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ABSTRACT

This paper looks at how recent trends in international telecommunication services agre-
ements impact on Latin America. It starts by developing a framework for analysis of con-
flicts, challenges and local interests in the service industry. It then reviews major regional
and international agreements concerning regulation of telecommunication services,
namely GATS/WTO, Mercosur and NAFTA, and discusses how these agreements affect
telecommunication regulation in Latin America. Finally, the paper enguires into main

areas of conflicts and national and subregional reactions in response to the new agenda.




INTRODUCTION

Institutional changes in telecommunication services have become a major issue for natio-
nal governments and muitilateral agencies in recent years. In Latin America, changes have
been especially dramatic since new regulation has given rise to a completely different
bunch of actors and industry structure. The paper looks at how recent trends in internatio-
nal agreements concermning telecommunications services impact in Latin America. The
starting point is the development of a framework for analysis designed to capture conflicts,
challenges and local interests in the telecommunication service industry. Second, it reviews
major regional and international agreements concerning regulation of telecommunication
services, namely General Agreement of Trade in Services (GATS/WTO), Mercosur and
NAFTA, and third, how these agreements affect telecommunication regulations in Latin
America. Finally, the paper investigates main areas of conflicts and national and subregio-
nal reactions in response to the new agenda. These include convergence and divergence in
Latin American national policies concerning competition, propriety, safeguards, countervai-
ling duties and antidumping measures. Of major importance for the argument is the pro-
per identification of factors affecting national telecom policies. These include the relationship
between national regulation agencies and several actors which constitute pressure groups:
users, equipment and service suppliers, existing regulated firms, new entrants and
international and multilateral agencies.

I- LOCAL INTERESTS IN TELECOMMUNICATIONS: A
FRAMEWORK OF ANALYSIS

The role of information technologies (IT) for development has come to absorb an increas-
ing share of the attention of the economists and international organizations in recent years.
According to UN Secretary General, "communications and information technology have
enormous potential, especially for developing countries, and in furthering sustainable
development (Annan 1997:1)". It is true that the availability of good information and
telecommunications infrastructure is of major importance for development. A more com-
plex question, however, is how to develop such infrastructure in a way that maximizes focal
interests. International organizations like the World Trade Organization’s General Agreement
for Trade in Services (GATS) is becoming more influential on national telecommunications
strategies. However, there is not a single model to regulate individual countries policies
since it depends on existent resources, capabilities, interests and influence of major eco-
nomic and political actors.

Telecommunications have a dual role in economic development. On one hand, access to
telecommunication services is becoming one of the minimum necessary conditions for par-
ticipating in domestic and international markets. As we reach the ’“information age’,
telecommunications become a prime infrastructure for economic and social development.
As Castells (1996:469) put it, "Networks constitute the new social morphology of our societies,
and the diffusion of networking logic substantially modifies the operation and outcomes in



process of production, experience, power, and culture." Mansell (1998) adds to this by
arguing that "although the causal linkages between investment in telecommunications net-
works and social and economic development is difficult to establish, there is considerable
evidence that political and economic control within society is contingent upon the charac-
teristics of the electronic communication environment”.

On the other hand, as well as a means of production, telecommunications have become a
key product by itself in the world economy. The production of telecommunications infra-
structure and the information carried became highly valuable goods in the world market-
place. The IT industry is now the fastest growing economic sector in the world and partici-
pation inn hardware, software, and value-added services is a key development strategy all
over the world. IT services create highly qualified and well-paid jobs and provide opportu-
nities for both equipment, software and service firms to prosper.

Building networks linkingthe - National policies concerning regulation of tele-
business sector, govemment  communijcations services are affected by the

institutions and society i 8 patre of their relationship with major players.
major task for developing

countries. National policies conceming regulation of telecommunications services are affected
by the nature of their relationships with major players. These include both suppliers and con-
sumers, which are usually recognized as 'local interests". The interactions between national
regulation agencies and major players are shown in Figure 1 below. The figure provides a
framework for analyzing Latin American interests in the telecommunication sector.

ACTORS INFLUENCING NATIONAL TELECOMMUNICATION POLICIES

REGULATORY
TELECOMUNICATIONS

OPERATOR

@

INDEPENDENT
REGULATORY
AGLNCY

NATIONA. @
GOVERNMENT

Source: Adapted from Fiani, R. (1998)

INTERNATIONAL

AGREEMENTS
INSTITUTIONS

INSTITUTIONAL FRAMEWORK/EQUIPMENT SUPPLIERS/USERS (RELATIONS 1 AND 3):

The refationships 1 and 3 ook at pressure groups — telecommunication users and local
suppliers of equipment, software and services - directly affected by decisions made by the
institutional framework concerning the regulation of incumbent firms. According to Becker
(1983), pressure groups search to influence the reguiation activity aiming at attending their
self-interest. Therefore, regulations will favor those groups with higher-pressure power.

The telecommunication equipment supply industry is becoming an international oligopoly
as nationai governments are phasing out existing protectionist policies for local manufac-
tures. The support of locaily owned firms has been shifting from preference in local tele-
com provider purchases to more indirect support such as R&D financing. Many advanced
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countries see the telecommunication equipment industry as a key sector to promote
exports and to create highly qualified jobs.

As far as the role of users is
concerned, there is a basic
distinction between the
interest of large multinatio-
nal users and domestic and
small users. The telecommunication network, according to Mansell (1993:197), "is not
being designed primarily to encourage the universal diffusion of public telecommunication
services... in spite of claims that the (international) public network is becoming more open
and accessible to users in general, in fact, it is becoming more closed attuned to the needs
of a specific segment of the user community; namely the locally operating firms".

The telecommunication equipment supply
industry is becoming an international oligopoly
as national governments are phasing out exis-
ting protectionist policies for local manufactures.

REGULATED TELECOMMUNICATION OPERATORS (RELATION 2)

The regulated firm is usually a natural monopoly or, in case of an oligopoly, the incumbent
firm with universal services responsibilities. The relationship between regulated firms and
the regulatory agency is influenced, according to Fiani (1998), by three main aspects. First,
the political environment, in which Vogei (1996) emphasizes the importance of ideology
assumed by national governments: "Ideas provide the filter through which decision makers
interpret market forces". In UK the debate was based on the assumption that there was a
connection between deregulation and international competitiveness. The more liberal the
policy framework, the more easily it is to attract technology and investment. In the Japanese
ideological debate, in contrast, there was not such a connection. This may in part explain
liberal policies towards telecommunication services in Britain and aiso in most Latin
American countries. The second aspects refers to the possibility of "capture’ of the regula-
tion agency by the regulated firms. Power conflicts are mediated by a number of issues and
must be analyzed on a case by case basis. The extension of transitional monopoly time
given to newly privatized operators in Mexico and Argentina may be explained by political
power assumed by investing groups. The third aspect concems the ownership of regulated
firms, that is the different roles played by state-owned and private operators.

From Manseli’s point of view the notion of public interest is related to the influence of
different telecommunication users. There is a clear divergence between the interests of
smali business and domestic users and those of large multinationa! users, as long as there
may exist conflicts between alternative aims of universalization of services and the need to
segment the network to attend the differential demand of sophisticated large users. She
rejects the notion that "the rapid diffusion of the most advanced public network capabilities
is in the interest of all telecommunication users”. This vision is relevant to the case of
Latin American countries, where the trade off between universalization and large users
competitiveness is more striking.

COMPETITORS OF REGULATED FIRMS (RELATION 4)

Several studies on the role of regulation, including Welfens', have argued that regulation is
not necessary when there is full competition. In telecommunications, new technology has
reduced the importance of sunk costs, thus changing the status of the public utility.
Consequently, competition may be a substitute for regulation. However, the incumbent
public utility has responsibilities, which are not assumed by new entrants. These include
charging fair tariffs without discriminating users, expanding services towards universal
service, giving open access to other service providers and securing interconnectivity.

According to Grieve and Levin (1996:999), "the public utility and the regulator are placed
in an impossible situation. The public utility must undertake expensive investments so that
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it can serve all customers while its competitors can choose only certain customers. The reg-
ulator will be required to set just and reasonable rates. But if those rates must be sufficient to
cover all of the public utility’s costs, they may not be sustainable in a competitive market. If
the regulator responds by allowing the public utility to lower its rates, the opportunity to recov-
er the costs of the imposed obligations will not be provided. If the regulator attempts to ensure
that the public utility’s costs are covered through the imposition of any kind of policy, it faces
the cries of competitors complaining that the utility is being granted protection from competi-
tion. The regulator simply cannot fulfil its obligation”.

Another problem concer-
ning the relationship bet-
ween the imcubent firm and
its competitors is accessibi-
lity and interconnection. For
Grieve and Levin, the status of common carrier should be limited to firms which have
access to final users only (Fiani, 1998:26). It can be argued, however, that accessibility
problems are more complex than the substitution of competition for regulation. in some
cases accessibility may be of fundamental importance for competition and efficiency of the
whole telecommunication system. The ensuing controversy over interconnection terms and
tariff rebalancing illustrates the point that regulation is often needed as a complement,
rather than a substitute, to competition.

