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The principal issues as set out in the 


1998 Review of Fixed Telecommunications 





		This 1998 Review of Fixed Telecommunications needs to address several key market access issues which will determine the future industry structure in telecommunications in Hong Kong.  Previous paragraphs of this Consultation Paper have identified these, in particular;





whether applications should be invited for the issue of further FTNS licences;





whether an unlimited number of external service-based licences should be issued;





whether external facilities-based licences should be offered beyond the existing four FTNS operators;





		A common issue to these considerations relates to the number of operators that policy will allow to enter and compete in the various market sectors.





		The established economic prescription in Hong Kong has been that of ‘laissez faire’, i.e. the market should establish the number of service providers in any industry with entry relatively easy and exit also unconstrained.  Indeed even in the “utility” sector generally, for example, electrical power and gas supply this prescription applies.  The case would, therefore, need to be made for the Government to take action to limit the number of service suppliers in the telecommunications sector; particularly if the number was to be limited to less than what the market itself would determine.  In the past the only reason for limitations on the number of operators in cellular/PCS services has been the real, physical constraint of radio frequency spectrum.  In licensing four FTNS operators the Government did not have a predetermined number in mind - it merely asked for applications from industry and licensed all the applications that met the selection criteria.  In this way the market set the number of four FTNS licences at that time and the Government did not ration licences.





		Economic theory postulates that ideally the optimal number of operators should be set by the market.  Several submissions to the 1997 Telecommunications Review made that point believing that only when prospective entrants are left free to judge for themselves whether a business is profitable and allowed to decide willingly whether to enter or not can the market be truly liberalised and provide genuine benefits to the community.





		Again both economic theory and experience demonstrate that the market (as distinct from a bureaucratic decision process) is the best allocator of resources; it rewards the efficient and punishes those that are not.  The market is dynamic and would allow the industry structure to evolve in accordance with technical, commercial and global developments in the telecommunications and related information sectors.





		The new orthodoxy with respect to free market entry and licensing in advanced, liberalising telecommunications regimes is now evident in the WTO Basic Telecommunications Agreement.  In this Agreement most of Hong Kong’s major trading partners and regional competitors (for example, Australia, Canada, the European Union, Japan, Korea and the US) have committed to opening their telecommunications sectors with no numerical limit on the number of licences for local, long distance or international services whether fixed or mobile, whether on a facilities or a services basis.





		In reviewing the future structure of the fixed telecommunications services market in Hong Kong the Government would appear to face three broad options:





		Option 1 - extend the existing moratorium upon its expiry in mid-1998 for a further period of time.  At various times the existing FTNS licensees have tended to support this option arguing, amongst other things, that an extension of the moratorium would give the Government more time to collect reliable data upon which to base a decision.  Several submitters to the 1997 Telecommunications Review were strongly opposed to this option and, indeed, there were challenges to the licensing regime itself and calls for more use of "class licences" which would not limit entry.





		Option 2 - allow the grant of a limited number of new FTNS licences.  No submitter to the 1997 Telecommunications Review advocated this approach.  However it would be technically possible for the Government to allow new entry to some new players by calling for applications and conducting some form of ‘beauty-contest’ selection exercise - this is the path that Singapore has adopted.  No one called for a sale or auction of new licences and the Government as a matter of policy does not intend to sell or auction licences because such entry barriers would be unwarranted, inequitable and would result in higher consumer prices.





		Option 3 - allow open entry to an unlimited number of service suppliers in all market segments - this would mean issuing as many licences for local and/or external fixed telecommunications network services as the market demands.  This option would move Hong Kong to parity with the WTO commitments already made by leading telecommunications markets and this option was supported in the 1997 Telecommunications Review by many submitters wishing to see Hong Kong adopt an advanced policy prescription.





		While the Government does not have a decided position on this issue at this stage, it can make some preliminary observations on the above options and would welcome further comment on these matters.





		A good case in support of Option 1 has not yet been made.  It is not self-evident that the existing four FTNS licensees need to be shielded against new competitive entry or even the threat of new entry: while HKT still maintains a dominant position in several market sectors, the three new FTNS licensees also derive great benefit from their three years of headstart.  It needs to be demonstrated what benefit might accrue to the Hong Kong community if this headstart was to be arbitrarily extended: likewise the dis-benefits of maintaining a small, managed industry structure ought to be considered in parallel.  There has been some expressed dissatisfaction with the perceived lack of performance by the FTNS licensees which would not be addressed by this option.  Furthermore, Hong Kong would be increasingly out of step with global developments and would come under greater trade pressure to open up this sector.  The surrender of the HKTI licence has provided the new FTNS operators with a "windfall gain" as their licences are being automatically extended from the local market to the potentially more lucrative external telecommunications market.  This has been won by them at no cost in terms of licence fees, new rollout commitments or performance bonds.  Indeed, they also gain by being licensed first in the external market; by accelerated access to HKTC's established local network infrastructure; and by a more cost-based local tariff structure through HKTC's ability to rebalance its local tariffs towards costs.





