition-oriented, policy alternatives. Thus, the thesis demonstrates that past research has
not paid sufficient attention to this issue and has assumed that the more extensive reform could
lead to the faster and the better telecommunications development of all telecommunication
services. The thesis suggested that less-developed countries (LDCs) should realize that they do
not have to fully implement liberalization reforms, but should instead specifically tailor their
telecommunications reform policies to their own pace and needs.

This study found that extensive liberalization reforms or extensive opening of the market
does not necessarily increase penetration rates of services better than other less competition-
oriented policy alternatives under the following conditions:

Assuming that the services have not yet reached their saturation levels based on the S-

curve,
1. Users perceive the service as a necessity; and
2. the government perceives the service as a basic necessity; and
3. the government strictly commits and implements purposeful policies with the
intention of increasing penetration rates of the services through the
distribution of service provision authority.
Or,

4. If the liberalization is implemented after the saturation level of the service is
reached.

The thesis results have the policy implication that liberalization can be a useful and
effective alternative to lead to higher penetration rates, when and only if, the country and its
people understand its goals, effects and implications and, more importantly, when the
government provides the policy framework for universal service for the benefits of its people so
that the liberalization can lead to self-sustainable development.

Thesis Supervisor: Dr. David D. Clark
Title: Senior Research Scientist; : :
Director, Advanced Network Architecture Group, Laboratory of Computer Science
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CHAPTER I

Introduction

1.1 Introduction

Since the beginning of telecommunications reform efforts in the 1980s, numerous
research has shown that telecommunications can contribute to economic development and could
distribute social and benefits more equitably throughout a nation (International
Telecommunication Union, 1988; World Bank, 1994). In order to measure the development of
telecommunications services in a country, the penetration rate of the fixed telephone service is
typically used as the metric for the distribution of telecommunication services to users and is also
used to compare telecommunications development between countries.

By comparing penetration rates of the fixed telephone service in several countries, it has
also been shown in research by the International Telecommunication Union (ITU) that the
penetration rate of fixed telephone service is correlated with the level of GDP per capita (used as
a metric of economic development) of many countries. Figure 1.1, from the ITU research (ITU,
1994), shows the graph between teledensity (a number of fixed telephone lines per 100
inhabitants) and GDP per capita of 164 countries. Based on the graph, the teledensity is highly
correlated with the GDP per capita of the countries. So, it was suggested by the ITU that
telecommunications investment, with the goals of increasing teledensity, could bring social and

economic rewards to the countries, especially for the developing ones.
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Figure 1.1: Relationship between Teledensity and GDP per Capita’

Teledensity

0 5000 10000 15000 20'000 25'000 30000 35000
GDP per capita (US$)

Moreover, it has been shown subsequently in several studies by international institutions
(ITU, 1997; World Bank, 1994) that the penetration rates of fixed telephone service have
increased in countries that have implemented telecommunication reform process, though the
magnitude of the increases varies.
Telecommunication reforms can take on different forms and processes and these
processes can be implemented together or alone based on each country’s policy decision. Table

1.1 shows different types of telecommunications reform processes.

! International Telecommunication Union, World Telecommunications Development Report 1994 (Geneva: ITU,
1994), 3.
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Table 1.1: Different Types of Telecommunications Reforms

Reform Process Definition
Corporatization “Transformation of state-owned enterprises or business asset into public
corporation organized under company law.””
Privatization “Transfer of commercially oriented state-owned enterprises, activities, and

productive assets of the government to the total, majority or minority private
ownership or to private control.””

Liberalization “Lowering of entry barriers to all or part of a market, allowing third parties to
compete with established, generally monopoly, providers of goods and services.’

This thesis focuses mainly on the liberalization reform process among developing
countries since this type of reform is most likely to have the long-term effects on the future
industry structure. Based on the aforementioned research, which suggested that penetration rates
increased in countries that implemented reforms, particularly with liberalization, it is tempting
for one to conclude that the increase in penetration rates of telephone lines should vary according
to the degree of the liberalization policies implemented. That is, the more the country opens up
to competition and the more extensive the liberalization is, the greater the increase in telephone-
line penetration (and therefore the higher the level of infrastructure and service development
should have occurred).

However, there are neither research work nor statistics to support such an argument,
especially for developing countries. Taking for example, the cases of Thailand and the
Philippines, Thailand’s telephone lines have been growing faster than the Philippines’ despite the
fact that the Philippines have been pursuing a liberal, competition-oriented policy since the early

1990s. Why has the Philippines, despite its extensive liberalization efforts, been less successful

’B jorn Wellenius and Peter A. Stern, eds., Implementing Reforms in the Telecommunications Sector: Lessons from
Experience (Washington, DC: The World Bank, 1994), 690.

3 Ben Petrazzini, The Political Economy of Telecommunications Reform in Developing Countries (London: Praeger
Press, 1995), 16.

* Ibid.
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in increasing its telephone penetration rate than Thailand, which has less competition-oriented
policies?

The need to investigate this issue is obvious. Liberalization efforts will significantly
affect how services are distributed to users and how future industry is structured. More
importantly, with the introduction and rapid convergence of new technologies, we can assess
whether the same question can apply to the penetration of new telecommunications services,
such as Internet services.

Figure 1.2 shows the numbers of main telephone lines per 100 inhabitants in Thailand

and the Philippines, the two major case studies of this thesis.

Figure 1.2: Main Telephone Lines per 100 Inhabitants in Thailand and the Philippines

Main Telephone Lines (per 100Inhabitants)

9 ¢

8
% 7
E 6
5 5
8 4
£3

2

1

0 B

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999
Year —e— Thailand
—&—— Philippines

Source: ITU Telecom Indicator Database 1999 and the World Bank Database 2000

Based on Figure 1.2, both countries have almost the same number of telephone lines per
100 inhabitants before their liberalization reform efforts in 1993 in the Philippines and in 1994 in

Thailand. The Philippines embarked on telecommunications reform, which included the
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liberalization of the industry in 1993° and has completed the major tasks of the reform process to
attract more private investment. For instance, the Philippines privatized the state-owned
telecommunications enterprise (SOTE) and has opened up its domestic telecommunications
market. Thailand, on the other hand, failed to privatize its SOTE and has just recently started to
let private companies invest in telecommunications infrastructure with the government through
the concession agreements in 1995.5 In addition, the Thai government will gain final ownership
of the telecommunications infrastructure once the construction of the infrastructure is completed.
So, when compared, it is quite clear that Thailand has a much less competition-oriented policy
regime in telecommunications than the Philippines.

This dissertation investigates the liberalization efforts of less-developed countries
(LDCs), with the main focus on Thailand and the Philippines, and their effects on the penetration
rate of telephone lines and Internet access. More specifically, I will explore the following
questions. Why has extensive liberalization in the Philippines been less successful in increasing
the telephone penetration rate than the less competition-oriented policies in Thailand? Secondly,
will the same relationship between the degree of liberalization efforts and the penetration rate
hold for the cellular mobile telephone and Internet services in LDCs? By answering these
questions, I hope to offer useful policy recommendations to developing countries regarding their
liberalization efforts.

The results of this thesis show that extensive telecommunications liberalization does not

increase the penetration rate of the fixed telephone service better than other, less competition-

3 Johnson Chua, The Impact of Liberalization: Communicating with APEC Communities: Telecommunications
Industry in the Philippines (Australia: The Australian APEC Study Center at Monash University in Melbourne,

1998), 4.
§ Donyaprueth Krairit, “The Viability of Telecommunications Regulatory Changes in Thailand” (M.S. Thesis,
University of Colorado — Boulder, 1994), 20. ’
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oriented, policy alternatives. However, for the cellular mobile telephone and Internet services,
extensive telecommunications liberalization could increase the penetration rates better than
other, less competition-oriented, policy alternatives. Thus, the thesis demonstrates that past
research has not paid sufficient attention to this issue and has assumed that the more extensive
the reform could lead to the faster and the better telecommunications development of all
telecommunication services. The thesis suggests that less-developed countries (LDCs) should
realize that they do not have to fully implement liberalization reforms, but should instead
specifically tailor their telecommunications reform policies to their own pace and needs.

1.2 History of Telecommunications Liberalization

Governments in many developing countries, including Thailand and the Philippines, have
long provided and monopolized telecommunication services due to the fact that they have been
perceived as a “public good” by the governments, which are traditional providers and suppliers
of public services.

Economic theories have traditionally suggested that telecommunications services should
be grouped with other “public” goods such as electricity. These services require a large amount
of fixed investment costs, which are indivisible, and its marginal cost is zero, making it difficult,
if not impossible, to charge for the use of goods based on its marginal cost as has been
traditionally done for other goods and services. As a result of these factors, economic theory
suggests that any profit-oriented private suppliers will not provide a public good because it is
economically unfeasible for them.” Therefore, the governments usually take on a role of
telecommunications suppliers in order to ensure that these telecommunications public goods are

available to everyone at a reasonable price.
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Despite government intervention in the provision of telecommunications services,
throughout the 1970s and early 1980s, economic growth and large corporate users’ need to
communicate at higher and faster rates created a market for new and customized
telecommunications services such as high-quality voice and data communications.® More-
developed countries (MDCs), including the U.K. and the U.S.,? forced by the rapidly increasing
demand for new telecommunication services and an inefficient government bureaucracy,
pioneered in the privatization (in the U.K.) and liberalization (in the U.S.) of their domestié
telecommunication markets. The privatization and liberalization efforts inevitably called for
changes in regulatory and policy reforms. The results of these early efforts were successful to a
certain level in that new services were created and expanded, which subsequently reinforced the
growth within the telecommunications sector in MDCs themselves.