The ensuing controversy over interconnection
terms and tariff rebalancing illustrates the
point that regulation is often needed as a com-
plement, rather than a substitute, to competition.

There are also problems concerning anti-competitive practices and management of scarce
resources, such as radio frequencies and satellite positions. In those cases, however, there is
little discussion about the importance of national and international agreements and regulations.

LOCAL AND INTERNATIONAL POLICY ISSUES (RELATIONS 5 AND 6)

Supranational regulation forums affecting Latin American countries are increasing their
role in restructuring legal frameworks and pushing national governments to search for a
common ground concerning the liberalization of telecommunication services trade.
Negotiations between nationai regulation agencies and multilateral institutions are usually
mediated by the Ministries of Foreign Affairs and included in the general framework of
international relations. Thus, agreements are influenced not only by technical or local
issues but also by general foreign policy issues.

There are three basic elements in existing models for service trade liberalization: (I) cover-
age, which can be universal or sector specific; (i) basic principles and concepts; and (iii)
type of commitments. As seen below, the most influential intermational forums are
GATS/WTO, but in Latin America, Mercosur and NAFTA can eventually assume a larger
importance in shaping national policies, since their aims concerning the integration of
regional telecom markets are much more ambitious.

I1- INTERNATIONAL AND REGIONAL AGREEMENTS IN
TELECOMMUNICATIONS

1. THE ROLE OF MAIN INTERNATIONAL INSTITUTIONS

Telecommunications have assumed a central place in the emerging new economic order,
both as a transnational means of production and exchange relations. They provide an
essential infrastructure for the globalization of production, trade and capital flows. Also, the
production of telecommunications infrastructure and the information carried have become
a highly valuable business in the emerging global marketplace. Not surprisingly they
became a major target of international regulatory agreements and a key issue for multilater-
al development organizations. New regulations were influenced by neoliberal ideology,
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based on the pioneer experience of the Anglo-Saxon countries in the early 1980'.
According to this view, barries to the production and exchange of information and knowledge
were problematic for economic efficiency, technological rationalism and even the spread of
demacracy. As Ken (1996:177) put it, "Under neoliberalism, knowledge has been defined
as a commodity to be privately produced and exchanged according to competitive markets.
The globa!l regulation of telecommunications has come to mean minimizing barries to the
operation of such markets".

The liberalization of the e jiberalization of the international teleco-
international telecommuni-  mmynications market became a driven force in

cations market became a  ysA jnternational trade negotiations.
driven force in USA interna-

tional trade negotiations. As Lee (1996:101) puts it, "With increased competition for world
markets, the USA saw an erosion of many of its key industrial sectors (e.g. automobiles,
consumer goods, shipbuilding)... However one sector in which the USA remained the world
leader, and which promised dynamic growth in coming decades, was the information sector”.

The main messages of the World Bank Development Report on Infrastructure (1994:2) are
that "the causes of past poor performance, and the source of improved performance, lie in
the incentives facing providers". To ensure efficiency, it prescribed the application of three
instruments — commercial management, competition, and stakeholder involvement. Also,
the role of government and the private sector must be transformed, in order to give users
and private firms a larger role to finance, operate and plan the infrastructure system.

Several international organizations are involved in the regulation of global communications,
including the International Telecommunication Union (ITU), International Standards
Organization (ISO), World Trade Organization (WTO), World Inteliectual Property
Organization (WIPQO), United Nations Educational Scientific and Cultural Organization
(UNESCO) and the United Nations Committee for the Peaceful Uses of Outer Space
(UNCOPUOS). ITU has been the most important organization dealing with issues related to
telecommunications. Its main role is to plan the radio frequency spectrum and to set inter-
national standards for equipment and services. Recently, however, the WTO and particu-
larly the General Agreement on Trade in Services (GATS), are increasingly playing a key role
in international telecommunications services liberalization. While {TU is responsible for
technical issues, the newly established GATS assumed the responsibility for further inte-
grating international networks. In addition to international, regional organizations are
becoming increasingly important to push forward services liberalization within member-
countries. In Latin America, NAFTA and Mercosur may open the road for further liberaliza-
tion at the world level since liberal rule, once established for member countries, may serve
as a case to global agreements.

2. THE INTERNATIONAL TELECOMMUNICATION UNION

The ITU has enjoyed a strong reputation for its technical expertise and political neutrality.
It is the oldest existing international organization. It was established in 1865 and restruc-
tured in 1947, becoming the United Nation specialized agency with the following respon-
sibilities (Lee, 1996 ITC 1947, Art.3:1):

* to maintain and extend international cooperation for the improvement and
rational use of telecommunications of all kinds;

e to promote the development of technical facilities and their most efficient
operation with a view to improving the efficiency of telecommunications services,
increasing their usefulness and making them, so far as possible, generally available
to the public;

* to harmonize the actions of nations in the achievement of those common ends.
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Despite ITU status as an intergovernmentai organization, non-state actors, notably private
sector interests have played an important role in its various committees. Since the late
1970s, excess productive capacity of core capitalist states led telecommunication services
firms to look increasingly to foreign markets. According to Lee (1996:176), "the ITU has
played a key role in the process of globalization, promoting the spread of telecommunica-
tions according to neoliberal-based policies”. This has involved the liberalization of telecom-
munications regulations both nationaily and internationally and the increased participation
of private interests in policy-making.

GENERAL AGREEMENT ON TRADE IN SERVICES (GATS) - WTO

Since mid-90 the World Trade Organization (WTO) has extended the coverage of the mul-
tilateral trading system to include trade in services under GATS. GATS is still in its early days
concerning the liberalization of services but it is already recognized as the main multilate-
ral institution to push participating countries into further agreements. The agreements fra-
mework consists of three main elements: (i) a set of general concepts, principles and rules
applying to measures affecting trade in services; (ii) specific commitments undertaken by
WTO members on national treatment and market access; and (iii) several sector-specific
annexes of both a substantive and non-substantive nature.

GATS works towards service trade liberalization through specific commitments applied
to service activities that are listed in national schedules, reflecting the so-called "positi-
ve list approach”. These commitments are made by sector and within sectors, under
four modes of supply: cross border (corresponding to trade in services similar to trade
in goods); through the establishment or commercial presence (corresponding to foreign
direct investment); through consumer movement (such as tourism); or via the tempo-
rary presence of foreign service providers (through movement of natural persons).
Countries signing on for binding commitments have no obligation to include all four or
any number of the four modes of supply when considering specific sectors. The princi-
ple of "positive list" allows

for a choice of specific In addition to international, regional organiza-

commitments in each par- tions are becoming increasingly important to
ticular sector or across PUSh forward services liberalization within
sectors under GATS' [member-countries.

"menu’ of measures. Each country "offers" specific commitments on future liberalization
plans, which may be subject to qualification as to MFN treatment, market access or natio-
nal treatment. These binding commitments are further negotiated in WTO aiming at con-
solidating and promoting liberalization of competition and trade in telecom services. A
major achievement of the negotiation was the creation of the "Reference Paper" on pro-
competitive regulatory principles that was accepted by 60 of the 69 countries making
binding offers on market access. According to Cowhey and Klimenko (1999), the WTO
Reference Paper has the following features:

1. It creates obligations for governments concerning their regulation of “major suppliers" of
telecommunications services. It focuses on regulatory treatment of the dominant incumbent
carrier and excludes potential competitors in particular segments of the market. WTO has thus
adopted a cautious approach, since regulation of "non-major suppliers' is a controversial issue.

2. Governments must take measures to assure that major suppliers do not engage in anti-com-
petitive practices, such as anti-competitive cross-subsidies, use of information obtained from
competitors or withholding timely technical information needed by competitors.

3. Governments will assure interconnection with a major supplier for competitors at any techni-

cally feasible point in the networks. The terms, conditions, and quality must be non-discrimina-
tory. The terms for interconnection must be publicly available and enforceabie on a timely basis.
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4. Governments may maintain policy measures designed to achieve universal service. They
must be administered in transparent, non-discriminatory and competitively neutral ways.

5. The regulatory body is separate from the operators and must employ procedures that assu-
re impartiality in regard to all market participants.

6. Governments will use producers for the allocation and use of scare resources, including fre-
quencies, that are timely, objective, transparent and non-discriminatory.

MERCOSUR

Since 1991, Mercosur is pushing Argentina, Brazil, Paraguay and Uruguay into a tariff
union aiming at freeing circulation of goods and services. Chile and Bolivia became partially
associated in 1996, and neighbors countries from the Andean Pact and other Latin
American countries are negotiating free trade bilateral agreements. The importance of
Mercosur in the world trade (1.4%) is still small, especially if compared with Latin America
share in the world’s GNP (3.3%).

