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Abstract

The Howard Coalition Federal Government has passed legislation to privatise one third
of Australia's national phone carrier Teistra. There are many issues associated with the
sale of such a large publicly owned organisation. Furthermore the Prime Minister, John
Howard is on the record as saying the full privatisation of Telsira in the longer term is
desirable.

The following analysis briefly considers global privatisation trends and the economic
theory underpinning those trends. An analysis of the advantages and disadvantages of
privatisation is presented.

This paper briefly looks at the implications for Australia and its citizens and businesses
of the one third sale of Telsira. The primary purpose of this paper however is to
consider the advantages and disadvantages of a possible future sale of the renlaining
two thirds of Telsira. This is being done in order to see whether a fully privatised
Telsira would be a net benefit to Australia.

The analysis of the full privatisation of Telsira includes social and economic factors. In
order to aid this analysis a case study of the British experience of privatising its national
phone carrier has been reviewed. Also, general lessons learnt by other overseas
telecommunication privatisation experiences have been outlined. The Senate report into
the one third sale has been reviewed and the recommendations of both the majority and

government minority reports considered. The reasons for considering the Senate reports

into the one third sale was in order to see if the issues canvassed by the Senate were
relevant to helping predict the likely outconies of the possible future sale of the other
two thirds of Tel,vira.

This paper also considers other important issues related to the full sale of Telsira, such
as issues associated with the level of foreign ownership and control, legal issues and
industry and development and research considerations.

Conclusions have been drawn on the basis of the research and the recommendations
made do support the full privatisation of Te/sira but with reservations.

The findings of this paper are that a fully privatised Teisira can benefit Australia if strict
regulation and competition policy is enacted and enforced by the government.

Chapter /

Introduction
Australia's national phone carrier, Teistra, is destined for change. At present, Telsira is
100% owned by the Australian public sector and accounts for just o'ver 2% of national
Gross Domestic Product. It has total assets valued at $AUD24.4 billion and its annual
revenue is in excess of $AUD15 billion. Teistra is currently one of Australia's largest
taxpayers (at over $AEJD I .1 billion in 1995 96)1 . When the Howard Coalition
-

Government won office in March 1996, an aspect of their election platform had been to
sell one third of Telsira as a way of funding an environmental package. This legislation
has been passed and the one third sale of Telsira will take place in the near future. This
paper will analyse the economic and social advantages and disadvantages of the full sale
of Telsira for Australia.

The reasons for the full privatisation of Te/sira can be broken into three distinct areas.
They are: (I) The trend to privatise government owned organisations worldwide
(microeconomic reform) (2) New technological developments in telecommunications
and (3) Economic and ideological considerations for the Australian government.

In the 1990s,
privatisation has taken on great ideological significance as a political,
economic and financial strategy to reform not only the Australian economy but
economies worldwide. The relationship between the private and public sector has been
increasingly the focus of world governments as they attempt to carry out microeconomic reform as a way of trying to tackle some of the economic and social problems
that their respective economies and countries are facing. 2

The suggested outcomes or effects of privatisation have become part of an increasingly
unassailable doctrine now widespread in government policy areas academic circles
,

and the general community. In many instances privatisation may actually be carried out
for political purposes which have little to do with apparent financial benefits to the
public sector or increasing efficiency.3

2

Alston: 1997: 3
Collyer: 1995
Collyer: 1995
3

• Worldwide trends to privatise

This trend has been not only an Australian phenomena but has been happening all over
the industrialised world. A report published by the World Bank (1992) entitled
'Prjvaliva/jon: The lessons of experience' found that close to 7,000 enterprises have been
privatised worldwide since the early 1980s.4

Privatisation of telecommunication carriers has been growing at an ever increasing rate
after the privatisation of British Telecom in 1984. Below is buta few of the countries
that have or are soon to fully or partly privatise their respective national phone carriers.
This list is by no means exhaustive and the number of countries privatising their phone
carriers is increasing all the time.

1990: Malaysia, Argentina, Mexico, Peru
1991: Venezuela, Estonia
1992: Puerto Rico, Lithuania, Ukraine
1993: Latvia, Korea, Israel, Singapore
1 994: Kuwait, Pakistan, 1-lungary, Turkey, Czech Republic
1995:1ndonesia, Thailand, Colombia, Cote d'lvoire, Taiwan. Panama
1996:13razil, Nigeria, Paraguay, Poland
1997: Ecuador, Madagascar, Guinea, Russia
Longer Term: Morocco, Bangladesh, Nicaragua, Uruguay, Bulgaria, Romania, India5

• Technological developments in telecommunications

The trend to privatise the telecommunications industry has been driven by technological
developments. Prior to the development of semiconductors and printed circuit
technologies, the economic rationale for a monopolistic telecommunications industry
structure had been substantial. Because of the capital-intensive nature of the industry,
telecommunications systems have high start-up costs, and thus significant harriers to

Kikeri: 1992: 22
Adams: 1993: 5-6

4

entry. Duplicate systems in single geographical areas were inefficient. Competition
among parallel providers meant stronger entities would force weaker ones out of
business, enabling survivors to reap monopolistic profits (see diagram I page 21)
Major operational economies of scale reinforced the monopolistic structure of the
industry. The marginal cost of installing and operating each additional telephone hookup was minimal, and as the number of system subscribers increased and facilities
expanded, the average cost of running each element of the entire system declined
continuously, until a telecommunications company could begin to extract healthy
profits.
Starting in the 1970s,
innovation in electronics acceierated progress in semiconductor
technology was rapid, particularly with respect to the development of integrated circuits
and their large-scale applications. This had a major impact, not just on the capabilities
and operational characteristics of telecommunications systems, but on their economic
and financial underpinnings and the dynamics and structure of the markets in which they
operated. Less expensive technologies were paving the way for a transformation of the
industry's prevailing organisational and financial structure.
Changing economics (the lowering of the barriers to entry) and expanding capabilities
allowed for competition among service operators in a single network. A monopoly could
be maintained in the actual physical infrastructure, but new services could be provided
by complementary and competing firms attaching computer nodes to allow subscribers
to communicate over the existing telecommunication system circuits. Mobile
technology revolutionised access and reduced drairiatically the labour costs involved in
installation. In Europe, for example, building local cable networks can cost over $5,000
per subscriber, the implementation of mobile telephone networks cuts that cost by
approximately one-half. Mobile networks can thus compete with established cable
systems.
With barriers to entry falling and economies of scale shrinking, new firms were able to
enter the market with less capital and less risk. Greater competition has allowed rates to