The key to this impressive growth is the fact that, in contrast to industry-specific
innovations, changes in the telecommunications sector have helped increase economic activities
and growth across an unusually wide range of industries. The rapid growth of
telecommunications services and infrastructure in MDCs, coupled with rapid eéonomic
development in many LDCs,? has led to increasing global economic activities in which
telecommunications services have acted as an underlying nervous system.

MDCs telecommunications companies’ move to go international has pushed LDCs to
place more resources in telecommunications development. However, even though the poor

performance of SOTEs’ in providing services in LDCs needed to be addressed, it was not the

" Roger McCain, “Essential Principles of Economics: A Hypermedia Textbook,” Journal of Economic Education 31
(January 2000): 6.

8 Ben Petrazzini, The Political Economy of Telecommunications Reform in Developing Countries (London: Praeger
Press, 1995), 20.

? Other Countries include South Korea (1981) , Japan (1985), New Zealand (1987), and Australia (1989).
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main cause of telecommunications sector reform in LDCs in the 1980s. In fact, as a study
carried out by the International Telecommunication Union (ITU) shows, telecommunications
reform in most LDCs is part of large-scale economic adjustment reforms driven by fiscal crises
and economic decline."!

Since the beginning of the 1990s, with advice from MDCs and international lending
institutions, many LDCs have embarked on efforts to reform their telecommunications sector, in
order to increase economic growth and related telecommunications activities. LDCs’ efforts
have included the opening of telecommunication industries to more competition through
liberalization and efforts to attract private and foreign capital through the privatization of
dominant government service providers or both. However, due to different constraints, both in
ecohomic and technological resources, some LDCs have succeeded more than others in their
attempts to reform and develop their telecommunications sector.

The differences in the motivation to and the degree of reform between MDCs and LDCs
are quite obvious. While in the MDCs the pressure to reform the telecommunications sector has
come from large corporate users, the reform process in LDCs have resulted from pressures
outside the sector, more specifically deteriorating economic factors. Literature on the
telecommunication reforms will be examined in more detail in the next chapter.

1.3 The Goal of this Study

The objective of this dissertation is to determine whether extensive liberalization can

increase penetration rates of telephone and Internet services better than other less competition-

oriented policy alternatives and how the penetration rates of these services relate to the

10 Ben Petrazzini, The Political Economy of Telecommunications Reform in Developing Countries (London:
Praeger Press, 1995), 13.
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liberalization efforts. This study will examine the cases of liberalization of telecommunication
industries in Thailand and the Philippines as representative LDCs. Through a thorough analysis
of these two cases, this study hopes to provide policy implications for liberalization efforts in
developing countries.

1.4 Scope of the Case Study

This dissertation focuses on the experience of LDCs in liberalizing or opening up their
telecommunication markets to competition, either fully or partly. The fact that LDCs in the
1980s and 1990s implemented a wide range of policy and regulatory changes aimed to open their
telecommunications markets and increase telecommunications services and that some LDCs
have been more successful in expanding their telecommunications services than others calls for
an investigation into what factors actually underlie success levels in different countries.

Even though there are as many distinct paths to reform as there are countries, trends in
telecommunications reform can be grouped into two categories: privatization of state-owned
telecommunications enterprises (SOTE), which is the transfer of ownership of SOTEs from the
government to the private sector, and the liberalization, which is the opening up of the
telecommunications markets in individual countries. These two processes are related and are
often seen as one intertwined path to successful reform.

Despite the interdependence of these two processes, factors affecting liberalization and
privatization efforts vary. While factors affecting privatization include state autonomy and other
political and social factors such as political stability, it appears that economic and investment

factors, such as the economic growth and investment conditions, are responsible for the success

1 Ernst Becher, Restructuring of Telecommunications in Developing Countries: An Empirical Investigation with
ITU’s Roles in Perspective (Geneva: International Telecommunication Union, 1991), 5.
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of the liberalization. '* In fact, it is even argued that the privatization of SOTEs is not a
necessary condition for increasing telecommunications services. There are many instances where
public telecommunications enterprises operate as efficiently as private ones, such as the case of
Singapore Telecom. Also, in many industries and countries, both MDCs and LDCs, private-
owned enterprises often operate as a monopoly.

In addition, if one takes market-oriented competition as a final goal, it is clear that
liberalization efforts can have longer-lasting effects on the market and industry structure than
privatization efforts. While privatization, in the broadest sense, transfers the ownership of an
organization from the public to private sector, it is liberalization efforts that lower the barriers of
entry and tend to promote the long-term goal of open competition. Therefore, liberalization
efforts require more extensive changes in the regulatory and policy framework than do
privatization efforts.

As a result, for the analytical purpose of this dissertation, privatization and liberalization
efforts will be separated in the analysis as much as possible and only the liberalization of the
market will be covered in this study due to its longer-lasting effects on the future industry
structure.

This study will cover fixed telephone, cellular mobile telephone, and Internet services.
Fixed-telephone penetration is covered because it has been traditionally used to measure the
degree of development in many comparative and statistical studies. The reasons why it is a good
measurement are the fact that fixed telephone service has been considered a basic and necessary
service to both business and residential users and that governments have been the only traditional

provider of the service due to the high economy of scale and investment required.

12 Ben Petrazzini, The Political Economy of Telecommunications Reform in Developing Countries (London:
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In addition to fixed telephone services, I will also cover the cellular mobile telephone and
Internet services because they are also major mechanisms for introducing competition. Due to
the convergence of technology and the increasing importance of the Internet, this dissertation
will also cover the Internet penetration in the Philippines and Thailand. The Internet provides an
open and accessible environment for new Internet service providers and innovations. As a result,
analysts and scholars have recently used the number of Internet users to measure the growth of
the Internet at the national level. The comparative analyses will be provided on the current
status of regulations and the Internet penetration rate for both countries.

The two major case studies covered in this dissertation, Thailand and the Philippines, are
excellent for comparison because they are both considered developing countries with low-to-
medium income levels per capita. They both initiated telecommunications reform in the early
1990s and telephone penetration rates (per 100 inhabitants) at the beginning of the reform in both
countries were about the same. Both experienced a period of high economic growth during the
early 1990s and were both later affected by the Asian financial crisis in 1997. Both are
democratic countries and have had histories of political instability and dictatorship.

1.5 Structure of the Thesis

This thesis is organized in the following structure.

Chapter 1 is the introduction, and explains the goals and scope of the study, the statement
of problems, and the structure of the thesis. Chapter 2 presents the literature review related to
this thesis. Chapter 3 presents definitions of terms used in this thesis, the hypothesis,
methodologies used and research plans, including the research techniques that will be used to

validate the findings of the thesis. Chapter 4 presents the current regulatory and policy

Praeger Press, 1995), 8.
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frameworks of the two countries. Laws and governmental policies concerning
telecommunications in both countries are presented. In addition, legal entities involved in
telecommunications of both countries will be shown.

Chapter 5 analyzes the findings and results of the study. The chapter is divided into four
sections. The first three sections show the analysis results and the last presents the conclusion of
the hypothesis proposed.

Chapter 6 presents the conclusions from the two case studies and policy implications of
the findings that can be used for other developing countries, as well as suggestions for further

research.




CHAPTER II

Literature Review

This chapter presents the literature review in the field of telecommunications reform with
a focus on the effects of liberalization reform efforts on telecommunication service penetration
rates.

2.1 Literature Review

Research in telecommunications reform and liberalization can be traced back to the
1980s, when the movement toward structural reform of the telecommunications sector began.
Most of the early research focused on the U.S. and OECD countries as they were among the first
to have pioneered the reform process. The research in this period offers recommendations for
policy and regulatory alternatives promoting more open competition.

More research was carried out in the early 1990s in response to rapid changes in the
global telecommunications market including the rapid increase in user demands. These
researches provided supporting evidence that open competition policies are the best way to
improve and expand telecommunications services and thus, showed that telecommunications
reforms and liberalization is needed. The World Bank held a research seminar called
“Implementing Reform in the Telecommunications Sector” in 1991 to examine recent reforms in
the telecommunications sector. This event brought together over 100 research participants
involved in telecommunications reform in some 40 countries."> The message from the seminar
was clear - that it is necessary to attract private investment and new entrants to the

telecommunications business in order to keep up with rapid demand growth. There are,

Bp jorn Wellenius and Peter A. Stern, eds., Implementing Reforms in the Telecommunications Sector: Lessons
from Experience (Washington, DC: The World Bank, 1994), 4.
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however, no standard blueprints for telecommunications reform. Sector designs and
implementation strategies must be crafted to fit the specific economic, political, and institutional
features of each country.

In addition to the World Bank’s research, research during the past decade has shown that
competition and market-oriented reforms can increase technology diffusion, domestic and
international investment and the telecommunications penetration rate in most countries that
carried out the reforms (Saunders, Warford and Wellenius, 1994; World Bank, 1995; Levy and
Spiller, 1996). As a result of these numerous publications and empirical research, by the mid
1990s, it was widely recognized that telecommunications reforms and liberalization generally
lead to service expansion and improvement.