Mercosur members are deepening their regional integration efforts in the area of trade in
goods in order to include investment, competition policy, intellectual property protection,
and trade in services. In telecommunications there is not a specific sectorial regulation, but
references have been made in broader agreements. The "Action Plan for Mercosur to
2000, issued in 1995, emphasized the will to define a common commercial policy for the
service sector and government procurement, and to present a joint position in multilateral
negotiations. In 1997 the Protocol of Montevideo on Trade in Services was signed under
the form of a Framework Agreement by the Common Market Group, and has been further
supplemented through the addition of sector-specific chapters as well as through annexes
in the form of national schedules of commitments (the first round of which was finalized in
July 1998). The Protocol will come into effect as soon as three of the four member govern-
ments have ratified it. The Agreement includes a positive list of supplementary obligations
in addition to those already in force, aiming at creating a service free trade area in ten years
trough the reduction of internal market access obstacles. ’

According to Stephenson (1998:45) "The basic approach adopted by MERCOSUR mem-
bers to the liberalization of trade in services is similar to that of the GATS, namely a gradual
market opening based on the negotiation of specific commitments to liberalize either mar-
ket access or national treatment practices for specific service sectors. However, the MER-
COSUR Protocol departs significantly from that of the GATS in the objectives it sets to achie-
ve full liberalization of traded services within a ten-year period, culminating in an open
regional market for services no later than 2007. This is to be achieved through annual
rounds of negotiations, meant to progressively incorporate additional sectors and modes of
supply within the orbit of liberalization through the expansion of the number of commit-
ments in national schedules".

The MERCOSUR Protocol contains many articles, which are very similar to those of the
GATS, including those on MFN treatment, market access and national treatment. The
provisions indicate the specificity of the latter two principles and their application to sche-
duled measures or commitments only. Detailed articies on transparency, confidential
information, domestic regulation, recognition, denial of benefits, and exceptions (both
general and for security purposes) follow the GATS very closely. The article on competi-
tion policy makes reference to the provisions contained in MERCOSUR'’s Protocol for the
Defense of Competition Policy. The articles on government procurement and subsidies
make reference to provisions which will be negotiated in these areas in the future. The
possibility for modification of schedules is foreseen in the Protocol, but the withdrawal or
alteration of any commitments cannot be made retroactive. The provisions on dispute
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settlement specify that conflicts in the area of trade in services will be settied under exist-
ing MERCOSUR mechanisms.

The MERCOSUR approach to liberalization of trade in services is ambitious; although based
on the GATS framework and negotiating modality, the members of this integration agree-
ment have committed to a specific timetable (ten years) for the complete elimination of res-
trictions to trade applied by member services providers. MERCOSUR members have thus
agreed in principle to go far beyond the scope of liberalization at the multilateral level in
order to realize a common market, much along the lines of the European Union. The fea-
sibility of this ambitious objective will only become apparent over the coming decade.

NORTH AMERICAN FREE TRADE AGREEMENT - NAFTA

The agreements among the USA, Canada and Mexico concerning trade on services have a
different structure as compared to those under WTO. One of the main differences between
NAFTA and WTO is that the former has a mixed structure concerning its coverage. It can
include both universal coverage — applied to all sectors — and sector specific agreements
such as telecommunications and financial services. A second major difference is that the
NAFTA model adopts the principle of crossborder trade, thus extending to services the
rules applied to goods. This means that the establishment of commercial presence,
involving foreign direct investment, is not necessary to provide a service overseas.
Consequently, firms operating within the region have the right to provide services in other
country without any local presence in that country. This legal framework is a model for
NAFTA countries negotiations with other American countries.

The key difference between GATS and NAFTA models is that negotiations in the first
forum are based on a "positive list" while in the later are based on a "negative list". In
other words, NAFTA model implicitly approves what is not inciuded in the agreements
while GATS model restrains to what has been explicitly negotiated. This difference is of
maijor importance to Latin American countries since there is no definition yet about which
model to foilow.

lil. LATIN AMERICA TELECOMMUNICATIONS REGULATION

1. GATS/WTO INFLUENCE IN LATIN AMERICAN TELECOMMUNICATIONS POLICIES

In the vast majority of cases, Latin American telecommunication policies are converging
towards the main WTO Reference Paper principles for competition and independent
regulation. Competition is assumed to give consumers choices for better meeting their
demands and to put pressure on suppliers and to be efficient and accountable to users. In
telecommunications, competition could be introduced directly, by liberalizing entry into
activities that have no technological barriers; and indirectly, through competitive bidding for
the right to provide
exclusive service where
natural monopoly condi-
tions exist and by libera-
lizing the supply of services
substitute. Out of WTO Reference Paper’s six major principles, four are designed to
assure competition and one to grant independence for the regulating agency vis-a-vis
local governments. The remaining principle deals with the social problem of universal
service provision.

In the vast majority of cases, Latin American
telecommunication policies are converging
towards the main WTO Reference Paper princi-
ples for competition and independent regulation.

In 1999 Latin American countries were negotiating new commitments towards the liberalization
of telecommunication services and the newest proposals are still confidential. With a few
exceptions?, Latin American countries had already privatized the telecommunication sector
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and introduced new legislation matching the WTO Reference Paper features. A preliminary
evaluation of the WTO Reference Paper’s six major principles applied to Latin America is

showed in Table 3.

1 bellow.

TABLE 3.1: WTO REFERENCE PAPER AND REGULATION STATUS IN SELECTED

LATIN AMERICAN COUNTRIES

Features/

Countries Mexico Argentina Chile Brazil
Regulatory British model. 10 years of private | Competition more | Duopoly in regional
treatment Emphasis on monopoly. vigorous for long | services, long
for competition negotiations rather | Full competition in |distance distance and
than interventions | 2000 cellutar.
Full competition in
2002
Anti-competitive | Many conflicts, Monopoly Incumbents are
practices due to main extended for two testing Anatel ‘s
prevention incumbent years, showing strength in several
strength existing players practices.
strength.
Interconnection/ | interconnection From1999 based |Surcharge on Competition in long
non-discriminatory | rates are stil high | on incrementai incoming distance stills in an
cost-oriented rates jand provisioning | costs of unbundled |international traffic | initial stage.
by major carrier | services. Very high |for interconnection | Problems in billing.
difficuit. rates for long
distance
Universal services | Teledensity 10 Teledensity 23.8  |Teledensity 17.8 | Teledensity 10
Competition in Subsidies for Universal targets to
local services will service provision in} be implemented
Increase rural areas based on special
subscribers funds
Regulatory body | Cofetel (1996). CNC (1996) Subtel (1977) Anatel (1998)
separated from the| Some overlapping
operators with SCT

Transparent
allocation of scarce

Yes — auctions for
wireless spectrum

Yes - auctions for
satellite

Yes, except for
open signal TV

resources

*Source: own elaboration

2. REGULATORY TREATMENT OF COMPETITION

Laws submitted to Congress approval usually introduced new regulations. National tele-
communication laws were inspired in experiences from early competition adopters, espe-
cially Britain, USA and New Zealand. The time for introducing has varied from country to
country and the later ones have learned from other country's experience.

The experience of Latin American countries that have already begun to dismantle mono-
polies shows that creating competition in telephone networks is a very difficult task. The old
telephone monopolies, now privatized, will still be powerful companies in the future. They
have the competitive advantage of counting with an established infrastructure, a large client
base and privileged rela-
tionships with suppliers and
regulators. In most coun-
tries, executives and direc-
tors of newly privatized firms
came from the Ministries of Communications or from the former state-owned telecommu-
nication monopolies. They are still influential in policy issues and have assumed vested
interests against full competition. In some countries, like Argentina, the temporary mono-
poly granted to bidders were extended for a longer period, thus reflecting existing firms’
influence on government decisions. Telephone operators have run a highly effective cartel;
they are closely bound to governments and control the final gate between the network and
the user. Also, natural monopoly is still embedded in services provided by ex-monopolistic
carriers. For all these reasons, in many cases, full competition may take longer to come about.

The experience of those Latin American coun-
tries that have already began to dismantle their
monopoly shows that creating competition in
telephone networks is a very difficult task.
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3. PRIVATIZATION AND COMPETITION: THE LATIN AMERICAN AGENDA

The privatization of telecom services in Latin America has started in 1988 in Chile , fol-
jowed by Argentina and Mexico in 1990. Peru (1994) and Brazil (1998) followed suit.
They usually adopted a pragmatic approach aiming at transferring investment responsi-
bilities from state-owned to private sector. There was a trade-off between the privatization
price and competition enhancement. Granting a certain monopolistic period for operators
boosted private capital attraction, but it had the disadvantages of postponing competition.
Reforms have included a change in the legal framework emphasizing independent regu-
lators. Table 3.2 summarizes and compares different privatization processes in Latin

America's largest countries.