he determined increasingly by markets rather than by regulatory authorities. At the same
time, telecommunications are evolving in such a way that many newer services
including cellular, paging. data communications and value-added services, as well as
long distance--no longer fall neatly within the boundaries of a natural monopoly.
The changing telecommunications market provides increasing room for private
participation. Increasingly, private firms have been called in to finance
telecommunication development, channel important technical and managerial resources
into the sector and develop new services and capabilities outside of or in competition
with the public network.6
• The Australian

situation

The decision to begin the privatisation of Teistra by electing initially to sell one third
was taken after the Howard Coalition won government in 1996. It has also been
publicly acknowledged that the government supports an in principle sale of the
remaining portion of Telsira in the future. Senator Richard Alston, Minister for
Communication, when asked about the prospects of selling off more than one third of
Telsira, indicated that in his view, "not

only was it

inevitable, but highly desirable.... if

you are asking me in principle do 1 have any Ob/CC(iOflS to going further, the answer is

clearly 'no'.
The Senate Inquiry into the partial privatisation of Telsira noted also that, "None of the
witnesses who argued in favour of partial privalisalion at Telsira denied that their final
(hf!

W(1.V

full /)riVaiisaliofl ".

"Adams: 1993: 7-9
Dancer, 1996
S'ena(c' Reference C'om,nihlec': /990: 3

Literature review

The following review of the relevant literature aims to examine a number of areas which
have contributed to the debate which surrounds the privatisation of Telsira. First, it has
been decided to consider the economic concept of privatisation and to see whether the
theories support the plans to sell Telsira. The review will then consider some examples
of privatisation which might be relevant to the sale of Te/sira. It has been decided that
sonic consideration needs to he given to how other Australian government owned
-

instrumentalities have responded to privatisation. It has also been decided to examine
sonic other examples of the privatisation of telecommunication industries by other,
similar governments. In particular, the privatisation of British Telecom in the United
Kingdom in the early 1980s
is often cited as a possible similar case to the privatisation
of Telsira

that hypothesis will he examined by considering sonic of the literature

which exists regarding British Telecom.

A brief history of telecommunications in Australia is also included in this review in
order to establish the historical context of Telsira and to determine the role of Telsira in
the Australian community prior to the proposed sale. The review is concluded with an
examination of sonic of the particular issues which surround the sale of Tel,rira. These
issues will then he analysed in the discussion which comprises the final chapter of this
thesis.

Privatisation
Privatisation could be described as the "introduction into the public sector of conditions
which typify the private sector." 9 Privatisation, however, can be understood to be a
much broader policy than this brief definition suggests.

Wiltshire (1987) argues that there is no one definition of privatisatiorl:

It becomes readily apparent... that there is no commonly agreed definition of
privatisation. It is an all embracing term for several actions, all of which shift
activity from the so-called 'public' sector to the 'private' sector.1°

It has been argued by Vickers et al (1988) that

Privatisation enhances econoniic efficiency if it sharpens corporate incentives to
cut costs and set prices in line with costs. But .the achievement of efficiency
. .

improvements depends crucially upon the framework of competition and
regulation in which the privatised firm is to operate.

For example, the government owned businesses privatised by the Hawke and Keating
Labour Governments in the 1980s
and early 1990s
were all in industries where there
was competition. However, there are different iniplications for the sale of Telsira
because Te/sira belongs to an industry which traditionally has enjoyed very limited (or

q

Swan: 1998: 2
Wiltshire: 1987:19
Vickers: 1988
8

no) competition within the context of the Australian market. The impact of deregulation
on the industry is still an unknown quantity because it is in its infancy.

A World Bank report of 199212 discusses that since the early 1980s, almost 7000
enterprises have been privatised worldwide. It is, however, the case that the vast
majority of these enterprises have been situated in non-OECD countries or in countries
which were undergoing significant economic changes.

Examples of privatisation of telecommunication companies

One of the reasons for seeking examples from the privatisation of other

telecommunication companies is that these examples might identify similarities in the
process which have relevance to the Telsira example. However, there will also be
significant differences which are brought about by the individual circumstances.
For example, Vickers (1988)13 characterises the initial move towards the privatisation

of British Telecom almost two decades ago in the following way:

The importance that privatisation came to have in the economic policies of Mrs
Thatcher's government could not have been foreseen at the time of her election
victory in May 1979.

The reasons why the privatisation of British Telecom by the Thatcher government took
on this level of importance among her economic policies might not have any bearing on

2

Kikeri: 1992: 22-25
Vickers: 1988: 155

9

the ways privatisation of Telsira will operate in Australia but it is relevant to study this
example in order to learn from possible similarities.

The privatisation of British Telecom is also considered significant in the Australian
debate:

Many advocates of the privatisation of Telsira point to the examples of the
privatisation of British Telecom as an example of a privatisation of a
telecommunications carrier in an industrial nation that produced benefits to
consumers. 14

However, while the lessons from British Telecom indicate that rapid technological
changes reduce the costs in telecommunications, it is greater competition and
deregulation which has a great effect on cost not just achange of ownership.

It is also the case that one of the reasons why Telsira can be considered to be different
from other cases of privatisation both in Australia and overseas is that Telsira is not a
burden on the Federal budget but returns it a healthy profit.

Information I History regarding Teistra

While the Australian domestic telecommunications system has not long been known by
the name of Telsira. it does have a long history of government ownership.