Besides the work that shows the benefits of the competition and the necessity of the
reforms, several scholars in the 1990s also predicted the impact of telecommunications reform
and liberalization based on economic and political economy theories. These scholars can be
categorized into four groups.

The first group of scholars argued about the benefits and disadvantages of the reforms
and liberalization, which brought about the domination of the Multinational Corporations
(MNCs) (Schiller, 1986; Regli, 1996). Some scholars in this group argued that the liberalization
would lead to the dominance of MNCs, which could harm the national security, while others
argued that the technology transfer from MNCs is necessary for telecommunications
development. Unfortunately, the works in this group did not provide practical guidelines for the
assessments of the impacts of telecommunications reforms and are not within the scope of this

thesis.
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The second group argued about the best means to reform the telecommunications
industry and achieve success, which is measured by different objectives and units according to
different authors. Some rely on the different sub-processes of reforms, i.e., privatization,
liberalization, de- or re-regulations, as a proven effective or ineffective way for a country to
succeed in their reform efforts. For example, Wolf and Sussman (1995) focused on the
privatization of state-owned telecommuhications entities and argued that a country could not
benefit or succeed from the privatization of its telecommunications industry because of the
possible abuses of the monopoly.

Other work, usually in the form of case studies, has shown the actual experiences of
countries that have implemented various means of reforms. These studies are very useful
because they are based on realistic experience and not just predictions or ideologies (Snow,
1986; Noam 1992, 1994, 1997, 1998, 1999; Jussawalla, 1993; Hudson, 1997; OECD, 1999).
Most of these works generally concluded that competition and liberalization of the industry is the
most effective means to achieving telecommunications reform success by showing that there
exists the relationship between the introduction of competition and service expansion.

However, other scholars who also have studied the best process to reform and
liberalization do not agree that liberalization is the most effective means to implement
telecommunications reforms. These scholars have shown that some telecommunications
monopolies delivered excellent performances on network development and increased penetration
rates substantially (Mody, Bauer, and Straubhaar, 1995). In addition, they revealed that there is
not any one method or paradigm that is superior to all other methods in developing

telecommunications infrastructure, in examining individual case studies (Sa, 1994;
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Schoonmaker, 1995; Verhoest, 1995; Zhubieta, 1996), or comparative case studies (Straubhaar et
al., 1995).

The third group of scholars is concerned with the network development and service
distribution aspect of telecommunications services. This includes the works about universal
service and network growth. Usually, the works in this group are quantitative and involve
mathematics and econometric modeling. This research usually uses network growth or a
measurement of distribution as their measurement. One of the most common independent
variables used is the country’s teledensity rate, which is the number of telephone lines per 100
inhabitants in that country.'* Researchers in this group look for factors or variables that could
affect their independent variables using many decades of statistical data of many countries to
find the causal relationship or assess the impacts of the policies.

One of the most cited of these works is authored by the International Telecommunication
Union (ITU) in 1988 and asserts that telécommunications can increase the efficiency of
economic, commercial, and administrative activities, and distribute the social and economic
benefits of the process of development more equitably throughout a community and a nation."
Other works follow the same direction although with an objective on measuring the universal
service, rather than measuring network growth (Duch, 1991; Albery, 1995; Jayakar, 1999).

The fourth group of scholars, and the most relevant group to this thesis, focuses on the
institutionalism aspect of telecommunications reform. Works in this group are both qualitative
and quantitative and show that institutional arrangements and influences do influence the success
of telecommunications reforms. Again, there are two sub-groups of scholars in this category;

one explicitly critiques government intervention and the involvement of political action in the

' For more information on the definition of “teledensity,” see Chapter III.
5 International Telecommunication Union, Telecommunications and the National Economy (Geneva: ITU, 1988),
Foreward.
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process of telecommunications reform while the other argues that state intervention does not
bring about only negative consequences in the reforms of any industry.

In fact, some of the research in this institutionalism group are in contrast to the second
group, who are economists that support free competition and open markets. There have been
continuous lines of research that recognize that economic concepts cannot fully explain the
markets and that economic concepts of markets are not realistic because they are assumed to be
frictionless and efficient (North and Thomas, 1973; North, 1990; Acheson, 1994). North (1990)
states that “institutional frameworks are the critical key to the relative success of economics” and
“allocation (in neoclassical economics) was assumed to occur in a frictionless world, one in
which institutions did not exist or did not matter.”'®

These works are not without strong critics. It is argued by several scholars (Samarajiva
1990) that North limited his analysis of institutions to a positivist-type of discussion of
institutional factors and that he placed inordinate importance on institutional factors and that the
emphasis biased his conclusion. These critics showed that there is a bias favoring state
intervention introduced in North’s work by a tendency of a country to allow for state intervention
and that one should correct for these biases before considering the effects of institutional factors.
For example, it has been shown in research that LDCs tend to lean toward a centralizing type of
integration and lean on their centralized institutions (Samarajiva and Shields, 1990). In addition,
it was argued that the World Bank and the International Monetary Fund (IMF) influences have
biased telecommunications development toward a centralized model (Sussman, 1991).

This thesis is relevant to the last three groups of scholars. While this thesis does not aim

to determine the best methods or order of methods to achieve successful telecommunications

16 Douglass C. North, Institutions, Institutional Change and Economic Performance (Cambridge: Cambridge
University Press, 1990), 131.
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reforms as does the research in the second group, it proceeds with an implicit assumption that the
findings of some of the scholars in the second group are true, that a full-scale and extensive
liberalization has not yet been proven to be the most effective method to implement the reforms.
As a result, this thesis is focused on liberalization reforms to determine if extensive liberalization
produces a more effective reform, measured by the increase in penetration rates per 100
inhabitants, than other less competition-oriented policy alternatives. If extensive, full-scale
liberalization is the most effective method to implement the reforms and expand
telecommunications services, then the results of the analysis should show that extensive
liberalization efforts could increase penetration rates in the development of the three services,
namely, fixed and mobile telephone, and Internet services, better than other less competition-
oriented policy alternatives.

This current research is also based on work by the third group of researchers. Since this
work is a multi-method research (Neuman, 1993), it involves both qualitative and quantitative
measurement and analysis. Like most of the works in the third group, this work uses the
penetration rate (per 100 inhabitants) as measurement of success of liberalization and other
policy alternatives. The use of formal statistical measurements enhances the statistical
significance and strong quantitative analysis of the framework.

Finally, this work is definitely relevant to the fourth group of research because it takes
into account the influences of institutional factors. However, in order to minimize the bias of the
positivist-type of analysis, the two case studies used in this thesis were carefully selected so that
they represented both ends of the spectrum. While the Thailand case represented full state
intervention in the telecommunication arena, the Philippines represented less government

intervention and a more liberal competition environment.
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While this work incorporates different strengths of prior research studies, it attempts to
do something new by focusing on the effects of liberalization as compared to other less
competition-oriented policy alternatives. While some researchers went to the extreme of trying
to determine the best method or best sequence of implementation for telecommunications
reforms and held an implicit assumption for each step of the reform process that liberalization or
privatization will be (or need fo be) implemented in a full-scale, there is very little research done
on the null hypothesis comparing the effects of liberalization and other less competitioﬁ-oriented
policy alternatives. Since countries are limited in their telecommunications reform choices and
the extents of reforms possible due to Various. factors both political and economic (Levy and
Spiller, 1996), the effects of different policy alternatives should be understood. This research is
focused on the effects of liberalization and other less competition-oriented policy alternatives.

In addition to the stated research position, this thesis presents the analysis results similar
to the way Levy and Spiller did in their book, “Regulations, Institutions, and Commitments”
(1996). Levy and Spiller argued that the goals of regulatory reform - to improve service and
achieve lower prices - may not always be met due to the interaction of a country’s political and
social institutions with regulatory processes and economic conditions. Their book presents the
results of a comparative assessment of the impact of core political and social institutions on
regulatory structures and performance in the telecommunications industry in several LDCs and
MDCs. Instead of determining specific solutions to implement the reforms, they argued that the
reforms could be successful under a wide range of regulatory procedures so long as there are
complementary mechanisms in place to restrain arbitrary administrative actions.'” This thesis

follows the same line of reasoning in presenting its analysis results in that, instead of

7 Brian Levy and Pablo T. Spiller, eds., Regulations, Institutions and Commitment: Comparative Studies of
Telecommunications (Cambridge: Cambridge University Press, 1996), 1.
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generalizing and determining whether extensive liberalization reforms are better in increasing
penetration rates than other less competition-oriented policy alternatives, it specifies conditions
under which liberalization can or cannot increase penetration rates, no matter what regulatory
choices a country makes and how extensive they implement such choices since each country has
their own regulatory constraints and no particular method can be a panacea to all.

As presented earlier, it remains unclear in the telecommunications reform literature as to
whether extensive liberalization could increase the level of liberalization success (in this
dissertation, measured by an increase in both fixed and mobile telephone and Internet service
penetration rates). This thesis assumes that the increase in penetration rates can vary with
economic factors such as the GDP per capita, and not to the liberalization efforts (and therefore
the degree of competition allowed) alone. It also considers that the increase in penetration rates
may actually vary with liberalization efforts and that liberalization can increase the penetration
rates of the services. Other factors should also be considered, such as general technology
diffusion and national political factors, such as political stability.