— 1>

TABLE 3.2 COMPARATIVE PROCESS OF TELECOMMUNICATION PRIVATIZATION
iN LATIN AMERICA
Countries Chile Argentina Mexico Brazil
Year of 1988 1990 1990 1998
privatization
Privatization Not specified Impticit, including Explicit, including Explicit, inciuding
objectives user-oriented - national :‘;‘m:jke%’t(pans'on
~quality sovereignty reduction
-network expansion | -Quality forei tal
A workers' rights oreign capital
-public debt KErS ng h attraction
-management m”ﬁ: gxw;‘:r::‘o‘r? -infroduce
improvement _R&D competition
Nature of Non exclusive -Exclusive liqense -Exclusive Non exclusive
concession concession for local services, concession for local
) tong distance and services
for local services | international, during | -Exclusive
a initial period; concession for fong
-Non exclusive distance services
license afterwards for six years
Concession indeterminate -7 years with 50 years Indeterminate
period possible extension automnatically
of 3 years of renovate for 15
exclusive license years peniods
-Permanent for non
exclusive license
Limitations to None None 51% of the 20.4% Celiular ( B band )
foreign contro! share must up to 49%
ownership be Mexican-owned
Tariff rules Tariff limits (5 Tariffs were fixed Tariff fixed for each Price cap system (a
years)for monopo] pefore privatization. | 4 years, based on limit is set for a
léstic Zerviqes onlyd i1 crease ruje: the incremental basket of services)
aseq on incre- ; . costs compared
mental costs com] Annual ‘"“"""0’! less with a bengf,mrk
; 2% (for productivity )
pared with a bench haring) enterprise. Average
mark enterprise sharing, tariff increase:
Annual inflation less
2%
Expansion None 1,2 millions new 12% annual growth | Quantitative goals
commitment lines (5.6% annual for universalization
growth)
Local services Open Open after 7 or 10 Monopoly Duopoly for three
rs years, open
yea afterwards
Long distance Dominant position| Open after 7 or 10 Open after 6 years Duopoly for 3 years,
services market | of ENTEL years open afterwards
*Source: Own elaboration based on various sources
In Mexico, in addition to privatize Telmex, the government has introduced competition and
allowed foreign investors to participate in the telecommunications market. The 1993
Foreign Investment Law permitted up to 100% foreign ownership of many telecommuni-
cations operations, including cellular telephony and value added services. In 1996, the
Zedillo administration ended the Telmex monopoly on long-distance service and author-
ized several competitive carriers including Alestra (affiliated with AT&T), Avantel (MCI),
lusatel (Bell Atlantic), and Amaritef (US Globa! Telecommunications).




In Venezuela, the domestic fixed-line telephone service market will be opened to competi-
tion in November 2000 when monopoly on domestic service expires. The main operator,
CA Nacional Telefonos de Venezuela (CANTV) was privatized in 1991. US based firms
already operate cellular phone companies and are expected to enter the fix-line market.

Peru privatized the telephone fixed-line operator in mid 1990's, granting a five-year monopoly
on fixed-line services. In 1999 it formaily opened its fixed-line local and long- distance mar-
ket, publishing a series of decrees confirming changes in its telecommunications law. In
January 1999, Peru's President Alberto Fujimori said that four telecommunications com-
panies were likely to be granted licenses to provide domestic and internationat longdistance
services in several provincial cities. The government hopes the onset of fixed-line competi-
tion to reduce rates, improve telecommunications services and spur investment.

The government hopes to expand line penetration in the country to 20 lines per 100 inhabi-
tants by 2003. Line density now stands at about 7.5 per 100 people compared with 12 to
14 lines in neighboring Chile and Argentina and more than 60 in the U.S. (James Craig at
Bloomberg News 21 January 1999).

Uruguay decided in a public referendum not to privatize its state-owned telecommunica-
tion operator ANTEL. The country is relatively well served in terms of main lines/inhabitants
and privatization was not welcomed by users.

4. IMPACTS OF NEW TECHNOLOGIES ON COMPETITION

New technologies are changing the advantages of existing tefecommunications services
suppliers. Wireless communications, including mobile cellular and WLL (wireless local
loop), are enabling new firms to leapfrog by introducing facilities to supply voice service to
customers. While cellular mobile phone usually constitutes a separated market, WLL com-
petes directly with existing domestic fix telephone services suppliers. In Brazit WLL was
temporary reserved (up to 2002) to new entrants in the local service market — known as
"mirror firms" — in a policy designed to encourage new competition. WLL technology requi-
res lower investment and provides an opportunity to reduce barriers to entry in existing
local fix telephony monopolies.

Technology convergence with cable TV and Internet also provides opportunities to intro-
duce competition. Strategic convergence in TV, Internet and telephone markets still
depends on regulation changes. By the turn of the century, cable TV firms were already
authorized to provide Internet services in Brazil. The entry of Internet and cable TV into
the voice market will take more time, since it requires new equipment investments as
well as authorization.

5. INTERCONNECTIVITY ASSURANCE AND ANTI-COMPETITIVE PRACTICES PREVENTION
INTERCONNECTION FEES

Interconnect administration has become strategically important to telecommunication opera-
tors, as the industry becomes more complex and competitive. Interconnect is the fastest
growing section of telecom traffic after the Internet. In Latin America, as elsewhere, inter-
connect market is being forced into early maturity, especially as the level of interconnect
payments can often determine whether or not a new entrant telecom company is profitable.

There is now a wholesale market dealing billions of minutes of voice or data traffic. The market
is massive. in the UK, it is estimated that 10% of BT's revenues comes from interconnect fees
collected from other fixed operators, mobile and paging companies and Internet service
providers (ISPs). For firms buying interconnection, like C&W, charges represents 40% of their
operating costs, or 30% of total turnover.
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With more networks being built, the market is widening and it is no longer just a case of the
incumbent putting through the 'last mile' traffic of alternative long-distance operators. A
new class of network operators is springing up and entering the 'carriers' carrier' market.
According to Alan Healey2, a specialist supplier of interconnect billing systems, "intercon-
nect agreements used to apply for the long term, but rates are changing so rapidly as the
market becomes more competitive, that agreements are now monthly, weekly or even daily".
Consequently, the informal models of interconnection agreements are collapsing as the inter-
connect market creates new demands and requires multiple data services interconnection,
intelligent network and number portability services interconnection, and 'cascade’ billing
where several telecom operators handie interconnection traffic. As the ITU's international
accounting rate system breaks down, international interconnect will become crucial.

There is no general agreement on billing systems for interconnection. Legislation in most
countries requires companies to ensure that retail-billing systems are secure and properly
audited, and that, "interconnect systems have to play a catch-up game to ensure similar
quality”. But many conflicts persist in setting up billing systems since it is difficult to calcu-
late the prices that should be unbundled and charged for interconnection.

In some countries, such as Sweden, interconnection is held to be a commercial matter and
the regulator does not intervene. But elsewhere the regulator can often play an important
role in defining the structure of the incumbent's interconnect charging. For example, in the
UK, the regulator has determined in great detail the price that BT can charge for the use
of 'elements’ of the network -and the result is an arcane and somewhat arbitrary system3.
In the US, an already complex situation is exacerbated by the requirement that incumbents
provide unbundled access to the local loop. The EC is now assessing whether it will force
European incumbents to unbundle their focal loops as well.

ITU’s secretary-general Pekka Tarjanne4 warned recently that global telecom market will
face "chaos and anarchy” if the ongoing row over reforming the accounting rates system
cannot be resolved. He argues that pure market forces could wreck developing countries'
access to telecom services, leaving them and their citizens out of the global information
infrastructure. For more than seven years, the existing system of bilaterally negotiated
accounting rates has been discussed without a solution. ITU has endorsed the WTO's rec-
ommendation about opening up markets and setting cost-based tariffs, calculated from the
actual cost of supporting the network which delivers the call. But according to Jeremy
Scott-Joynt5, two recent events have galvanized discussions surrounding accounting rates.
The first was the implementation oin February of the World Trade Organization's Basic
Telecom Accord, signed by 72 countries making up 93% by value of the world telecom
marketplace and designed to open up markets to competition. The second was FCC's deci-
sion to unilaterally impose its own "benchmark" rates, ranging from 15 cents to 23 cents a
minute, according to the level of development, from 1999 on all carriers doing business
with the US. These figures undercut some developing world accounting rates by 80% in
some cases, and have been met with a storm of disapproval from those who accuse the US
of trying to force its own law on the rest of the world.