'

Vickers: 1988: 5 I
10

In 1901, the Postmaster General's Department was established to manage all domestic
telephone, telegraph and postal services. In 1946,
it was also necessary to establish
OTC, the overseas telecommunication commission to manage Australia's international
telecommunications.

This arrangement lasted until 1975 when the Postmaster General's Department was
divided into Australia Post and Telecom Australia. A merger of the domestic and
international arms of telecommunication occurred in 1992, when the Australian and
Overseas Telecommunication Corporation was formed.

In 1993, the name Telstra was recognised as the legal corporate naiiie of Australia's
telecommunications industry. In late 1996, the bill which would allow the partial
privatisation of Telsira was passed by the Senate. (Senate Reference Committee: 1997)

.

Particulars about the proposed sale of Telsira

The reasons for proposing the partial privatisation of Telsira should also be considered.
As mentioned earlier, Teistra is not in the mould of other government owned
instrumentalities and companies who are unable to or unsuccessful at running a
profitable business and therefore are a net drain on the government. Teistra has been a
profitable organisation for the government, returning gross and net tax profits of
substantial amounts. There is a line of argument that suggests that the Howard
Coalition government is keen to sell Telsira simply because this government is a nongovernment ownership government rather than being considered in terms of its business
merits.

However, during the 1996 Federal election campaign, Howard's Liberal (then)
opposition made an election promise to support significant contributions to the
Australian environment. This election promise was to be funded from the partial
privatisation of Telsira.

In accordance with the provisions of the Bill, five environment 'projects'
(including research, policy and audit) would be funded over the five year period
1996/97

-

2000/0I.'

It has been proposed that one billion dollars of the expected eight billion dollars raised
from the partial sale of Teltra will go to the Natural Herilagc Trust ofAusiralia while a
further three hundred million dollars would be invested and used for environmental and
natural resource management projects.

It is this particular aspect of the partial sale of Teistra which provides an interesting
dimension to the debate and could be said to lead to some possible confusion over the
issues of privatisation and environmental responsibility. By linking one (the partial sale
of Telsira) with the other (the environment fund) it has complicated the issues about
whether Telsira should be sold by indicating that something which the majority of
Australians would think was worthwhile (supporting the environment) was only
possible if the government could partially privatise Telsira.

This linking of what should be considered to be unrelated issues has added to confusion

5

Senale Referenee

Comm/i/ce: /996
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over the part privatisation of Teistra because it has limited the debate and moved it
away from possible economic considerations. It is also the case that the environment is
worth support of itself without linking this to a revenue generation through the partial
sale.

In line with this any future arguments regarding the privatisation of the remaining two
thirds of Telsira are likely to also he linked with popular government spending
programs. By doing this the government of the day can effectively 'muddy the water' so
to speak and increase the popular support for further privatisation of Telsira in the future.

A later section of this thesis, the discussion of the findings, will consider the above
issues in greater detail.

Methodology
The main purpose of this research paper is to consider the likely advantages and/or
disadvantages of a future total sale of Telsira. However, at this stage, the full sale of
Telsira is a theoretical possibility (although one supported by the current government).
In researching the possible total sale of Telsira an extensive literature review on the
areas of privatisation and communication systems was undertaken. As the privatisation
of the nation's telecommunications carrier is new political and economic ground in
Australia, it has been important to draw on data available from other countries. This has
provided a broad overview of the ways other countries have made decisions about

13

telecommunications industries to see if there are relevant details to Australia and
Telsira's circumstances in their actions and policies. The only Australian data which is
directly related to the issue of full privatisation of Telsiru is from the initial one third
sale

In order to consider both the relevant Australian material relating to the one-third sale
and the experience of other countries which have fully privatised telecommunications
carriers, an extensive literature review has been the primary methodology employed by
this research. This methodological decision is supported by Davis (1996)I 6

we must adapt and modify our research paradigms so as to obtain the bestquality information possible

..

international examples and issues are integrated

It was relevant to examine the theories of privatisation and to consider the way both
other industries have responded to being privatised and the way other countries have
privatised their telecommunication industries. It was also important to examine the
economic theories which underpin privatisation to establish whether this is the most
appropriate way to deal with Telsira. Relevant statistical data has been included where
appropriate.

Research on Telsira was undertaken. consulting a number of sites on the Internet,
including the niain policy statements of each of the major Australian political parties,
and consulting several reports, including the recent Senate report into the sale of Telsira.

16

Davis: 1996: 13
14

It was important to establish the positions of the major political parties on the partial
sale of Telsira because their positions have contributed to the debate surrounding this
issue. It was also an issue which was raised in the 1996 general election and theretre
could have contributed to the mandate with which representatives were elected.

The recent Senate report into the partial sale of Te/sira17 , also identifies many of the
issues which are relevant to the full sale of Telslra and examines expressions of interest
submitted to the Senate committee and tries to address the issues raised in this way by
members of the public. (It is interesting to note that this report contains a dissenting
government members' report, whose findings contravene the findings of the majority of
the committee

-

this point also needs examination). Many of the submissions and

findings of the Senate committee can be extrapolated out in order to consider the likely
advantages and disadvantages of the much more significant issue of privatisation of the
remaining two thirds of Teistra.

These are the major reasons for the inclusion of the materials which have been selected
for use in this report. By selecting these materials, it is possible for the reader to gain an
understanding of the main points of privatisation; the main issues which have
surrounded the privatisation of telecommunication companies in other countries; and the
main expressions of interest from a variety of parties regarding the issues which
surround the partial sale of Telsira.

This method of selecting relevant secondary sources is supported by Davis (1996)18

7

'

Senaie Reference (o,,uni/lee: 1996

Davis: 1996: 59-68

15

who suggests that while a manual search of the literature might be importa
nt, there are

benefits in the use of on-line searches, such as being time saving and having a

greater

range of up-to-date material. As Davis (1 996) indicates:

From the standpoint of thoroughness and efficiency, it is generally desirable to
use some combination of manual and online methods, to ensure that all pertine

nt

information is gathered in the search process.