To this end, two threads of literature on telecommunications regulatory reform seem to
contradict each other. One thread of the literature suggests that the changes in the telephone
penetration rate, without other economic and political effects, vary according to the type of
reform process implemented to introduce competition and the liberalization policies. The other
thread of literature suggests the opposite.

In his 1999 work, Jayakar employed an econometric model that accounts for economic
development and diffusion of telecommunications technologies and isolates the effects of
regulatory choices on the penetration rate. He has shown, through the use of an econometric

model, that without other economic and diffusion effects, the growth in telephone penetration
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rates is dependent on both the type of reform process implemented (such as privatization,
incorporation, and demonopolization), and the combination of such processes implemented.
More importantly, he found that the introduction of competition was strongly correlated with an
increase in the penetration rate in LDCs. This implies that extensive liberalization reform, which
allows for open competition than traditional monopoly, should increase penetration and growth
rates better than other less competition-oriented policy alternatives.

On the other hand, another thread of research offers a more conservative view. Inits
1997 Asia-Pacific Telecom Indicator, the International Telecommunication Uniqn (ITU) stated
that a common factor throughout the Asia-Pacific region is the strength of demand for
telecommunication services. The authors also stated that, “because the level of demand is so
strong, it tends to mask the influence of different types of policy.”18 This cautious view implies
that many factors could affect the increase in penetration rate other than the extent of
liberalization alone.

In 1995, Ben Petrazzini argued in his book, “The Political Economy of
Telecommunications Reform in Developing Countries,” that political factors such as state
autonomy and power concentration plays a crucial role in the state’s failure to carry out
privatization of SOTEs. On the other hand, he found that economic variables offer a more
accurate explanation of the failure to carry out liberalization reform efforts. He also stated that
“it is important to keep in mind that, due to the variety of economic, social, and political changes
that LDCs suffered in the 1980s, one should be careful to attribute causality solely to the

privatization or liberalization of markets.”

18 International Telecommunication Union, 1997 Asia-Pacific Telecom Indicators (Geneva: International
Telecommunication Union, 1997), 44.
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In 1999, J.P. Singh looked at different levels of regulatory reforms. He argued in his
book, “Leapfrogging Development: The Political Economy of Telecommunication
Restructuring,” that telecommunication can lead to significant development in service
enhancement in only a few types of states. These cases are usually not LDCs because they
require that states be suppliers of telecommunications services that served among various user
groups who either acceded to the state’s wishes or pressured it to meet their demands for services
for specific purposes (a rare condition). As a result, he argued that MDCs are likely to be more
successful than LDCs in increasing the penetration rate by liberalizing the telecommunications
market.

In addition to the aforementioned literature, which is directly related to
telecommunications reforms and its effects, there is other literature that is the basis of this thesis
as well. This include literature in the field of political economy of development, which concerns
the effects of political and economic factors on the country in general. These works could be
considered as a pioneer to current research, which is more specifically tailored to a particular
industry. The literature is about the government and politics of developing countries (Kahin,
1970; Amsden 1985; Ardnt and Hill 1999). These studies provide a framework and
understanding of political and regulatory environment in developing countries, especially for
Thailand and the Philippines that are used in this study. However, this kind of study is very
broad and is not focused on telecommunications services and development.

As a result of the broad scope of the general political economy study, another group of
researchers has narrowed down their research scope to the relationship between
telecommunications and socio-economic development. One of the most distinguished works in

this field is from Ithiel de Sola Pool, who wrote numerous books about how telecommunications
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technologies could change the economic, politics, and social environments in countries (Pool
1983, 1990). There are also works about how telecommunications technological change could
affect the international development and regulations from the World Bank, OECD and other
research institutes (Crandall and Flamm, 1989; Saunders, 1994; Jussawalla, 1993; OECD, 1995).

Since this thesis also covers mobile cellular and Internet services, it is worth noting that
there are quite a number of literatures on cellular and Internet and development. For the cellular
service, there is research about how different mobile cellular pricing regimes could create
advantages for some countries. The study is conducted within and limited to the OECD
countries (Paltridge, 1996). There is also research on how developing countries could use
mobile cellular to accelerate the development of their telecommunications infrastructure (Gruber,
1999; Minges 1999).

As for the Internet service, since 1994, there have been several books about the National
Information Infrastructure (NII), which was the initiative that started to stress the importance of
the Internet. This group of researchers focuses on the government policy and
telecommunications technologies, especially those involving with the Internet. One of the
pioneering works in this group is the book, “The Unpredictable Certainty,” by the U.S. National
Research Council (NRC, 1996). The book presents overall technology trends and policy
recommendations, which turned out to be influential in shaping the U.S. telecommunications
policy. Other books include the books from academic institutions, such as “Coordinating the
Internet” (Kahin 1997), “Public Access to the Internet” (Kahin and Keller, 1995), and “National
Information Infrastructure Initiatives (Kahin and Wilson, 1997).

Finally, another group of research which relates to telecommunications development and

has been received strong attention recently is the research on the availability and effects of
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" telecommunications services in the rural areas, the so-called “digital divide.” This group of
researchers are concerned about how to distribute the telecommunications services to those who
are under privileged (Hudson, 1984; Jussawalla and Wedeweyer, 1986; Sachs, 2000). However,
this topic is largely beyond the scope of this thesis, which focuses on empirical measures of
telecommunications and Internet penetration.

2.2 Departure from Past Research

This dissertation is not arguing about whether or not liberalization leads to greater
penetration rates since it is clear from the literature review that liberalization and competition,
either fully or in part, has led to higher penetration rates in LDCs. It also does not attempt to
determine which types of regulatory and policy choices or implementation orders are better than
others. Rather, it focuses on discovering whether liberalization can increase the penetration rates
(considered successful) of the services better than the less competition-oriented policy
alternatives, and the conditions under which the liberalization will and will not have significant
effects on increasing service penetration rates.

This dissertation diverges from past research in that it will investigate the success levels
of telecommunication liberalization reform as measured by the increase in telephone and Internet
penetration rates using the multi-method research approach, which include both qualitative and
quantitative research and analysis. Case studies will be used and the traditional documentary and
interview analysis will be done. However, in addition to traditional case studies, this research
will also carry out a survey and quantitative analysis of telecommunications demands in order to
provide a solid framework and analysis results.

While past research has confirmed that liberalization and market-oriented competition

can lead to greater penetration rates, it was not until Jahankar’s work in 1999, which showed
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that, regardless of economic and policy effects, extensive liberalization and privatization could
lead to greater telephone penetration rates better than other methods that are less competition-
oriented. This work falls within that realm. While Jahankar used an econometric model to
account for technology and economic effects, other non-quantifiable factors such as political
pressures and practical problems involved in providing new services had an effect that was
unaccounted for. These factors can be of importance since the states almost always intervenes in
the provision of telecommunications services in LDCs. These political effects cannot always be
captured through statistical work. Moreover, Jahankar’s research used the last 20 years of
statistical data, which might have biased the results against LDCs since most LDCs, including
Thailand and the Philippines, just recently begun their telecommunications reform efforts.

This work is different than Levy and Spiller’s as they focused on regulatory reform as a
whole process and used institutional economics to explain the importance of the regulatory
factors and, as a result, focused on the supply side of the telecommunications services. This
work focuses only on the liberalization process and attempts to explain both the supply and
demand sides of the services. Research will be conducted in several separate steps involving
information from both the supply and demand side of the industry.

This work is also different from Singh’s work because I focus solely on the success levels
of LDC liberalization efforts, which is more specific than his focus. While Singh has produced a
valuable work by highlighting the importance of the demand side of telecommunications
services, his work lacks the rigorous statistical or quantitative analysis to support his
conclusions. This is where this work hopes to strengthen the body of research on

telecommunications liberalization efforts. The survey conducted in this research will increase
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the statistical evidence on the telecommunication service demands and will be able to more
accurately predict the future trends of user demands.

This work is different from Petrazzini’s work as well. While Petrazzini looked at the
reasons why some countries failed to carry out liberalization reform and broadly identified the
economy as the only factor that impacts the success of liberalization reform, he did not compare
the degree of success in service expansion between countries that carried out extensive
liberalization reforms and those that did not carry out the reforms. This work will attempt to do
just that, and it will examine the problem on a micro-level, including political factors and
internal pressures within and between the government and private corporations that can affect the
success of liberalization.

In addition, this work will be among the first to consider the penetration rates of the
Internet in developing countries. Many researchers (for example, Figuerra, 1999; OECD, 1999)
have looked at the pattern of Internet access penetration in developed countries, such as the
OECD, but none have attempted to find the relationship between Internet service penetration and
the extent of telecommunication liberalization in developing countries.

In summary, this work attempts to shed new light on the effects of liberalization efforts
and it attempts to determine the conditions that can affect the success levels of liberalization
efforts in LDCs in terms of the expansion of three major telecommunications services, fixed and

mobile telephone and Internet services.




CHAPTER 111

Analytical Framework and Hypothesis

This chapter presents the analytical framework of the thesis. It begins with the basic
 definitions of the concepts used in the thesis. Then, the methodologies and analytical
frameworks are presented. After that, the justification of methodologies and framework will
follow. It concludes with the data collection process.