CALL BACK INTERNATIONAL SERVICES

Another major confiict between Latin American and developed countries is over how to
reform the international accounting rate system. The ITU existing rule is a 50:50 account-
ing rate mechanism, designed to share long distance calls tariffs between local and inter-
national operators. However, the US and newly liberalized countries in Europe are anxious
to protect callback revenues and the enormous cost savings from refilling of international
traffic through third countries. Call back operations bypass existing rules (since no tax
are paid to local operators). Latin American countries, headed by Mexico, want the
accounting rate system issue to be inter-linked to callback and refilling.
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Under the WTO basic service agreements finalized in February 1998, the WTO would
forge multilateral agreement that accounting rates if the ITU Study Group failed in its
mission. Study group recommendations set out cost elements for termination fees. As the
chairman of {TU Study Group 3, Japan's Tsunekazu Matsudaira puts it, "if all rates and
tariffs are cost-based, it stands to reason there would be no room for refile, caltback and
other arbitrage opportunities, which are distorting the market"'. ITU members believe that
further delay in resolving the dispute could see the ITU lose its authority to the World
Trade Organization on this crucial international trade issue®.

6. TRANSPARENT ALLOCATION OF SCARCE RESOURCES

The allocation of scarce resources, like orbital slots and radio frequencies, represents a
chalienging demand on the regulatory apparatus. its capacity to respond to such a chal-
lenge depends on building technical and political capacity to deal with incumbent firms.

In Latin America, Brazil, Argentina and Mexico have already opened their satellite services
markets and orbital slots to competition and private investment in the wake of the World Trade
Organization telecom agreement. In 1998, Brazilian telecom authorities invited bids for sev-
eral of the country's 13 orbital slots to compete with Embratel, the privatized satellite operator.
In Argentina, the sole satellite operator, NahuelSat S.A., wants to be aliowed to sell services into
the United States, while companies such as PanAmSat want better access in Argentina. The
two governments have been negotiating a bilateral agreement to allow the exchange of serv-
ices on a reciprocal basis. The privatization process is farthest along in Mexico, where the gov-
ernment's three-satellite system was sold in late 1997. Argentina and Brazil have approached
the U.S. Federal Communications Commission to ask for a redistribution of slots in the U.S.
"domestic arc" - the band of slots designated for satellites serving the United States. The two
South American countries argue that the U.S. operators currently have the best slots.

Observers worry? that those new commercial operators - or newly commercialized old oper-
ators - will cause a wave of interference problems as they attempt to beam into lucrative mar-
kets in both American continents8. They expect an increase in satellite spacing and interfer-
ence problems in the region. Satellite operators are increasingy using big hemispheric beams
expecting to gain broader market access throughout the Americas. At present, operators and
regulatory authorities ensure that adjacent satellites avoid interfering with each other by "co-
ordinating" beams - pointing them in different directions so that they don't overlap - and tak-
ing care to re-use frequencies efficiently. But the use of broad hemispheric beams, which give
operators broader geographic coverage, may make such co-ordination more difficuit.

IV - IMPACTS OF INTERNATIONAL REGULATIONS IN LATIN
AMERICA AND CHALLENGES FOR LOCAL INTERESTS

1. IMPACTS ON THE DEVELOPMENT OF LOCAL EQUIPMENT AND SERVICE INDUSTRY
(RELATION 1)

As information technologies converge, the structure of IT industry becomes blur. IT involves
a wide range of sectors from equipment and software to services. The IT supply is a very
competitive and globalized industry and pushing multilateral trade liberalization has been
a major aim for international organizations. A major initiative is the WTQ'’s International
Technology Agreement (ITA) already subscribed by most deveioped countries. iTA elimi-
nates tariffs and other barries for IT product trade.

Latin American countries, with the exception of Costa Rica, have not signed on. Although
few countries in the continent have a telecommunication equipment industry, most coun-
tries are able to add value to the IT service network by providing software, system integration



and information contents. The more locaily manufactured equipment and services are used
more qualified jobs are created and hard currency are saved. Also, close user-producer rela-
tions are essential to the diffusion of telecom services when local needs are idiosyncratic.

While some economists argue that industrial success is a function of liberal economic sys-
tems and open markets leading to optimum resource allocation, there are plenty of evi-
dence showing that no country has become an important player in the global IT industry
without some level of government intervention (e.g. Evans, 1995; Dedrick and Kraemer,
1998:9; Tigre et al, 1992; Amsden, 1989). Policies adopted in most Latin American coun-
tries exempted telecom equipment, software and tradable services from import taxes, a pol-
icy designed to attract investment. But local firms complain that they face unfair competi-
tion in most segments of the
market. In fact, the market
shares of local IT equipment
and services industry in
Latin America is being _
reduced due to at least two reasons. First, privatization projects have dramatically increased
dependence on imports since new owners are usually TNCs with global supply sources.
Second, neoliberal policies adopted in Latin American countries substantially reduced or
eliminated tariffs and non-tariff barriers to IT imports. Few countries, namely Brazil and
Mexico, still have some kind of incentives for local IT equipment and service production.
USA's and multilaterat agencies’ pressures to open IT markets have usually succeeded.

There are plenty of evidence showing that no
country has become an important player in the
global IT industry without some level of govern-
ment intervention.

Mercosur countries are now negotiating a common external policy for information technol-
ogy. The agreement includes the establishment of rules of origin; unified products codes
and a common external tariff based on a basic production process (PPB). The PPB rule
defines a minimum assembly process for each class of products, which are considered
essential to be undertaken locally. Since 1995 there is a tariff convergence agreement
establishing a gradual harmonization of extra-zone import tariffs for IT products, averaging
16% in 2006. Table 4.1 shows, for the case of Brazil, the convergent evolution of the com-
mon external tariff for Mercosur.

TABLE 4.1: BRAZIL: MERCOSUL CONVERGENCE SCHEDULE OR COMMON EXTERNAL IMPORT

TARIFFS FOR IT PRODUCTS (PERCENTAGE)

Products 1999 | 2000 | 2001 | 2002 | 2003 2004 | 2005 | 2006
Communication 31 30 28 26 24 22 20 16
equipment

Cellular phones 21 21 21 21 20 20 20 16
Programmable 31 30 28 26 24 22 20 14
controis

Boards 25 24 23 22 21 18 16 12
Integrated Circuits 14 13 12 11 10 9 8 6
*Source: MCT/Sepin, 1998

Among Latin American countries, Brazil is the largest telecom equipment producer and has
local technological capability. From the 1970's on Brazil has developed a telecommunica-
tion equipment industry based on state-owned operators procurement policy, which
encouraged local technology development. Telebras’ research center (CPgD ) has devel-
oped a digital switching system (Tropico) which responds for nearly 40% of Brazilian
installed base. The availability of a cheap locally developed equipment forced the price of
TNCs down and allowed Telebras to save US$ 2.2 billions in equipment costs from 1990
to 1996. The total Tropico R&D cost was US$ 350 million (Szapiro, 1999). However, the
opening of the Brazilian telecom equipment market due to the privatization of telecom ser-
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vices in late 1990's created in a challenge for both local technological development and
locally owned telecommunication equipment manufactures. Imports raised six-fold from
US$ 392 million in 1992 to US$ 2,7 billions in 1998. The survival of Brazilian telecommu-
nication industry depends on new policies for R&D and local manufacturing which are still
being discussed by the Congress.

In Argentina imports also raised substantially after privatization and reduction of both
tariffs and non-tariff barriers. The telecommunication equipment market was estimated in
$1.7 billion in 1996, one third of which is supplied by imports from the USA. As basic tele-
phone services become more available throughout the country, demand for specific
telecommunications equipment is expected to increase. Recent developments in this mar-
ket have been driven by the privatization of the Argentine telecommunications sector.
The continuing effects of privatization, liberal trade policies, user firms' desire for
state-of-the-art telecommunications equipment, and an expanding local market will
result in increasing imports. Local production has declined in recent years to less
than US$ 10 million.

TABLE 4.2: MAYOR IT EQUIPMENT AND SERVICES FIRMS IN LATIN AMERICA (1998)

Company Country Control Revenue 98
(US$ millions)
IBM Brasil Brazil Foreigner 24820
Ericsson Brasil Brazil Foreigner 1.4775
Xerox Brasil Brazil Foreigner 1.406,5
Grupo Televisa México Private/National 1.692,7
Hewlett Packard México México Foreigner 1.266,5
NEC Brazil Foreigner - 1.121,1
ltautec Brazil Private/National 719,9
Serpro Brazil State owned 602,5
Compaq Brasil Brazil Foreigner 5899
Splice Brazil Private/National 585,1
Promon Eletrdnica Brazil Private/National 5296
ltautec Philca Brazil Private/Nationa! 5273
Multicanal Argentina Private/National 511,3
Hewlett Packard Brazil Brazil Foreigner 4779
Alcatel Telecom Brazil Private/Nationa! 4754
CableVisién Brazil Foreigner 466,1
Television Azteca México Private/National 4538
Unisys Brasil Brazil Foreigner 4358
3M Brasit Brazil Foreigner 409,2
itron Argentina Private/National 369,9
Dataprev Brazil State owned 291,1
Te te Fe Argentina Private/National 280,4
Hewlett Packard Argentina Argentina Foreigner 261,0
Construtel Brazil Foreigner 2022
*Source: Gazeta Mercantil. This list is not complete since, for some reason, large firms like IBM Mexico are
not included.
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In Mexico, when NAFTA took effect in 1994, import duties were eliminated for on-line
equipment, PBX switches, cellular phones and modems. In 1998, tariffs on central
office switches and telephone sets were eliminated. Many TNCs are establishing IT
equipment manufacturing facilities in Mexico. According to Dedrick, Kraemer and
Palacios (1999), these firms have come to Mexico as a response to the lowest CIF
llanded] cost logic that governs the location decisions of muitinational corporations in
general. In this case, Mexico’s proximity to the U.S. market gives it a transportation
cost advantage that may exceed the labor cost advantages of some Asian locations.
Shipping from Mexico to the U.S. takes less than a day by truck, while Asia is closer to
a month away by ship.