It is also relevant to note here that, since the policy of the partial privatisation

of Te!sra

has only been canvassed within the community since the election of the Howar

d

Government in March 1996, there has not been much opportunity to publish a

range of

materials on the subject which might be accessible through ordinary, manual search
channels. This is one reason for the intensive use of the internet and online materia

l

when researching the specific aspect of Tclsira in the this topic. The next chapter
will
begin with an examination of the economic theory of privatisation.

16

Chapter 2

Theory of privatisation

-

Advantages and Disadvantages

Australian public enterprises contribute a substantial component to the overall level of
economic activity in Australia. Public enterprises comprise 10% of Gross Domestic
Product (GDP) and 9% of the total labour force is employed by them.'9 Public
enterprises have had an important historical role in the development of Australia (eg the
development of the railway network would never have been carried out if left to private
interests).

Recent trends have seen public enterprises coming under increasing pressure to improve
their performance and decrease costs and charges. Public enterprises have been
included in the blame for a series of large government deficits and government failure to
provide answers to the economic problems facing the country. These criticisms have
seen the theory in favour of microeconomic reform gaining increasing acceptance. This
theory has argued for smaller government and greater reliance on conipetitive markets to
solve the country's problems (eg unemployment).

Those who argue against this type of niicroeconomic reform believe that privatisation
does little other then help resolve short term cash flow problems for a government. It is
argued that it has not been established that privatisation necessitates increased economic
efficiency or cheaper goods and services for the public.20

19

Domberger: 1992: I 65
° Jones: 1994:64
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Economic theory has traditionally taught that the rationale for the ovnership of
enterprises has been for several key reasons. They are: market fail are (markets

public

not

providing desirable goods and services or those goods and services in sufficient

quantity

eg research and development), social objectives (Ic universal telephone services),
commanding heights (owning and operating natural monopolies) and the nation

alisation

of enterprises that were headed for bankruptcy.2 ' The argument for privatisation

then

follows the line that in an overzealous attempt for the government to achieve its

political

and social objectives., it has not concentrated enough on profit maxirnisation and

related

efficiency gains in the public sector.22

Although profit maximisation may not necessarily need to be a primary objective

of

government, many economists and other interested parties argue that the govern
ment
should reduce its role in trying to provide social welfare and social justice and
concentrate on running their businesses efficiently.

The main two problems attributed to public enterprises stem from the allegation

that

they often have unclear and conflicting objectives; and problems caused through

a lack

of competition.

An illustrative example of conflicting objectives is managers who aim to pursue
productive efficiency, which typically means a reduction in employment levels and/or
more demanding working conditions. This conflicts with the resistance from unions
opposed to such reforms and politicians aiming at lowering unemployment. This

'
22

can

Domberger: 1992: 165
Jones: 1994:270
18

lead to political pressure from government for the organisation not

to decrease

employment.23This situation means the public enterprise manager's

hands are tied and

he/she is unable to meet the productivity targets.

The lack of competition is a result of public enterprises operating

in markets where

competitive entry has been strictly limited. This lack of competition,

it is argued, is a

fundamental reason as to why public enterprises do not achieve econo

mic efficiency.24

Economic efficiency or economic profit is a situation where no one
without inaking someone worse off if resources were reallocated,

could be better off

ie it includes the

opportunity costs of the economic decisions made.25 This argum

ent is similar to that

which applies to any monopoly and may be illustrated diagrammat

ically (Diagram I

page 21).

Diagram one shows the situation with a firm that has monopoly power

and is in a

position to make economic profits or in other words generates econo

mic inefficiency.

Profit maximisation for a firm is a situation where marginal revenu

e (MR the rate of
-

change of total revenue with respect to quantity sold. Marginal revenu

e indicates to a

firm how total revenue will change if there is a change in quantity

sold 26) is equal to

marginal cost (MC the rate of change of total cost with respect to
a unit change in total
-

output. Marginal cost indicates to a firm how total costs will chang

e if there is a change

in quantity produced27). For a competitive firm marginal revenue is

Domberger: 1992: 166-167
Domberger: 1992: 46
25
Truett: 1995: 289
26
Truett: 1995: G-5
27
Truett: 1995: G-4
23

24

Ke

equal to average revenue (AR

-

Revenue per unit sold. AR is equal to total revenue

divided by total quantity sold28) For a mono
poly MR is lower than AR. This

is due to

the market power that a monopoly has. A monopol
y can influ

ence either price or

quantity produced.

In order to maxirnise profit, a monopoly will produce
Pm. A competitive firm will produce output Qc and

output level Qm and charge price

charge price Pc. A monopoly is in

a position where it can generate an economic profi

t (profit remaining after all explicit

and implicit costs including normal or average retur
n for the funds inves
-

ted in the

business have been subtracted from total reveriue.
29The econ
-

omic profit is shown by

the area Pc,Pni,A.C). This is because in a competitiv

e industry if the firm did not do this

others would enter the market in response to the exce

ss profits being made. With a

monopoly. barriers to entry stop other firms entering
the

market.

The economic inefficiency given the following mark

et situation is shown by the area

A.B.C. This area is the efficiency loss or the dead
weig

ht loss. Consumers would be

paying a higher price (Pm not Pc) than would be offer

ed in a competitive market.

Society would also have a lower level of output (Qm

not Qc) than would be produced in

a competitive market.3°

29

'
'

1ruett: 1995: G- I
Truelt: 1995: 289
Truett: 1995: 286-300. 362-384
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Diagram 1: Profit maximisation : Comparison of competitiv
e and monopolist

ic

market situation:3'

4k
V

1~
1

Pm

Pc

rAR

DI
9

MC=Margina1 Cost
Dor AR Demand or Average Revenue
MR Marginal Rvenu
$ Price per unit
Q Quantity produced
Pm Price charged per unit by monopoly
Pc Price charged per unit by competitive firm
Qm Quantity of output for monopoly
Qc Quantity of output for competitive firm
'=

=

=

=

=

=

=

The area AJP B,C represents the 'dead weight loss' or efficiency loss that a
profit
maxinüsing monopoly will create. This is due to the monopoly charging price
Pm and
producing quantity Qrn whereas a competitive finn will charge price Pc and produ
ce
quantity Qc. Changing from output level Qm to Qc will see society gain overa 32
ll.