3.1 Definitions of Terms

3.1.1 Definition of “Liberalization”

In this thesis, the term “liberalization” refers to the commitment and actions taken by the
government to open their telecommunications markets to new providers and competition. In
other words, liberalization refers to the lowering of entry barriers to all or part of a market,
allowing third parties to compete with established, generally monopolistic, providers of goods
and services.!” Thus, the more extensive the liberalization, the closer the market’s conditions are
to that of the free-entry market.

3.1.2. WTO Agreement on Telecommunication Services

This thesis bases its main concepts of liberalization in telecommunications services, both
basic and value-added, on the framework established by the World Trade Organization’s (WTO)
Agreement on Telecommunications Services.

To compare the case studies, this thesis assumes that the Philippines has carried out more

extensive liberalization reform than Thailand because it has followed and implemented

Y Ben Petrazzini, The Political Economy of Telecommunications Reform in Developing Countries: Privatization
and Liberalization in Comparative Perspective (London: Praeger Publisher, 1995), 15.
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regulations and policies according to the WTO Agreement framework on ways to open the
market more than Thailand.

The Agreement on Basic Telecommunication services was reached in February 1997
when 69 countries committed to liberalize and open their telecommunication markets to the
world markets. The number of countries committed to liberalizing their telecommunications
markets is likely to rise as additional LDC governments complete the process of accession to the
WTO in the coming months. All industrialized countries have made commitments to open their
markets on basic telecommunications and on most value-added telecommunications services.
Fifty-two emerging economies have made commitments to open their markets to basic
telecommunications and many of these have also made commitrhents to opening their markets to
value-added services such as data communications.”

The importance of the WTO negotiations should not be underestimated because no other
agreement have yet created more telecommunications opportunities and opened more markets
more quickly. The most significant implications of this are the WTO’s requirement to permit
telecommunications operators based in all WTO member countries to build network
infrastructure and compete in the national market on a most-favored nation (MFN) basis. This
means that entry can no longer be restricted to those countries that provide reciprocal access or
are parties to bilateral agreements.21 As a result, the global telecommunications market
environment will likely become more competitive.

The pattern of commitments to opening telecommunications markets by MDC economies
with respect to market-access for the modes of supply have differed somewhat from LDCs.

Based on the WTO statistics, MDCs were two to three times more likely than LDCs to commit to

2 The World Trade Organization, Agreement on Telecommunications Services (1996), 12.
1 WTO Agreement on Basic Telecommunications Services (London: Analysys Consulting, 1998), 4.
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unlimited market access for cross-border supply of basic telecom services; between 36 to 43
percent of them did so. Moreover, they were about twice as likely to make unrestricted
commitments on the supply of basic telecom services via the other two modes of supply, at
between 64 to 70 percent for consumption abroad and 14 percent for commercial presence.
Finally, all MDCs committed either fully or partially on all basic services, there being no cases
of "unbound" entries listed for any of the services or modes of supply. 2

By becoming party to the WTO agreement, countries commit to a set of regulatory
principles (the Reference Paper). In addition, countries make specific commitments to open up
their telecommunications service markets. Market opening measures include free access to
public i:elecommunications transport networks of incumbent suppliers under non-discriminatory
terms and at cost-oriented rates. These non-discriminatory terms assume a competitive provider
has the technical ability to interconnect to the public network using standardized, open
interfaces.

In sum, the three basic elements of the WTO agreement are:*
(1) Market access: This provides foreign companies access to local, long-distance, and
international telecommunications service. This requires incumbent catriers to unbundle their
network services and give alternative carriers the right to connect their carriers to the incumbent’s
network (alternative carriers pay interconnection rates that reflect costs). Consequently, this
allows for more open competition.
(2) Investment: This refers to the right of foreign companies to establish or hold a stake in

domestic telecom companies.

z The World Trade Organization, Agreement on Telecommunications Services (1996), 12.
Ibid.




39

(3) Competitive regulatory policies: These include curbs on cross-subsidization and rights to
interconnect at fair prices, and it mandates transparency of government regulations in technical
standards and licensing.

The WTO agreement consists of Schedules of Specific Commitments and Lists of
Exemptions. These documents specify nations’ commitments to market access, national
treatment, and MFN for specific services. Thus, each nation has agreed to different levels of
liberalization. In this thesis, the nation that agreed to a greater level of liberalization according to
the WTO Agreement framework is the Philippines, which allows free competition in its
telecommunications markets, while Thailand agreed to and has implemented it only at a limited
level because the government is still monopolizing the industry.

3.1.3 Definitions of Services and Statistical Figures
e Definition of “Basic Telecommunications” **

At the outset of the WTO negotiations on telecommunications services, participants
agreed to set aside national differences in how basic telecommunications might be defined
domestically and to negotiate on all telecommunications services, both public and private, that
involve end-to-end transmission of customer supplied information (e.g., the relay of voice or data
from sender to receiver).

They also agreed that basic telecommunications services provided over network
infrastructure as well as those provided through resale (over private leased circuits) would fall
within the scope of commitments. As a result, market access commitments cover not only cross-
border supply of telecommunications but also services provided through the establishment of
foreign firms, or commercial presence, including the ability to own and operate independent

telecom network infrastructure. Examples of the services under negotiation were voice
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telephony, data transmission, telex, telegraph, facsimile, private leased circuit services (i.e., the
sale or lease of transmission capacity), fixed and mobile satellite systems and services, cellular
telephony, mobile data services, paging, and personal communications systems.

e Definition of “Value-added services”

Value-added services are telecommunications for which suppliers “add value” to the
customer's information by enhancing its form or content or by providing for its storage and
retrieval. These include on-line data processing, on-line data storage, e-mail, and voice mail.

More commonly liberalized than basic services, value-added services were already
included in the commitments of 50 governments as a result of the 1994 Uruguay Round Table of
Multilateral Trade Negotiations and the accession of new WTO Members after that Round ended
in 1994.

e Definition of “Main telephone lines in operation”?

A telephone line is defined as one connecting the subscriber’s terminal equipment to the
public switched network and which has a dedicated port in the telephone exchange equipment.
This term is synonymous with the term “main station” or “Direct Exchange Line” (DEL), which
is commonly used in telecommunication documents. It is generally comparable with the terms
“access line” or “subscriber.”

e Definition of “Main telephone lines per 100 inhabitants”
This figure is calculated by dividing the number of main telephone lines in operation by

the total population and multiplying that number by 100.

e Definition of “Internet subscribers”

24 The World Trade Organization, Agreement on Telecommunications Services (1996), 12.
25 International Telecommunication Union, 1997 Asia-Pacific Telecom Indicators (Geneva: International
Telecommunication Union, 1997), Appendix A.
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This refers to the number of subscribers in the economy that have a direct link to the
worldwide Internet network.
3.2 Hypothesis

Based on the scope, facts, theory and definitions presented in previous chapters and
sections, this dissertation proposes the following hypothesis:

The implementation of extensive liberalization regulations and policies does not increase
level of success of liberalization reform efforts (as measured by an increase in the penetration
rate of fixed telephone, mobile telephone, and Internet services) better than bther less
competition-oriented policy alternatives.

Based on this hypothesis, this dissertation will cover three types of services, fixed
telephone, cellular mobile telephone and Internet services. The hypothesis will be validated
separately for each type of service.

3.3 Conceptual Framework and Justification

This work is a comparative historic analysis that uses theory and historical data to reach a
better understanding of liberalization processes in each country studied. The research looks for
possible causal connections that might offer theoretical insights potentially generalizable to
similar cases. The method of generalization used in this type of research is “analytic
generalization,” in which a previously proposed theory or statement is used as a template with
which to compare the empirical results of the study. If the two cases are shown to support the
hypothesis, replication may be claimed. |

This work uses a two-tiered approach for analysis. The first tier of analysis will focus on
individual cases. The second tier is a cross-case study in which variation across cases will be

analyzed.




42

The thesis will begin with descriptive information and related statistics of each individual
case. Then, a cross-case examination will be provided to investigate the hypothesis for Thailand
and the Philippines. This cross-case examination will serve to establish possible interpretation of
the variables that could affect the growth in penetration rate of telephone and Internet services.
These findings will then be used to validate the hypothesis among different countries (external

validity). Figure 3.1 shows the methodology framework.




Figure 3.1: Framework of the Research and Study
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As can be seen from Figure 3.1, this research is based on various research avenues, steps
and methodologies. Basically, three types of data sources are used in this thesis, documentary,
interview, and survey. The documentary data, while offering excellent detail, facts and analysis
on the liberalization process in Thailand and the Philippines, cannot be used to accurately predict
the future trends. Therefore, the data from the documentary analysis are used to set up the
theoretical framework and provide background on what factors affected the penetration rates of
the three services in the past and how liberalization reform efforts have been developed in
different countries from the past up to the present. It also provides the predictions of the effects
of liberalization in the future for LDCs.

However, considering historical trends as a determinant for future predictions of the
effects of the liberalization can be misleading. A good researcher should colleét empirical data
and analysis to verify that the theoretical predictions are correct. As a result, for this study,
several interviews with policymakers, industrial players, and international organizations in
telecommunications were set up to gather the comments from leaders in the industry about the
future trends for the industry and the nations and to predict the impact of liberaliZation.