The comparison between Mexico onone hand and Brazil and Argentina on the other shows
that liberalization must be a double way. Mexico opened up its market but gained
access to the large USA market. This was a major incentive for TNCs to carry out
local production. Brazil and Argentina, in contrast, opened their markets unilateraily with
the results of fewer local manufacturing activities and increasing imports.

2. REGULATED TELECOM OPERATORS AND BARRIERS OF ENTRY (RELATION 2 AND 4)

Since the 1960s and 1970s the telecommunication service industry in Latin America
evolved as a system of nationally or regionally based public monopolies sanctioned either
by law or by the common consent of the state. Since the telecommunication operators were
predominantly state-owned, and there was no need to develop a separate regulatory appa-
ratus to contend with private business.

After privatization, however, government and public interests have been mediated by regu-
lation agencies. These agencies have to deal with several companies operating in different
regions and segments of the market. Table 4.3 below lists major telecommunication opera-
tors in Latin America. Most operators are now foreign-owned and follow a global strategy.
While in developed countries quantitative expansion of telephone market is close to satura-
tion, in Latin America there is a potential for infrastructure expansion and, in some cases,
there are still unsatisfied requests for telephone lines. This may explain the region’s recent
explosive growth in the cellular telephone demand.

TABLE 4.3: MAJOR TELECOMMUNICATION OPERATORS IN LATIN AMERICA

Operator Country Control Revenue 98 (US$
millions)
Teiefonos de Mexico Mexico Private/National 7.871,7
Telemar Brazil Private/National 4.267,7
Telesp (Telefonica) Brazil Foreigner 3.719,8
Telefonica Argentina Argentina Foreigner 3.434,6
Embratet (MCI) Brazit Foreigner 3.309,4
Telecom Argentina Argentina Foreigner 3.173,0
CANTV Venezuela Foreigner 2.180,1
Tele Centro Sul Brazil Private/National 2.155,2
CTC Telecom de Chile Chile Foreigner 1.598,0
{Sﬁgggﬁx_ggw m Brazil Foreigner 1.392,0
Telefénica del Peru Peru Foreigner 1.258,7
Telecomn Colombia State owned 1.092,6
CRT Brazil Foreigner 991,6
Telefénica Brasit Brazil Foreigner 969,6
Tele Sudeste Celutar Brazil Foreigner 763,4
CRM Argentina Foreigner 720,0
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TABLE 4.3: MAJOR TELECOMMUNICATION OPERATORS IN LATIN AMERICA

Operator Country Control Revenue 98 (US$ millions)
Antel Uruguay State-owned 6725
Telerj Celuiar Brazil Foreigner 652,9
CTI Mévil Argentina Private/National 608,0
Entel Chile Foreigner 543,0
Miniphone Argentina Foreigner 5422
Telintar Argentina Foreigner 5199
Telecom Itélia Brazil Foreigner 417,1
Tele Celular Sul Brazil Foreigner 47,1
Tele Centrooeste Cel. Brazil Private/National 399,3
Telecom Personal Argentina Foreigner 396,3
Tele NE Cel. Brazil Foreigner 3886
Telemig Celular Brazil Foreigner 363,7
Celumovil Colombia Private/National 355,0
Comcel Colombia Foreigner 3145
lusacell Mexico Private/National 2842
ngé%mumc‘ Argentina Foreigner 242,6
CTC - Mundo Chile Private/National 225,5
Celular CRT Brazil Foreigner 225,1
Tele Leste Celular Brazil Foreigner 206,2
Tele Norte Celular Brazil Foreigner 197,0
Source: Gazeta Mercantil

The telecommunication market in Latin America is relatively smail in world terms but is
growing at a fast pace. From 1992 to 1997 the region’s share in world's total spending rose
from 5.4% to 7.0%. The three largest markets — Brazil, Mexico and Argentina — respond
for 65% of total spending (US$ 55 billion) in 1997 (see table 4.4).

TABLE 4.4: LATIN AMERICAN TELECOMMUNICATIONS SPENDING BY COUNTRY (US$ M)

1992 1995 1997
Country Spending | % of World | Spending % of World | Spending | % of World
Brazil 6.154 1.2 9.696 1.5 20.109 2.6
Mexico 7.101 14 7.205 1.1 8.389 1.1
Argentina 3.934 0.8 6.968 1.0 6.836 0.9
Colombia 1.154 0.2 1.360 0.2 4.163 0.5
Chile 1.035 0.2 1.525 0.2 2271 03
Venezuela 1.145 0.2 1.787 0.3 1.929 0.2
Other 7.340 1.4 9.854 14 11.257 14
Source: WITSA, Digital Planet - 1998

In the 1980s and early 1990s the development of telecommunication infrastructure in Latin
America was negatively affected by economic stagnation. In the late 60s’ Brazil still had
more telephone lines per 100 inhabitants than either the Republic of Korea or Taiwan. Now
these countries have three times as many as Brazil and other Latin American countries.
From mid-nineties, however, privatization boosted the supply-side, both by increasing the
availability of new main lines and by digitalizing networks and switching systems. Foreign
investments in the telecommunication services were equivalent to U$ 7 billions in 1995,
against U$ 9 billions in Southeast Asian and only U$ 2,5 billions in Central and East Europe.
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In Brazil, Telebras system was soid to private firms in 1998 for US$ 22.57 billions. In most
countries, privatization agreements included a minimum level of investment by private oper-
ators, which agreed to comply with ambitious investment and quality goals.

In Mexico, according to Dedrick, Kraemer and Palacios (1999), the impact of dereguiation
and privatization on the telecommunications network has been generally positive. Ninety
percent of switches are now digital compared to 29% in 1990, and fiber optic cables are
replacing many copper lines.

In Latin America, interconnect problems are emerging as new firms enter the telecommu-
nication market. Mexico is the more visible case as a legal dispute involving existing incum-
bent firms and new entrants has already started?. Telmex set its fee structure after the gov-
ernment established guidelines for interconnection costs in April 1996. Those guidelines,
which were protested by seven long-distance operators, left some questions unanswered
and gave Telmex the opportunity to charge the highest interconnection fee possiblel0.

In March 1999, U.S. Trade Representative Charlene Barshefsky voiced that the U.S. would
take action against Japan, Germany, and Mexico at the World Trade Organization unless
they open up their telecommunications markets. The three countries were biamed to main-
tain over-priced interconnection rates, but the USTR found that Mexico has made some
progress, although not enough. Each of these countries has committed to open their mar-
kets to full-fledged competition, but political pressures to protect their incumbent carriers are
still present. If Telmex doesn't comply, it faces the possible suspension of its license to pro-
vide long-distance services in the United States through its joint venture with Sprint.

Telmex said the U.S. Federal Communications Commission unfairly accused it of charging
high rates for connecting calls that originate from rival companies. "The FCC decision does
not take into account advances made in Mexico with respect to reductions in interconnec-
tion tariffs which have been made in the last eight years" Telmex, citing the need to recoup
recent large capital investments in its telephone infrastructure, has been allowed by the
Mexican government to bring down these rates very slowly!!. Rival providers of long dis-
tance service have suspended planned investments in Mexico, arguing that, until there is
fair competition, they are not prepared to risk more capital. In addition to settiement fees,
the FCC said it had "serious concerns" over four other anti-competitive issues in Mexico.
For instance, it mentioned the "lack of progress" in opening Mexico's phone market to com-
petitors that want to resell Telmex's service under their own brand name and the continu-
ation of a 58 percent surcharge for inbound international calls.

3. THE CHALLENGE FOR USERS: UNIVERSALIZATION, FAIR TARIFFS, QUALITY AND
NEW SERVICES (RELATION 3)

WTO'’s Reference Paper states that "any member has the right to define the kind of univer-
sal service obligation it whishes to maintain". According to Garnham and Mansell (1991),
there are two different concepts of universal services. The first is a concept of universal geo-
graphical availability: "All citizens, wherever they are located within the boundaries of the
State, have a right to equal access to that State’s services.” The second concept is related
to non-discriminatory access or the equal treatment of all users in terms of price and/or
quality of service.