31
32

Swami: 1988:53
Swann: 1988:53
21

If however Telsiru is in a natural monopoly then diagra
m 2 shows the inefficiency and
economic profit that results from this situation.33
Diagram 2

Natural Monopoly
$
ATC = Average Total Cost
Economic Profit
Dead weight loss
= Price charged by monopoly

c ø

IMSOUVI
0

MR

D

As shown on the above diagram the theoretical ideal allocation for
this market would be to produce
quantity Q** (where MC = D), and to sell it at MC which here is equal
to M. By contrast, the
single-price monopoly produces only
Q * and sells it at P* This gives thefirm an economic prq fit
ofX and results in a loss of consumer surplus or dead weight loss
ofS

13

Frank: 1991:399
22

The above inefficiency is further compounded by the fact that there is little pressure or
incentive in large bureaucracy to reduce waste and therefore improve efficiency. A
public enterprise might be profitable but not achieve economic efficiency or economic
profit. If this is the case then citizens are worse off than they need to be. If the public
enterprise is in a natural monopoly position then there may also be an absence of a
bankruptcy constraint (the ability of a firm to go bankrupt) on the organisation.34

Thus If the background to the privatisation debate is to be summarised it would look like
this
•

Governments grew in the 1960s
and 70s but were unable to provide solutions and
the additional costs to taxpayers were resented.

•

Governments reassessed their operations, including the performance of
bureaucracies by establishing a number of enquiries.
Reports from these enquiries..., blamed the dead hand of bureaucracy, especially the
poor performance of bureaucracies and the daily annoyances of irksome restrictions,
cumbersome red tape, unpleasant officials, poor service and corrupt practices.
Governments developed programs and approaches to rectify some of the problems
identified. The approaches have invariably included corporatisation,
comnierc I al isation, and privatisation.

Corporatisation involves the establishment of corporations or business units to enable
public bodies to operate commercially.

Domberger: 1992:
46
23

Commercialisation is the greater reliance of market disciplines to determine what goods
and services are provided by an organisation. This is based on the assumptions that:
management concepts, methods and techniques that have withstood the test of the
market can and should be employed in delivering government services; benefits in terms
of efficiency and effectiveness in exposing public sector activities to market pressures
and using markets to serve public purposes. Coinmercialisation may include any
strategies used in government including improving management accounting, providing
common services on a repayment basis within government, charging for services
provided to external customers, contracting out the production of services, buying in
skills (including management) establishing pricing policies which reflect market
realities and other entrepeneurship activities.35

Privatisation is about achieving increased (allocative and productive) efficiency through
an enlargement of the private sector.36

There are four types of privatisation:
Denationalisation or the selling of part or whole of government activities to the
private sector eg Commonwealth Bank, Australian Airlines. In this situation
privatisation equals ownership.
User pays where services are rationed on a commercial basis rather than budget
funded. Many of Telsira's growth areas ie Internet access, are sold on this basis. This
means that customers are excluded if they cannot or will not pay ie privatisation equals
sources of revenue for the purchase of government goods and services.

5 iones: 1996
'
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3. Liberalisation or deregulation of government monopolies eg Optus/Telsira, building
approval at local government level, vehicle inspection etc. ie privatisation equals
reducing government monopolies.
4.Contracting out or the private provision of public services. It usually involves the
process of competitive tendering or market testing to allow private sector bodies to bid
against the public bodies. Criteria for selection are drawn up and the government
determines which organisation will get the contract on the basis of factors such as cost,
quality, experience etc. Privatisation equals which organisation actually delivers the
services (public or private).

The last three can be distinguished from denationalisation in that they do not necessarily
signal an end to public sector control as government generally retains decision-making
power over what is produced and provides the necessary resources for producing it.
User pays may also be distinguished in that there is generally no involvement of other
organisations (private or quasi-private) in delivering what was hitherto only offered by
the public sector.37

The arguments that claim public enterprises are failing in their attempts to reach
economic efficiency then put the case for microecononiic reform. Microeconomic
reform can be divided into two distinct categories. Firstly, structural reform
contemplates changes to the environment of decision making that induce decisions
leading to greater efficiency. These may be further broken down into two broad
categories, ie changes to the regulatory or competitive environment external to the firm,

7
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and changes to incentives within the enterprise. These are respectively privatisation and
corporatisation, both which aim to maximise profit.38 Secondly, non structural refom- s
are those that do not alter the decision making environment or incentives. These may
include measures such as one-off managerial changes.39

The objectives and benefits of privatisation can he best understood in the light of an
examination of the origins and nature of the public sector. Essentially those in favour of
privatisation argue that the public sector is currently being used for new purposes for
which it was not originally intended and is not ideally suited. This argument follows the
lines that market forces cause private companies to update and compete in the most
efficient manner or they will go out of business. It implies that private enterprise is
dynamic and responsive to the market place. Alternately, the public sector with its rigid
bureaucratic processes has numerous obstacles which prevent it from adopting to a
changing marketplace eg the inability to sack staff.