The interviews in this study are the so-called “focused” interviews.”® The focused
interview is an interview in which a respondent is interviewed for a short period of time—an
hour or two, in this study. The interviews are open-ended and assume a conversational manner.
The interviewer followed a certain set of questions derived from the case study outline. The data
from the interviews was gathered to help this researcher make realistic predictions as to where
liberalization will lead the countries in the future.

Nonetheless, the data from these two sources, documentary and interviews, share one

characteristic that could weaken the analysis of this thesis: they both provide only estimations of
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future telecommunications demands and industry structure. Even though it is true that the
estimations from these two sources are based partly on hard data that is statistically analyzed,
such estimates might be vulnerable to errors since they assume that future trends are based on
past patterns. While trends generally follow patterns, they do not always follow predictable
courses. These assumptions could lead to a bias in the data analysis and consequently the proof
of the main hypothesis since there is no formal statistical work to base the analysis on when it
comes to future trends. As a result, the survey of more than 400 users in Thailand was set up as
the third and last data collection procedures. The researcher expects that the survey will provide
a more statistically reliable and a more rigorous framework for the analysis. The results of the
survey should provide a statistically reliable, and hopefully, a more precise prediction of the
effects of the liberalization on future trends of the three services.

Another reason for using all three types of data for the analysis is that each type of data
can provide a bias check for the another, an important part of any research plan. After all, the
results of the research are unreliable if the data are biased. While documentary research might
introduce so-called theoretical bias, that is, bias that comes from making predictions or
recommendations based solely on the theories, interview and survey data can verify to a degree
that the assumptions and the predictions based on theory are correct.

In addition to the theoretical bias, the interview itself can introduce the bias of
interviewees, be it from their organizations or from the risks and benefits they could obtain or
lose from the liberalization process. The survey is once again expected to help show the
interviewees’ implicit assumptions when they talk about consumers’ demands. Furthermore, the
survey can illuminate how their assumptions are based on their perceived advantages after the

liberalization process is completed.

% Robert K. Yin, Case Study Research: Design and Methods, (London: Sage Publications, 1994), 84.
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The survey itself is also vulnerable to errors. In order to ensure that the survey is
understandable to users and that the survey will produce valid statistical results that can be used
in the analysis, two pilot surveys were conducted. The distribution of the samples of the survey
was also checked statistically to ensure that they were distributed with equal standard deviation
across the age, income and education level parameters.

As a result, these three types of data collection will provide the bias checks between one
another to ensure the integrity of the data. After the analysis is done, another round of interviews
was also conducted to ensure the accuracy of the analysis and to pose additional questions that
arose during the analysis.

3.4 Data Collection Procedures

This section describes how the data collection was collected for documentary research,
interviews, and statistical data respectively.
3.4.1 Documentary Research

Information on the political and economic history of Thailand and the Philippines and
their basic regulatory framework for telecommunications services was gathered and then
processed and analyzed. A summary of the historical and documentary data for both countries
was then used to prepare questions for the interview process. The data included statistical facts
on all the three services, which were incorporated into the interview preparation.

Next, the researcher gathered data on telecommunications regulations in Thailand and the
Philippines at MIT and at other research institutes on-line around the world. Historical
information and statistical data was gathered for the preliminary investigation conducted before

the interview process.
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Documentary research was carried out both before and after the interview process. New
data and publications on telecommunications deregulations and liberalization were constantly
published and thus this researcher incorporated it throughout the analysis process.

3.4.2 Interviews

In July and August, 2000, this researcher interviewed 20 representatives from
international telecommunications organizations, from both the public and private sectors, along
with telecommunications end users in both countries. The results of the interviews were then
examined, sorted and encoded in order to extract the relevant data and information from the
conversations. The results from the first round of interviews were then incorporated into the
analysis.

However, it is quite common for researchers to find that, after an analysis is underway,
more detailed questions need to be asked. As a result, a second round of interview was
conducted with six persons from the public and private sectors from Thailand due to time
constraints. The reasons for choosing these six persons was to provide a check on the results
from the consumer survey that was launched in Thailand between the first and the second round
of interviews. And, these six persons were selected because they were most involved with the
consumers by either providing the services or establishing future regulatory frameworks.

3.4.3 Statistical Data

Statistical data was collected through the survey distributed in Thailand. The survey was
conducted in two locations, Bangkok and Ang-Thong. Bangkok, a capital of Thailand, has the
highest telephone penetration rate in the country, while Ang-Thong, a province in the central

region, has the lowest telephone penetration rate of 3 lines per 100 inhabitants.
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The first interesting problem found from the survey is that no organization keeps records
of the teledensity, nuﬁber of lines per 100 inhabitants, in each province in Thailand. The second
problem is that the data on number of lines in each province is considered confidential and one
has to make several persistent requests in order to obtain this. Once the number of telephone
lines in each province was obtained, one has to go to kanother government department to get
population statistics in that province and do the math to get the teledensity of each province.

The lack of statistics and cooperation from and among government agencies, and the
classification of the data as confidential, consumed quite a lot of time for the survey. As aresult
of the time and financial constraints, the researcher had to narrow the list of possible provinces
and select a province in the central region of Thailand only because of its proximity to Bangkok.

The survey was conducted from September through November 2000. The total sample,
more than 400 surveys, is presented in detail in the next chapter with the analysis. The numbers
of samples were statistically tested to ensure even statistical distribution across the age, income
and education level parameters. After the raw data were collected, they were processed using
statistical software and put into descriptive summaries, presented in the next chapter.

3.5 Conclusion

This chapter has presented the definitions of terms used in this thesis, the hypothesis,
methodologies and conceptual framework. It has shown that the hypothesis is based on the
problems presented in Chapter I. In addition, it can be seen that the hypothesis and research plan
are consistent with the goal of the thesis, which is to compare the effects of penetration rates of

~

nations with different levels of telecommunication service liberalization policies.
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This chapter has also demonstrated that the research plan was carefully designed to
eliminate as much bias from the analysis as possible by including three sources of data,

documentary, interview and survey, intertwined in order to provide the reliable analysis results.




CHAPTER IV

Background of Case Studies: Telecommunications in Thailand and the Philippines

This chapter presents the policy background related to telecommunications services of
the two case study countries. The chapter is separated in two subsections, one on Thailand and
the other on the Philippines. In each subsection, the government policies are first presented,
followed by legal entities and laws and regulatory frameworks related to telecommunications.
The country section will end with the investment situation and restrictions for providing
telecommunications in the country to provide readers with background on the degree of
liberalization in each country. This chapter concludes with comparisons of the two countries
based on the degree of their liberalization efforts in telecommunications.

4.1 Thailand
4.1.1 Government Policies

This section presents a historical perspective on the Thai government policies regarding
telecommunications services and their provision. |

Thailand, commonly perceived as a developing nation or LDC, has continuously made
great efforts to develop industry and business in order to raise its economic status and change its
image to an industrialized country. To achieve such goals, the Thai government, realizing the

importance of a national economic plan, asked for the advisory committee from the World Bank

to help it develop its the first national economic and social development plan in 1959.27
As aresult, the Thai National Economic and Social Development Board (NESDB) was

established based on suggestions from the World Bank advisory committee. The NESDB is
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primarily responsible for drawing up and monitoring the progress of five-year national economic
and social development plans. These plans cover a broad range of issues such as economic and
infrastructure development. | The Board reports to the Council of Economic Ministers, chaired by
the Thai Prime Minister. This process is designed to ensure that major development policies are
considered at the highest level of the government. |

In Thailand’s first five national economic development plans, communications
infrastructure, science and technological development were dealt with in a superficial and
incidental manner. The significance of science and technology was recognized in the Sixth Plan
(1987-1991), in which these issues were accorded their own chapter. However, the chapter
mostly dealt with using technologies to improve the quality of manufacturing and had very little
to do with the telecommunications network infrastructure and services.

In the Seventh Plan (1992-1996), the government finally started to pay attention to the
role of communications due to the globalization of the world markets and the quickly evolving
global information society. In this plan the government attempted to ameliorate the weakness in
the national telecommunications infrastructure by developing and augmenting
telecommunications-related policies. In addition, in this plan, the government initiated several
important projects, which served to stimulate private investment in the telecommunications
sector, including the concessions of the total of 3.5 million nationwide telephone lines with the
aim to increase the penetration rate and reduce the waiting list for basic telephone service.

In the Eighth Plan (1997-2001), the main objectives were to transform Thailand into a
trade and telecommunications center in the Indo-China region and to develop human resources in

the Information Technology (IT) industry. The Eighth Plan showed that the government realized

%" Industry and Energy Department, Technology and Industrial Policies in Thailand’s Development Plans: A
Historical Perspective (Bangkok, Thailand: Industry Development Division, 1990), 50.
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the importance of telecommunications services because there are many specific clauses on
telecommunications policies.

The Eighth Plan addresses the liberalization of the telecommunications and IT industries
with a main objective of distributing the services and building infrastructure throughout the
country. It also addresses the need to offer these services to users at an affordable price. These.
two principles appeared in this most recent Plan, even though they are the most important issues
in telecommunications development to ensure equal distribution of the services. The Plan also
specifies that major cities throughout Thailand should be connected to modern
telecommunicatidns networks, at least with telephone connections.

For the first time in the history of Thailand’s national economic and development
planning, the Eighth Plan is the first to call for the long-awaited amendment of
telecommunications laws and the establishment of an independent commission to supervise and
support the telecommunications industry. It is also the first one to call for the separation of
regulators and operators in the telecommunications industry. The Eighth Plan is also an
important force behind the approval of the first telecommunications Master Plan of Thailand in
2000.