Privatization and new regulation have had a positive impact in expanding the availability of
telephone lines in Latin America. The number of fixed-lines per 100 inhabitants almost
tripled from 1990 to 2000 as table 4.5 shows.

If projections are confirmed, telephone density in Latin America will be similar to least

developed European countries. 'n 2000 Spain and Russia, for example, will have 49.5 and
21.6 lines per 100 inhabitants respectively in the same year. However, the penetration of
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In 1998 Avante! SA, a MCl joint venture
start-up long distance operator in
Mexico, filed a court complaint to force
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Telefonos de Mexico SA (Telmex) can
charge fees that cost it up to 70% of its
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before the Federal Telecommunications
Commission, two of them for more than
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Mexican regulator fees Telmex charges
for “interconnection”.
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The FCC approved Telmex's proposal to
reduce the settlement rates to 19 cents
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12,
For example, Proshnik (1998:11)
reports that IBM Brazil president has
seen his functions extended. He is now
responsible not only for the country
business, but also for the infrastructure
segment in Latin American, including
logistic, purchase, distribution.

basic telephone services in Latin America is very unequal. Scarcely populated areas and
bad income distribution are major factors behind the relatively unbalanced diffusion rates.
There are pockets where
services are inaccessible

TABLE 4.5: NUMBER OF MAIN FIXED LINES PER 100
INHABITANTS (CELLULAR AND PUBLIC TELEPHONE NOT

INCLUDED) and/or unaffordable. Brazil
Country 1990 1995 1999 2000* and smaller Latin American
Argentina | 95 15.9 292 256 countries St.m have a tele-
Brazil 83 94 155 191 phone density of less than a
Chile 70 132 N/A 36.7 line for each three house-
Colombia | 6.0 9.9 N/A 186 holds (see table 4.6). But in
Mexico 6.5 9.6 12.8 16.1 general, the number of
 Paraguay 26 3.3 4.1 4.6 main lines has increased
Peru 2.6 47 N/A 89 sharply, while the waiting
Uruguay 134 195 234 343 list for new telephone lines
Source: International Telecommunication Urion, apud Gazeta Mercantil Latino has been reduced.

Americana, 13- 19 Sept. 1999:3.

* Projections

Under these conditions, the

TABLE 4.6: TELEPHONE LINES PER HOUSEHOLD BY COUNTRY
Co 99 1995 997 and regulations supporting

absence of effective policies

untry 1992 1
Argentina 038 054 0.60 the supply of telephone serv-
Chile 0.33 0.47 0.53 ices for low-income popula-
Colombia 0.26 0.37 0.49 tion and remote regions will
Venezuela 0.33 _0.42 0.46 jeopardize the aim of univer-
Mexico 0.28 0.36 0.41 salization included in GATS
Brazil 0.20 0.22 0.28 agreements. In a private-
Other Latin 0.17 0.19 0.24 owned telecommunication
American system, the design of

Source: WITSA, Digital Planet - 1998 telecommunication services

and networks were rede-
fined mainly in light of large users and firms’ requirements. The new network is not being
designed primarily to encourage the universal diffusion of public telecommunication servic-
es. Rather, it is becoming more closely attuned to the needs of a specific segment of the user
community; namely, the globally operating firms. There is, therefore, a need for effective pol-
icy intervention, through the public regulatory process, to remedy the disparities in network
access conditions that will continue to arise.

As for corporations, infor-
mation has become a key
input in the transnational
production of goods and
services. Effective teleco-
mmunications have been
needed to enable centralized decision-making, resource management, purchase and
sales of components and services through electronic commerce. Since the supply chain
is becoming more international, corporations are increasing their dependency on state-
of-the art and enhanced telecommunications services.

The absence of effective policies and regulations
supporting the supply of telephone services for
low-income population and remote regions will
jeopardize the aim of universalization included
in GATS agreements.

At regional and national levels, the availability of advanced and reliabie telecommunication
services is becoming an important issue for location decisions. There is already evidence
showing cases of relocation of firm's data processing services to regions or countries
endowed with more advanced telecom infrastructures. in Latin America, as result of region-
alization strategies, transnational firms are adopting the concept of "Panlatino
Americanization®, regionalizing its activities by function and geographical areas2, An inte-
grated regional infrastructure is essential.
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As well as a mean of production, telecommunications has become a key product itself in
the world economy. The information sector is a "sunrise sector" of post-industrial society.
Once restrained to their own countries, telecommunication services firms are becoming
increasingly international. European and American firms are engaged in several acquisi-
tions, joint ventures and strategic alliances worldwide, aiming at building a world infoway
which can serve large international clients on an one-stop shopping basis.

The concept of universalization may be extended to include advanced services like
Internet. Latin America’s share in world Internet hosts has increased from about 0,2% in
1992 to about 1% in 1997. More than half of Internet users are in Brazil and the three
largest countries account for 80% (see table 4.7).

O 8 O
1992 1995 1997
Country Units % of World { Units % of World | Units % of World
Brazil 1910 0.1 20.113 0.5 117.200 0.5
Mexico 1.239 0.1 13.787 0.2 41.659 0.2
Argentina 0 0.0 5.312 0.1 19.982 0.1
Colombia 0 0.0 2.262 0.1 10.173 0.0
Other 48 0.0 5.374 0.1 31.117 0.1
Latin American
Source: WITSA, Digital Planet - 1998

As far as tariffs are concerned, telecom costs in Latin America have usually increased in
real terms for local calls but have been reduced for international calls. New policies elimi-
nated cross-subsidies and established a ceiling for tariffs increase. Tariffs in Latin America
are now comparable to those of Asian countries for international calls, but may be higher
on local calls. International telecommunications are a more competitive market since call
back and Internet can now bypass existing operators and are forcing prices down.

Telecommunication tariffs
are becoming more flexible
as a result of increasing
competition. Volume dis-
Brazil 0.04 4.68 counts for large telecom-
munication users can shift

TABLE 4.8: TELECOMUNICATIONS COSTS IN SELECTED

COUNTRIES

Country US$/3 min. Local cost | US$/3 min. to the USA

Mexico 0.08 3.01

the cost burden for the
South Korea 0.04 4.88 design and implementation
Singapore 0.01 4.02 of the intelligent public net-

work to the bulk of its
smaller business and resi-
dential customers.

Source: Tigre, 1999.

V. CONCLUSIONS

International institutions and multilateral agreements have had an important influence in
the redesign of Latin America telecommunications regulations. Three multilateral institu-
tions are usually distinguished as influential: The General Agreement for Trade in Services
(GATS) of the WTO, the International Telecommunication Union (ITU), and the United
Nations Committee for the Peaceful Uses of Quter Space (UNCOPUQS). They are formally
responsible for crafting further agreements on telecommunication markets liberalization
and settling disputes over standards and allocation of scarce resources. ITU has been the
most important organization dealing with technical issues, radio frequency spectrum and
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the seting of international standards for equipment and services. Recently, however, GATS
has been playing a leading role in supporting the liberalization of international telecommu-
nications services. Multilateral development agencies, like the Word Bank, have exten-
sively advised Latin American privatization policies. All these forces have converged to
push forward worldwide telecommunication services liberalization.

Countries in the region had signed on the WTO Reference Paper, which was designed to
assure competition in telecommunication services. It prescribes measures to assure that
major telecom services suppliers do not engage into anti-competitive practices, to get
interconnection with a major supplier for competitors at any technically feasible point in
the networks, and to establish objective, transparent and non-discriminatory allocation
and use of scarce resources, including frequencies. It also deals with the social problem
of universal service provision.

Muitilateral agreements on telecommunications usually involve general concepts, princi-
ples and rules and can be implemented in different ways, according to sector-specific co-
mmitments undertaken by each individual country. In the vast majority of cases, Latin
American countries have already privatized and dismantied their monopoly in telephone
networks. The agenda is now moving to more specific issues like interconnection fees, call
back services, allocation of scarce resources, propriety, safeguards, countervailing duties
and antidumping measures.

However, the new agenda is being negotiated bilaterally rather than at multilateral organ-
izations. The liberalization of the international telecommunications market became a driv-
en force in U.S. international trade negotiations. Authorities like the Federal
Communications Commission (FCC) and the U.S. Trade Representative are now pushing
Mexico and other Latin American countries to reduce interconnection fees and accept
non-regulated services like call back. They have threat Mexican owned operators with
retaliations, such as suspension of licenses to provide long-distance services in the United
States. Argentina and Brazil have problems with the distribution of slots in the U.S.
"domestic arc" - the band of slots designated for satellites serving the United States. The
two South American countries argue that the U.S. operators currently have the best slots.

The unequal bargaining power among participating agents in telecommunications does
not encourage ad hoc negotiations. It is more convenient for weaker countries to deal with
multilateral agreements, where rules are more transparent, than to get involved in bilater-
al disputes with superpowers. Touchy principles like national sovereignty are much more
respected in international forums than in bilateral struggles.