This argument is supported by the fact that only 30% (1987) of Federal government
employees are engaged in traditional public service functions, such as policy advice and
implementation, tax collection, the armed forces and law enforcement. Thus 70% of
federal employees are engaged in trading activities such as in the case with

Tel.sIra;

or in

major processing operations such as paying pensions and health rebates; or in service
functions such as running airports. The fact that public sector managers are ultimately
responsible, through parliament, to the taxpayer means they are subject to political
controls and therefore to interference in their vital management functions.4°

Forsyth: 1992a: 16
° Forsyth: I 992b: 19
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Privatisation. in theory should stimulate greater efficiency. The efficiency gains
originate from two sources, these being: clear objectives and bankruptcy constraints.4 '
What is meant by this is that profit maximisationis the only objective of private firms,
and therefore they are free from obtaining social objectives. This means that they are
not hampered by a multiple objective agenda.42 Additionally, private firms are subject
to bankruptcy constraints which are viewed as crucial, because chronic
underperformance leads not only to bankruptcy, but exposes a firm to takeover.43 This
characteristic gives a private firm a management culture that leads to economic
efficiency. Consequently, there is a view that such a management culture cannot be
mimicked by a public enterprise, due to the absence of the bankruptcy constraint.44

Some of the reasons why public sector enterprises cannot respond to a changing market
situation are as follows. In finance matters public sector managers are often not free to
make important decisions such as the amount of capital they will raise or what they will
charge for their services. Many public sector management practices are also determined
by rules set down by centralised authorities such as the Public Service Board. In
personnel management, management is not free to hire and fire or to pay by
performance and result. With respect to industrial relations, mangers are often not
involved in negotiations and settlements reached between unions and centralised
authorities. Even in marketing, in many cases public sector enterprises may not move
into new products or markets without government approval.

'
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Such controls as those above may be suitable for traditional public sector functions, but
they become major impediments to effective management when there is a business to
run or for large scale operations to be carried out. If bad decisions are made there are
often no clear penalties for managers in the public sector. Public organisations cannot
go broke and public servants can not be fired.

The above can be contrasted with the efficiency gains in the private sector, adjustment
to external forces in the market place. Decisions are taken quickly and individually.
There are millions of decision makers all acting independently. Those who meet
customer demands prosper and those who don't cease to exist. There is a real incentive
to serve the customer. The instinct for survival and the sense of urgency that it
generates can not be reproduced within a public sector enterprise. It should be noted that
these arguments are only true where competition exists.

Privatisation also can give the benefit of ensuring a reduction in the work levels of the
Government overall. The more activities that can be placed in the largely self
regulating, competitive parts of the economy, removed from detailed government
intervention and control, the more overburdened ministers, parliaments and senior
public servants can be released from duties and responsibilities for which they have no
special aptitude.

The other main benefit of privatisation in general is that when a government enterprise
is sold otL the proceeds can be used to reduce public debt or finance important
infrastructure developments, for example railways.45
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In reality, to claim that privatisation as a measure of microeconomic reform will lead to
greater efficiency is difficult to substantiate. An international study conducted by
Doniherger and Piggott (1986) attempting to demonstrate that public sector enterprises
are kss efficient than private ones, generated an inconclusive outcome. Similarly,
Australian evidence appears inconclusive, in one area where there has been
comprehensive research, domestic airlines. In fact, in the twelve studies conducted of
Artsett and Australian Airlines several striking differences emerge in the conclusions.
However, there are two tentative findings that appear, firstly that both operations are
much less efficient than similar North American operations and secondly, that the
private enterprise is somewhat more efficient than public enterprise.4

The only definitive outcome in determining a firm's economic performance appears to
be the presence or absence of competition. Subsequently the evidence suggests that
opening the market up to competition is crucial to promoting improved economic
performance.47 Where competition is not feasible given there is a natural monopoly
structure, then the choice is between a regulated private monopoly or public ownership
and the efficiency issues are questionable.48 Domberger (1985) postulated that changes
in ownership combined with a competitive environment will have significant effects on
performance. This is supported by the significant improvements of British Airways
before and after privatisation in a highly competitive global airline industry and
throughout other industries.49
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In Australia, it should also be noted that there is more motivation at a Federal level than
a State level to increase the level of competition. This is primarily because at State level
increases in competition often lead to a decrease in State government revenue. This is
because when public firms are replaced by private firms their profits become taxable by
the Federal Government, so the States lose revenue.50

The case for privatisation may be summed up by the then Foreign Minister, Mr Bill
Hayden in 1 985: "The resources it (public enterprise) uses belong to the people. The
inoney it uses

comes from the (ax payer. There is no practical or moral validity in

maintaining public enterprises

which waste or risk these resources in doing less well

what the private sector is doing".

h/

The broad arguments against privatisation often reside around equity issues.
Governments have a responsibility to provide some services whether these are profitable
or not. There is a fear that the government will sell off only the profitable enterprises
and spend the money. This will leave the taxpayer with the increased burden of
financing only the nonprofitable areas of activity.

Another concern is that after privatisation only those services which are profitable will
continue to be provided consumers currently supplied with loss making but essential
services will be disenfranchised.52

There are concerns also that governments will underprice the assets it sells. If the

°
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government sells off an asset at less than its market value (as happened with British
Telecom) then the value of public sector net worth will fall. If the savings in public debt
interest associated with privatisation are insufficient to offset the loss to the public
sector of the eaniings of the enterprise concerned, then future taxpayers will have to
hear the increased taxation burden that will result. This would mean that the public has
suffered a loss in terms of the value of the public asset base and associated higher rates
of taxation.53

Thus privatisation can lead to a reduction in public sector net worth and therefore
welfare losses. A documented example of this is the sale of the Commonwealth Bank.
This sale resulted in a reduction of one billion dollars in public sector net worth in 1991,
due to the considerable underpricing. Such transfers from the taxpayers to the
shareholders result in increases of the tax burden on consumers, in order to compensate
for the decrease in public sector net worth.54

It could he argued that the large budget deficit problems faced by the United Kingdom
in the 1990s are a result of the underpricing of its asset sales in the I980s. The effects
that the fiscal illusion of asset sales (using money from asset sales to finance current
expenditure and reduce taxation) have been very serious. The budget deficit of 7.8% of
GDP for Britain in 1993 is an indication of this, ie the money from the asset sales has
been spent and the income that was previously gained from those assets is no longer
coming to the government. If this is true then it would appear that loses due to

5.11
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privatisation have far outweighed any fiscal benefits from the microeconomic reform in
Britain.55