		Option 2 appears undesirable as it would entrench arbitrary decisions on the industry, for example, how many new licences?  what selection criteria to adopt?  when would further additional licences be offered? etc.  There would also be a strong possibility that granting licences in limited batches is actually contrary to the industry’s overall interests as restricting supply may only act to bid up the perceived value of the licences and attract new entrants on the wrong (unsustainable) basis.  Indeed new entrants could falsely believe that the Government may be prepared implicitly to underwrite their licences by taking action to protect them against failure in the market.  Inefficient entry would not be welcome by the Government and this option seems to be at odds with the expressed preference by several submitters to the 1997 Review for the market to be allowed to operate to the maximum extent possible.  Proceeding with this option would seem to give priority to more operators rather than to more effective competition.





		Option 3 has merits: it would be a ‘clean’ option and in economic and policy terms would send the clearest signal to anyone contemplating entry that all the usual commercial risks apply.  Implementing this option would also be relatively straightforward - FTNS licences could be issued subject to demand and the meeting of any necessary prudential checks to protect competition and consumer interest.  There might, however, be concerns that adopting this option would be unfair if it only resulted in a few new entrants whose interests were directed solely at competing in the supply of external facilities-based services and who placed reliance on access to the local network investments of competitors on favourable interconnection terms.





		As a matter of policy, the Government wishes to ensure that the liberalised environment encourages investment in information infrastructure widely throughout Hong Kong not just in external circuits.  One possible approach being considered by the Government would be to require licensees investing an infrastructure to invest in both the local and the external telecommunications market.  This, in fact, is a model which several WTO Members have adopted and is consistent with the principle of most-favoured-nation (mfn).  The Government could establish pre-specified obligations with respect to local network infrastructure.  These pre-specified obligations could be expressed as a series of milestones covering the first five years of the licence and could be aligned with the actual achieved business and residential line build-out by the first three new FTNS operators licensed in 1995.  Not only would this approach allow the market to establish the number of competitors but it would also have sufficient in-built deterrents which would act to screen out trivial applications for FTNS licenses from those that were not adequately resourced, experienced or committed to the long term investments required in this industry.  It would also appear to be fair in that it would apply obligations of a similar magnitude to those accepted by the existing FTNS operators.





		The Government would welcome comments on these issues of future industry structure and the appropriate policy option for licensing of future operators.





OUTSTANDING MAJOR ISSUES OF POLICY AND REGULATION





		There are several matters which arose during the 1997 Telecommunications Review which are still outstanding and which are to be dealt with in this Consultation Paper.  In particular comments were made on:





convergence of telecommunications, information technology and broadcasting services


the nature of regulation 


local tariffing issues


competitive safeguards


fixed versus mobile services





Convergence





		It is well accepted that technological development has resulted in digital technologies becoming dominant in the hitherto separate sectors of telecommunications, information technology (IT) and broadcasting.  This technological convergence has unleashed a great deal of service innovation such that the boundaries among the sectors have become blurred.  For example, Video-on-Demand (VOD) appears to have some attributes of broadcast television (for instance it is generally delivered to the consumer via the domestic TV set) yet it is delivered via telecommunications networks in response to specific consumer requests (i.e. similar to Internet service delivery).  Another example is the narrowing in distinction between cable  (or pay) TV and Near VOD, VOD and interactive multi-media services.  Indeed it is the case that the Government has merged the policy responsibilities for all of these services under the new Information Technology and Broadcasting Bureau (ITBB) in recognition of these wider industry developments.





		In addition to this 1998 Review of Fixed Telecommunications, the then Broadcasting, Culture and Sport Bureau (BCSB) had embarked on a Review of the Television Environment which would be conducted concurrently in 1998.  It is ITBB's intention to co-ordinate these two Reviews to ensure that "convergence" issues are dealt with comprehensively.  The key policy and regulatory issues arising from the convergence of broadcasting, telecommunications and computing have been included in the consultation paper issued by BCSB in February on which the industry has generously contributed their views and ideas.
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