The impacts of liberalization in Latin American telecommunications must be analyzed
according to the vested interests of different participating agents. As said elsewhere in this
paper, telecommunications have a dual role in economic development. On the one hand,
access to new multimedia telecommunication services is a necessary condition for com-
petitiveness. On the other, telecommunications and their associated IT technology have
become a key product by itself in the world economy. The so-called "new economy" is
essentially linked to the bunch of activities broadly defined as IT sectors.

As users, most countries have benefited from the 1990's modernization wave.
Privatization and new regulation have had a positive impact in expanding the availability
of telephone lines in Latin America. The number of fixed-lines per 100 inhabitants almost
tripled from 1990 to 2000. There are now a much higher percentage of digital switches
than before and fiber optic cables are replacing many copper lines. Despite the econom-
ic stagnation that affected most countries in the region, the telecommunication market in
Latin America is growing at a faster pace than in the rest of the world. Investment has sky-
rockered, as newly operators looked for new opportunities for infrastructure expansion
and unsatisfied requests for telephone lines.
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For producers of IT equipment and services, however, the privatization of Latin American
telecom operators have usually had a negative impact. It has reduced both existing tech-
nological activities and future prospects for local participation in the global IT industry.
New operators have cut existing links with local IT technology suppliers in a policy
designed to unify procurement worldwide. The decline of local participation in hardware,
software, and valueadded
services is particularly dra-
matic in larger countries
like Brazil and Argentina.
They are loosing opportunities to create highly qualified and well-paid jobs in equipment,
software and local service firms. As a result of increasing imports, balance of trade in
goods and services has deteriorated sharply. The new regulation and privatization policies
have not yet provided adequate incentives for local technological development.

The new regulation and privatization policies
have not yet provided adequate incentives to
local technological development.

Mexico was one of the few Latin American countries that explicitly searched for national
sovereignty and local ownership. The policy was costly, since competition in local services
is still limited and tariffs are high. But it also brought long-term positive perspectives.
Telmex is now the only private-owned Latin American operator that competes in the worid
telecommunication market and invests in other Latin American countries. In South
American countries, in contrast, privatization policies implicitly discriminated against local
investors, due to short-term macroeconomic policies designed to attract foreign currency.

Fostering the emergence of  rpa hreservation of local ownership in privatized
national ?Ctolrs could have o herators, as most European and Asian countries
been desirable strategies 10 gjy  couid have been a more positive force in

face concentration trends in - 56y iding alternatives to global oligopolies.
worldwide telecommunica-

tion services. Recent facts have shown that it is difficult to boost competition in locat mar-
kets based only in operating firms that are becoming internationally interlaced. The preser-
vation of local ownership in privatized operators, as most European and Asian countries did,
could have been a more positive force in providing alternatives to global oligopolies.

27




BIBLIOGRAPHY

Amsden, A. (1989), Asia's New Giant. New York: Cambridge University Press.

Annan, K., (1997), “Secretary General Stresses International Community's Objective of
Harnessing Informatics Revolution for Benefit of Mankind”, in United Nations Commission
on Science and Technology for Development'’s ‘Inter-Agency Project on Universal Access to
Basic Communication and Information Services’, 3 rd Session, Geneva, 12 May,
E/CN.16/1997/Misc.3

Becker, Gary S. (1983), "A Theory of Competition Among Pressure Groups for Political
Influence", Quarterly Journal of Economics, 98, 3: 371-400.

Brock, Gerald (1994), Telecommunication Policy for the Information Age: From Monopoly
to Competition. Harvard University Press.

Castells, M. (1996), 'The New Business World: Networks and Firms*, The ILO Enterprise
Forum, Geneva, 8-9 November

Comisién Economica para América Latina y el Caribe — CEPAL (1992), Informacién y
Telecomunicaciones: Vector de la Transformacién Productiva con Equidad, (Un Libro
Verde de la CEPAL). (Distr. Restringida).

Cowhey, Peter and Kiimenko, Mikhait (1999), The WTO Agrement and Telecommunication
Policy Reforms. A Report to the World Bank, UC San Diego, mimeo.

Dedrick, J.; Kraemer, K. and Palacios, J. (1999), Impacts of Liberalization and Economic
Integration on Mexico’s Computer Sector, CRITO, University of California, Irvine. (mimeo).

Dedrick, J. and Kraemer, K. (1998), Asia's Computer Challenge: Threat or Opportunity for
the United States and the World, New York: Oxford University Press.

Evans, P. (1995) Embeded Autonomy: States and Industrial Transformation, Princeton
University Press.

Fiani, Ronaldo (1998), "Uma Abordagem Abrangente da Regulacdo de Monopélios:
Exercicio Preliminar Aplicado a Telecomunicagbes'. Rio de Janeiro, UFRJ/IE, Texto para
Discussdo n/408, Abril.

Garnham, N. and Mansell, R. (1991), "Universal Service and Rate Restructuring in
Telecommunications”, OECD/ICCP Report N°® 23, Paris: OECD

Grieve, Willie and Levin, Stanford (1996), "Common Carriers, Public Utilities and
Competition", in Industrial and Corporate Change, 5,4: 993-1011.
info@total.emap.comURL : http://www.totaltele.com

28



29

International Telecommunication Union (1995), World Telecommunications Indicators
Database 1995.

Ken, Peter G.W. (1996), Guia Gerencial para a Tecnologia da Informacgao, Rio de Janeiro,
Editora Campus.

Lee, Kelley (1996), Global Telecommunications Regulations: A Political Economy
Perspective, London, Pinter.

Majluf, Luis Abugattas. “Liberalizacién del Comercio de Servicios”, Buenos Aires, Brief N°
9 LATN, March 2000.

Mansell, R. and Wehn, U. (eds) (1998), Knowledge Societies: Information Technology for
Sustainable Development. The United Nations, Oxford University Press

Manseli, Robin (1993), The New Telecommunications: a Political Economy of Network
Evolution, London, SAGE Pubilications.

Nellis, John (1997), “‘Competition and Privatization: Ownership Should not Matter - But it
Does",Presentation / Competitive Policy and Economic Reform Seminar, Rio de Janeiro,
Brazil - 10-13 July.

Pogorel, G. (1994), Global Telecommunications Strategies and Technological Changes,
North Holland.

Proshnik, V, "Information Technology in Developing Countries’, A Newsletter of IFIP
Working Group, Vol.8, No.1, January 1998.

Stephenson, Sherry M. (1998), Approaches to Services Liberalization by Developing
Countries, Washington DC, Organization of American States. (Mimeo).

Szapiro, Marina (1999), Capacitagdo Tecnoldgica nas Telecomunicagdes no Brasil:
Desenvolvimento e Impactos da Reestruturagdo do Setor, Instituto de Economia, UFRJ,
Tese de Mestrado.

Tigre, Paulo (1999b), "Comércio Eletrbnico e Globalizagdo: Desafios para o Brasil’, in
Lastres, H. e Albagli, S. (orgs.), Informagdo e Globalizacdo na Era do Conhecimento, Rio
de Janeiro, Editora Campus.

Tigre, Paulo et al (1999a), "Brazil Meets the Global Challenge: IT Policy in a Post-
Liberalization Environment’, Instituto de Economia, UFRJ, Serie Documentos n.30.

Tigre, Paulo, (1992), "Current Dilemmas and Future Options for Informatics Policy”, in
Evans, P.,, Frischtak, C. and Tigre, P. (eds), High Technology and Third World
Industrialization: Brazilian Computer Policy in Comparative Perspective, Berkeley, CA:
IAS/University of California at Berkeley.

Vogel, Steven K. (1996), "International Games with National Rules: Competition for
Comparative Regulatory Advantage in Telecommunications and Financial Services", BRIE
Working Paper 88.

Welfens, Paul (1997), "Telecommunications in Systemic Transformation: Theoretical Issues
and Policy Options”, in Welfens, Paul and Yarrow, G. (eds), Telecommunications and
Energy in Systemic Transformation, Berlin, Springer.




The Latin American Trade Network (LATN) began its activities in April
1998, with the support of the International Development Research anrre
(IDRC) from Canada.

LATN is a network gathering scholars, academic institutions and interna-
tional arganizations. Its main objectives are:

* To analyze the ongoing changes in international trade relations in
response to the expansion of the trade agenda, the diversification of the
negotiation fora and the growth of new coalitions

= To support the process of agenda-building and policy formulation in
Latin American countries in light of the new trends of the international
trade system

* To promote professional development and research capabilities in Latin
American countries

* To strengthen institutional links and cooperation among the partici-
pating institutions with the aim of sustaining the long-term goals of
the network
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Facultad Latinoamericana de Ciencias Sociales
Ayacucho 551 - (1026) Buenos Aires, Argentina
E-mail: rril@sinectis.com.ar
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