It has also been the case in the past that governments' estimates of what the sale of an
asset will raise and what is actually received for that asset when sold often vary
significantly. This can be illustrated by looking at a diagram which shows the variation
between what the Australian government budgeted for asset sales between 1983-84 to
1995-96 and what was actually received from the sales. The overall conclusion that can
possibly be drawn 11om this data is that the government has only had moderate success
in gaining the expected sale price of assets.
Diagram 3.
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Budgeted & Actual Receipts from Privatisation 1983184 to 1995/96
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A further argument has to do with employment. This argument suggests that
rationalisation of industry under private enterprise will lead to the dramatic loss of
employment. Given the current high rates of unemployment in countries like Australia
there is considerable political pressure against further job losses. Even those jobs which
are not lost may see changes in the terms and conditions of employment that mean
workers in those organisations are worse off.57

Privatisation can also be opposed on the basis of the "selling the family silver"
argument. This argument questions the overall sense in selling off the public asset base
for financing current expenditure. It points out that a government doing this is leaving
future generations in a far more vulnerable position as all profitable assets are sold now
and nothing is left for future generations. This holds true whether the investors are
domestic or international. This argument also includes the 'sovereign risk' argument,
that it will be much more expensive for the government to buy back any of the assets it
sells in the future if that becomes desirable with a change in government

Furthermore, the transfer from the government to shareholders could lead to substantial
foreign ownership, which is not necessarily a favourable outcome. If foreign ownership
reduces the competitiveness of domestic industry, transfers employment overseas by
encouraging the imports of capital or labour, or results in less money being directed into
research and development, then the country could be considered to be worse off.59

The documented examples of sales of telecommunications companies to foreign

Sg
SO

Canton, J.. Competition and Choice
Quiggin: 1985: 27
Wiltshire: 1985: 93

-

The objectives of Privatisalion policy in Abelson: 1987: 20-2 I

33

interests include the sale of British Telecom and New Zealand Telecom, of which
eleven percent and one hundred percent of shares respectively were sold to foreign
interests.60 Foreign corporations can also be considered less likely to act in the national
interest of the country where the asset sale occurred. This is especially true when
competing in new export markets (ie. it is unlikely that a parent company will allow its
new subsidiary to win lucrative foreign tenders when the parent company is bidding on
those tenders itself). Governments may attempt to legislate to ensure that this does not
happen but the effectiveness of such legislation in a world market is questionable.

Some of the literature refutes the advantages of privatisation as being too narrow. The
argument goes. that as well as the main economic objectives of economic growth, full
employment, price stability and improved living standards the government has other
equally important objectives, such as: security, freedom, justice and leisure of the
people it serves. Those who support this belief argue that any privatisation debate must
take into consideration how privatising a government function or business will affect the
above. It is argued that it is not appropriate to only consider economic factors.6'

The above loss can he illustrated with the British Telecom sale, where reduction in
quality of services offered did occur with privatisation. Once privatised, British
Telecom reduced loss-making community service obligations such as the provision of
public telephones.62

A study entitled Welfare Consequences at selling public enterprises. An empirical

"
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Analvis (1994), summarises the welfare consequences of twelve firms referred to in
the World Bank report. Privaiisaiion:

The

lessons of experience.

The firms were in Chile, Malaysia, Mexico and three in the United Kingdom (these
cases included three telecommunications firms, four airlines, two electricity companies,
a lottery company, a port and a transportation company). The summary found that
welfare gains were hard to quantify and were more notable with previously poorly run
State Owned Enterprises in developing countries.63

In relation to the sale of British Telecom the report concluded that not much has
changed as a result of divestiture. The main winners were private buyers who saw their
share prices increase but the average residential consumer was quite possibly a net loser
from the sale. The report goes on to say that there was a significant decline in the
quality of service for several years following the sale. This decline was only halted with
the reimposition of regulation. 4

The report also found that the sale of the Chilean telecommunications carrier (Telefonos
de Chile) had also led to a decline in services. It found 'The proportion of completed
calls has declined,

sale

'

that of busy signals have increased' 65 In relation to Mexico and the

Telefonas de Mexico', the report found that losses to the consumer had

amounted to $USD 33 billion. These losses were the result of increases in charges for
services provided coupled with a reduction in previous loss making services. It was

Galal et al: 1984: 550
Galal Ct al: 1984: 79,95,99 and 530
Galal ci al: 1984: 278
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found that the biggest disadvantage and losses were experienced by those consumers not
based in major cities.

66

The report concluded that five of the twelve cases resulted in overall losses to
consumers, and in three cases the losses were substantial. The report also noted those
losses affected people in the country to a far greater degree than city areas.67

If this is considered in light of the present cross subsidy regime provided by Telsira,
then potential costs to rural Australia are likely to be much higher than those borne by
people in the city. The current rates of cross subsidisation by Telsira can be shown by
looking at telecommunications cross subsidy in each Federal electorate in 1994/95
(Only South Australia and the Northern Territory have been included for the purpose of
this illustration).

'
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Table I: Telecommunications cross subsidy in each federal electorate (Soutti
Australia and Northern Territory) 1994/956

As can be seen by the above table if a private organisation was simply to try and
maximise profit without any form of regulation it is likely that provision of services to
non profit making areas of Australia would cease. For example in the Northern
Territory (NT) consumers would have to be charged the extra $9,624,695 in order to
maintain the same level of services if these services were being provided by a non
regulated profit making organisation.
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The theoretical arguments in favour of privatisation are very convincing. It would
appear that privatisation can achieve desirable outcomes as long as it is combined with
appropriate competition policy and protection of those that would be disadvantaged by
private business providing the services previously supplied by the government. If
government does not adequately protect individuals with compensating legislation then
the arguments in favour of privatisation are much less convincing.

Case study- British Telecom (BT)

In order to try and predict the likely advantages and disadvantages of the full sale of
Telsira it is useful to examine what has occurred in other countries which have

privatised their telecommunications companies. The first country to go down this path
was Great Britain in 1984. Given now that British Telecom (BT) has had over twelve
years operating as a private company it can be studied in order to evaluate the effects on
Britain and British citizens.