4.1.2 Legal Entities
e Ministry of Transport and Communications (MOTC)

The Ministry of Transport and Communications is responsible for both transportation and
communications policy planning. In the early days, MOTC was loosely organized and dealt with
both issues. Since 1941, the MOTC has been restructured and has continuously augmented its
responsibility through the establishment of new agencies. Currently, MOTC has control over 10

governmental departments and state agencies including two major telecommunications agencies,
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the Telephone Organization of Thailand (TOT) and the Communications Authority of Thailand

(CAT).28 In addition to administrative duties, MOTC is responsible for the four following
telecommunications laws, the Telegraph and Telephone Act, the Radio Communications Act, the
Telephone Organization of Thailand Act, the Communications Authority of Thailand Act, to be
described in the following sections.

These acts are exercised by the MOTC through its divisions and state enterprises
subjugated to the MOTC. The following chart shows the organization structure of thé MOTC

and its relationship with other telecommunications agencies.

% Donyaprueth Krairit, “The Viability of Telecommunications Regulatory Changes in Thailand” (M.S. Thesis,
University of Colorado — Boulder, 1994), 27.
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Figure 4.1 Organization Chart of the Ministry of Transport and Communications
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e The Post and Telegraph Department (PTD)
The Post and Telegraph Department is one of the oldest government organizations in
Thailand. It has been the main administrator of postal and telecommunications services for more
than 100 years. Many government telecommunications agencies including the Communications

Authority of Thailand (CAT) and the Telephone Organization of Thailand (TOT), have been

established by splitting up the communications divisions from the PTD.30

The PTD is under the control of the Ministry of Transport and Communications and
operations are mainly at the administrative level of the postal services. The PTD is also directly
responsible for radio frequency administration and allocation.

e The Telephone Organization of Thailand (TOT)

The TOT is a state-owned enterprise separated from the PTD by the 1954 Telephone
Organization of Thailand Act to eliminate obstacles regarding financing for large telephone
installation projects. Its main objective is to implement telephone operations for the benefit of
the public and the state.

The major functions of the TOT are to provide telephone services. The agency is
responsible for the provision and distribution of domestic telephone calls, including mobile and
fixed wireless services used to make domestic communications.

¢ The Communications Authority of Thailand (CAT)
CAT is another state enterprise mainly involved in telecommunications. It was separated

from the PTD by the 1976 Communications Authority of Thailand Act with the objective of

* Donyaprueth Krairit, “The Viability of Telecommunications Regulatory Changes in Thailand” (M.S. Thesis,
University of Colorado — Boulder, 1994), 31.
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implementing and improving postal and telecommunication operations for the benefit of the
public and the state.

CAT is responsible for the provision of international communications services, including
international phone calls, telegrams, telex, and cellular phone and private radio communications
used to establish communications internationally.

4.1.3 Laws and Regulations

Although there are many more acts than those presented in this section, the acts presented

here are of more importance and related to the telecommunications liberalization process.
e The 1934 Telegraph and Telephone Act

The Telegraph and Telephone Act is the most powerful governing act in

telecommunications, particularly concerning wireline communications. This act gives authority

and exclusive rights to the state to operate and own wireline telecommunications networks and

provide wireline telecommunications services.31 Accordingly, neither domestic nor foreign
investors can run businesses offering public telecommunication services and thus compete with
government agencies.
e The 1955 Radio Communications Act

The Radio Communications Act also governs telecommunications related to service
provisioning, but with a concentration on wireless communications. This act authorizes the PTD
to administer and allocate the frequency resource for any requesters as well as to control and
monitor the usage of frequency that specific agencies receive. Based on the act, the PTD has
control over all radio communication services and equipment including pagers, mobile

telephones, and satellite dishes.
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The Acts also prohibits private agencies from manufacturing, owning, and operating
radio communications equipment. Private agencies who want to operate radio communications
either for private usage or for public service therefore have to ask for permission and obtain
licenses from the PTD.

e The 1954 Telephone Organization of Thailand Act

This act establishes and determines the functions and scope of operations of the TOT. It
transfers the authority in telephone operations, formerly under the administration of the PTD, to
the TOT. Yet, it is noteworthy that the state still monopolizes telephone services under this act.

Under this Act, the government holds approval rights to expand or set up
telecommunications projects with investment value. Approval is in the form of budget support
for the TOT during the fiscal year.

e The 1976 Communications Authority of Thailand Act

This act resembles the TOT act and thus has the same effects on the operations of the
CAT but with concentration on postal and telecommunications operations. The similarity
between these two acts has caused ambiguity and overlap in the operation and authority of both
TOT and CAT.

e The 2000 Frequency Allocation and Broadcasting Control Act

This is the most recent act that passed the legislature last year. The Act attempts to
update old and archaic telecommunications laws with up-to-date definitions of various
broadcasting services. The Act also establishes two national committees related to
telecommunications. The National Broadcasting and Television Committee supervises the

frequency allocation for broadcasting and content programming. It also acts as a tariff regulator

*! Previously, this authority is exercised by the PTD itself, but after the establishment of the CAT and TOT, the
rights to provide telephone and communications services have been transferred solely to them as the only operators
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for broadcasting businesses. The committee has not much to do with telecommunications
services other than broadcasting.

The other committee to be established is the National Telecommunications Committee
(NTC). When formed, it will supervise almost all telecommunications and communications
services including telephone and Internet services. It is this committee who will set up the
national telecommunications plans and define different types of telecommunications services. It
will also act as a regulator by issuing licenses for operation and determining tariff structures of
telecommunications services. It is also expectéd to handle network interconnection and other
technical issues. In addition, the committee will aim to protect consumers and ensure fair
competition. It is expected to also act as a consultant on telecommunications issues to the
cabinet and Congressional representatives and the senators.

The NTC is expected to exercise its authority under this act through a separate act called
the National Telecommunications Act, which is a draft under the legislative process. Since the
NTC is assigned various tasks and responsibilities, the draft of the National Telecommunications
Act had to be comprehensive and broadly defined, which led to many loopholes, and therefore
han brought it under much scrutiny and has prevented it from receiving cabinet approval. The
content of the Act and the extent of the NTC’s authority is still being worked out by legislators
and there is no specific date as to when this National Telecommunications Act will come into
effect. The new National Telecommunications Act is supposed to replace the old Telegraph and
Telephone Act and provide the country with a new, more liberal, regulatory framework for
telecommunications services. Among the main issues in the act, the liberalization of the

telecommunications industry is expected.

to retain the monopoly by the state.
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4.1.4 Investment Environment

Up until the 1990s in Thailand, the government has monopolized telecommunications,
but there has been some relaxation since 1993 of the government’s hold because of the urgent
need to develop a telecommunications infrastructure to respond to the fapidly increased demand
and economic growth. Another reason for the change is that the government has realized the
importance and the investment power of the private sector. As a result, one major policy
initiated in the Seventh National Economic and Social Development Plan is to allow more
private sector participation and investment from the private sector to create a more flexible and
progressive services.

Nevertheless, since the state holds the right to build, own, and operate
telecommunications networks and to provide telecommunications services, it is illegal for any
private agencies compete with the state unless the current telecommunications laws are amended.
Consequently, the private sector can only get into telecommunications business by establishing
contracts with governmental agencies or government enterprises.

According to Section 72 and 73 of the Thai Civil and Commercial Code (CCC) and
Section 7 of the CCC as amended in 1992, the Ministry and MCOT, a major government
enterprise in the area of broadcasting, are juristic persons. TOT and CAT are also juristic
persons under the Telephone Organization of Thailand Act and the Communications Authority
of Thailand Act, respectively. The legal representatives of the Ministry, MCOT, TOT, and CAT
have full authority to negotiate and establish contracts with private companies and partnerships.
On the other hand, private companies established under the laws of Thailand are authorized by

their corporate charters to complete any juristic act through their legal representatives.
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Currently, private investors participate in the telecommunications industry by bidding for
concessions or joint-ventures with state enterprises. In either case, private investors are not able
to operate on their own and are legally bound by the agreements they make with the government.

The past and current agreements and concessions inaugurated by the Thai government
telecommunications agencies have some common characteristics, and the results of a thorough

analysis are summarized in the following Table 4.1.
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Table 4.1: Characteristics of Telecommunications Agreements and Concessions in Thailand

Subjects Characteristics

Exclusivity Government entities reserve the right to grant similar concessions to any other
interested person OR

Government entities grant exclusive privileges to a private agency for a period of
time during which that agency enjoys the privilege of not having competitors for the
services granted in the concession. However, after the expiration of the concession
period, government entities reserve the right to grant approval to others.

Ownership of Government entities shall have absolute authority to operate and possess all

Assets properties under agreements at the beginning of the agreements or upon the
completion of installation. Private entities have no ownership in these properties
but are the only occupants utilizing the properties during the term of the agreement.
In addition, the owners shall be government entities regardless of the cause of
termination of the agreement.

Renewal of Renewal of the agreement depends on the decision of the government agencies and

Concessions shall be requested upon the expiration of the effective government.

Government Private partners are not entitled to terminate the agreements unless they fail to

Rights and conform to their obligations. The only entity empowered to do so is the

Termination governmental partner in that agreement.

Royalties or Private entities have to pay royalties as a fixed percentage of annual revenue before

Revenue Sharing | deducting any expenses. The percentage might be fixed or vary throughout the
concession period.

Tax Privileges There is no special tax treatment or privilege granted to non-government parties in

all concessions. The non-governmental parties are responsible for all taxes,
expenses, and fees arising out of the agreement.

As can be seen from the table, the nature of the telecommunications concessions in
Thailand is based on the build-transfer-operate (BTO) contracts. Private companies have no
control or rights over concession agreements. As a result, the government maintains tight control
over telecommunication services and infrastructure and private companies can only invest as the

government allows.
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4.2 The Philippines
4.2.1 Government Policies
The Philippines was, until 10 years ago, notorious for its poor telecommunications,

similar to most other developing countries. Barely half a million lines serviced a population of

60 million people. Many non-metropolitan communities were not served at all.32

Today, the Philippines telecommunications industry is regarded as a strong performer.
Analysts attribute this strong improvement to government efforts to increase telecommunication
penetration rates.

Under the Marcos administration, four private companies held government-protected
monopolies over all the key areés of telecommunications. The biggest was the Philippine Long
Distance Telephone (PLDT) company, which had a monopoly over international and domestic
calls. Two other companies had monopolies over domestic and international satellite services,
while the fourth concentrated on international telex and data communications. Investment and
service levels were low.

The first move to introduce competition was made by the new administration of Cory
Aquino. New licenses were issued for operations of international gateways, cellular mobile
services, and cable television.

The pace of liberalization increased under President Fidel Ramos in 1993, whose
administration introduced a new law to create a better climate for industry growth and

investment. New laws, including the Public Telecommunications Policy Act, and other

*2 Johnson Chua, The Impact of Liberalization: Communicating with APEC Communities: Telecommunications
Industry in the Philippines (Australia: The Australian APEC Study Center at Monash University in Melbourne,

1998), 5.
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regulations, including Executive Order 59 and 109 were issued.33 In the telecommunications
industry, the administration took several crucial initiatives. First, it drafted a new law to promote
a better climate for growth and investments. Second, it granted licenses for international
gateway facilities (IGF) and cellular mobile telephone systems (CMTS), and radio paging.

Third, it opened the local exchange to competition.

In February 1993, the government adopted a strict and mandatory interconnection of
telecommunications services and uniform standards to enhance competition and to achieve a
universally accessible and fully integrated nationwide telecommunications network. Three
months later, the government refined a policy to aggressively promote interconnection and the
development of alternative and profitable local exchange carriers (LEC) was directed, in pursuit
of universal access. The provision of LEC service in unserved or underserved areas in the
country within three years became a mandatory condition for a firm seeking licenses and permits
to operate more profitable international gateway facilities (IGF) and cellular mobile telephone
systems (CMTS). The NTC divided the country into 11 service areas, and each grantee of an
IGF or CMTS authority was assigned an exclusive service area with a fixed rollout period.

However, in 1999, the service scheme went up for review, due to the failure of four
companies to meet their committed rollout programs and the low subscription rate of the
additional telephone lines installed under the program. The NTC then issued additional licenses
to other service providers who were able to meet their rollout goals. This movement basically
dissolved the service area scheme. The government has yet to announce a new policy to ensure
universal access and to address the under-subscription problem faced by companies that have

met their rollout commitment.

 Thid, 7.
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4.2.2 Legal Entities
e The National Telecommunications Commission (NTC)

Telecommunications in the Philippines is subject to regulations and controls by the NTC,
which is under the administrative supervision of the Department of Transportation and
Communications (DOTC), which makes policy for the telecommunications industry. The NTC’s
supervisory, regulatory and control functions cover three broad areas, telecommunications,
broadcast and the radio spectrum. The NTC exercises powers in the areas of licensing, rate
fixing, frequency use and allocation, equipment type approval, and service standards.

The NTC is the sole body that controls, supervises, and adjudicates cases for all
telecommunications services throughout the country. To effectively carry out its responsibility,
it adopts and promulgates guidelines, rules, and régulations relative to the establishment
operation and maintenance of various telecommunications facilities and services nationwide.

Although independent, in so far as its regulatory and quasi-judicial functions are
concerned, the NTC remains under the administrative supervision of the DOTC. The NTC is a
collegial body, and decides cases before the Commission by a vote of a Commissioner and two
Deputy Commissioners. However, with respect to its quasi-judicial functions, NTC's decisions

~ are appealable only to the Nation’s Supreme Court.

The mission statement of the NTC includes the following:34

o To establish a pro-active regulatory environment conducive for the sustainable growth
and development of the information infrastructure and services.

o To promote and sustain an environment that would foster a healthy relationship among

stakeholders particularly between service providers and the consumers.
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e The Department of Transport and Communications (DOTC)

According to the DOTC mandate, the Ministry of DOTC shall be the primary policy,
planning, programming, coordinating, implementing, regulating and administrative entity of the
Executive Branch of the government. The DOTC is in charge of the promotion, development
and regulation of dependable and coordinated networks of transportation and communication
systems, as well as in the fast, safe, efficient and reliable postal, transportation and
communications services.

To acéomplish its mandate, the DOTC has the following objectives, to: **

a) Promote the development of dependable and coordinated networks of transportation and
communications systems;

b) Guide government and priVate investments in the development of the country’s intermodal
transportation and communications systems in a most practical, expeditious, and orderly fashion
for maximum safety, service, and cost effectiveness;

¢) Impose appropriate measures so that technical, economic and other conditions for the
continuing economic viability of the transportation and communications entities are not
jeopardized and do not encourage inefficiency and distortion of traffic patronage;

d) Develop an integrated plan for a nationwide transmission system in accordance with national
and international telecommunications service requirements including, among others, radio and
television broadcast relaying, leased channel services and data transmission;

e) Guide government and private investments in establishment, operation and maintenance of an

international switching system for incoming and outgoing telecommunications services;

3 Pablito A Perez and Jinky Rose L. Go, “Report on Philippine Telecommunications Industry” Unpublished Paper,
(Pasig City, Philippines, 2000), 45.
33 Pablito A Perez and Jinky Rose L. Go, “Report on Philippine Telecommunications Industry” Unpublished Paper,
(Pasig City, Philippines, 2000), 43.




66

f) Encourage the development of a domestic telecommunications industry in coordination with
the concerned entities, particularly in the manufacture of communications/electronics equipment
and components to complement and support, as much as possible the equipment development,
operation and maintenance of the nationwide telecommunications network.
4.2.3 Laws and Regulations

e The 1995 Telecommunications Policy Act (RA7925)

The 1995 Telecommunications Policy Act of the Philippines spells out the prevailing
national policy on the telecommunications industry. Its broad policy framework provides that
public telecommunications services shall be left to private enterprises, and reiterates the
constitutional rule that every telephone company shall secure a franchise before commencing or
conducting its business.

However, no telephone companies can engage in the telecommunications and broadcast

business under the same franchise, either through the airwaves or by cable. Rate and tariff fixing

were deregulated, with the removal of the 12% cap on rate of 1‘etu1'n.36 Instead, a sliding
standard of fair, just and reasonable returns is provided to encourage investments in the industry.
In sectors where sufficient competition is attained, rate fixing was fully deregulated.

With this Act, the policy of network interconnection was emphasized, but instead of
mandatory regulations, access charge or revenue sharing arrangements were left to the
interconnecting telephone companies’ contractual agreements, except in cases of unresolvable

disagreement or prejudice to public interests, in which the NTC may intervene.

36 Ibid, 41.
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To further protect local exchange operators, RA7925 prohibited the uncompensated
bypass or overlapping of LEC operations, reserved the first option to provide pay telephone
service or public calling stations to the LECs in their authorized areas of operation.

On the wireless front, spectrum allocation through open tenders or bidding was decreed.
In addition, the need for service standards in the industry for consumer protection was
recognized.

Value-added services (VAS), defined as enhanced services beyond those ordinarily
provided for by local exchange operators, inter-exchange operators and overseas carriers,
~ including Internet services, were deregulated through this Act. A VAS provider that does not set
up its own network and relies solely on the transmission, switching and local distribution
facilities of enfranchised telephone companies, need not secure a franchise, and in order to
operate, need only register with the NTC.

e Executive Order 59 (EO59)

Issued in February 1993, EO59 requires compulsory interconnection of authorized public
telecommunications carriers in order to create a universally accessible and fully integrated
nationwide telecommunications network, thereby encouraging greater private sector investment
in telecommunications.

e Executive Order 109 (EO109)*

Issued in July 1993, EO109 requires all Cellular Mobile Telephone Service (CMTS)
operators to install at least 400,000 local telephone lines within three years and IGF operators to
put up 300,000 lines within five years after their licenses are issued. EO109 served as the

vehicle to implement the Service Area Scheme and the Basic Telephone Program, wherein the

37 Pablito A Perez and Jinky Rose L. Go, Report on Philippine Telecommunications Industry, Unpublished Paper,
(Pasig City, Philippines, 2000), 38.
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country was divided into 11 service areas (combining profitable and unprofitable areas) and
given out to eight telecommunications carriers.
4.2.4 Investment Situation

Overall, telecommunications policies and regulations developed throughout the Ramos
years (1993-1996) helped create an environment conducive to growth and sustained investments
because they allowed free competition<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>