The privatisation of BT in 1984 was a pivotal event in the history of privatisation. The
decision to privatise BT represented a radical break with the past. This privatisation was
the beginning of a move that would see the worldwide trend for governments to seek to
withdraw entirely from the production and sale of goods and services.69

Privatisation of BT was sold to the British public on the basis that privatisation would
promote competition and increase efficiency. That competition was the best way to

Quiggin: 1985:33
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ensure that goods and services desired by customers are provided at the lowest cost.
Giving customers freedom of choice enables market forces to provide sustained pressure

on companies to increase efficiency. But the government did not wish to confine the
benefits of privatisation to businesses in competitive areas of the economy.
Privatisation was therefore being extended to 'natural monopolies' where competition
was considered to be either unworkable or very limited in scope. To the extent
necessary, regulatory arrangements would be used to take the place of the market in
holding down prices and ensuring goods and services for the consumer.10

When organising the sale of BT the Department of Trade and Industry outlined the three
main objectives it was trying to achieve as: I) securing successful transfer of the
company to the private sector 2) maximisation of net sale proceeds; and 3) achievement
of widespread share ownership with a substantial take up of shares by employees.7 '

The sale of BT also introduced a new regulatory method for monopolies. That was, a
price cap that was set at the Retail Price Index (RPI) minus a percentage. The first price
cap for BT was considered fairly generous as it was seen as an attempt to rnaximise the
sale price rather than put a substantial amount of pressure on the privatised organisation
to improve efficiency.72

Some of the literature argues that BT was sold at too cheap a price (live to ten billion
pounds undervalued). The fact that the share issue was oversubscribed and share prices
increased as soon as shares were sold supports this view. If this view is accepted then

'
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an initial cost of privatisation of BT was a reduction in public sector net worth of five to
ten billion pounds (the difference between the total value of public sector net assets
before and after the sale).73

Many of those in favour of the privatisation of TeLs'tra point to the British example,
where the privatisation of a telecommunications carrier in an industrialised nation
produced benefits to consumers.74 There are others who use BT as an example of how
privatisation on its own does little to improve efficiency or costs to consumers.

Those who support privatisation as a measure of microeconomic reform point to
evidence that in the United Kingdom the cost of business calls has been reduced by half
and the cost to residential consumers by around twenty percent since privatisation in
1984. 75

The gains made by a privatised British Telecom can be illustrated by looking at the price
movements and OECD price rank for Australia, New Zealand and the United Kingdom
in both 1992 and 1994 (New Zealand Telecom was privatised in the early I 990s).
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Table 2: Price movements and OECD price rank for Australia, New Zealand and
the United Kingdom, 1992 and 199476

British Telecom, is the longest standing privatised utility in Britain and a study of that
organisation can be used to view the results of privatising a national telecommunications
carrier.

A history of British Telecom since privatisation may be briefly outlined as follows:
1984 Partly privatised (51%) under Margaret Thatche?s conservative government.
-

Millions of small investors buy into BT.
. 1985

-

BT faces first serious competitive challenge in the UK with the launch of

Cable&Wireless plc's (CW.L)Mercury Communications.
. 1991

-

The government sells off the remaining forty nine percent of its share in

British Telecom.77
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British Telecom was successfully privatised in 1984 in a share issue that was heavily
oversubscribed (demand for shares was greater than the amount of shares for sale).
Immediately after the offering, British Telecom's shares started to appreciate and have
performed well ever since, as the privatised company has reorganised, down-sized, been
made more efficient and allowed to compete in an opened up market.78

The British Government early in the privatisation process subjected newly privatised
utilities (such as BT) to a regulatory regime with two main elements. The regime was
designed to substitute for competition (ie to try to emulate the efficiency gains that
would occur if a competitive market existed) by encouraging the regulated firm to
operate efficiently, and to promote competition wherever possible. The regulatory
regime (Oftel

-

Office of Telecommunications Regulation) adopted price capping (rather

than rate-of-return regulation) to limit the exercise of monopoly power and
simultaneously sought to stimulate entry.79

This regime was based in part on the British government's view by the 1980s that
technical advances (fibre optics, for example) had weakened traditional arguments for
limiting entries in industries once thought to be natural monopolies. Therefore a key
feature of post-privatisation regulation has been regulatory agency's assumption of
antitrust responsibilities. Oftel has the responsibility for encouraging competition in the
telecommunications industry. 80

There were considerable concerns in Britain at the time that BT was to be privatised that
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Oftel would become the captive of the industry itself rather than acting in the interests
of the public. Some of the literature points to America as an example of where this was
alleged to have happened!H Whether or not this did happen can be examined through
the use of an event study. An event study would consider major regulatory moves by
Oftel and the effects that these have had on BT's overall profitability and performance.

One way to test if a regulatory regime has been successful in ensuring efficiency in a
privatised near monopoly like BT is to use an event study as a framework to compare
the stock market returns of that organisation with a comparable sample of firms not
affected by regulation. Abnormally high returns could indicate that the regulated
industry was influencing the regulatory environment in their favour. This would be
indicated if returns could be associated statistically with changes in the regulatory
environment (regulatory events).

In the event study of BT's post-privatisation performance, the company's average daily
returns turned out not to be significantly higher than the market index. This would
indicate that the regulatory environment was not being manipulated by BT or in BT's
interests.

There is some evidence that post-privatisation regulation has checked monopoly power.
One example of the pro competitive stance adopted by Oftel was the decision in 1985 to
grant BT's only serious competitor, Mercury Communications, the right to interconnect
with BT's local networks at advantageous access prices. The impact of post-

"
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privatisation regulation has not been uniform, however. For example, BT benefited
from the duopoly policy that limited its potential competitors to Mercury until 1990.
The event study also examined the effects of particular regulatory events by isolating the
impact of the Government and Oftel decisions relating to telecommunications during
1984 to 1994. The event study showed few statistically significant regulatory events
affecting BT over the post- pri vati sati on period: of seventy-five identifiable regulatory
events, only twelve were significant. Furthermore, within the group of significant
regulatory events some were more robustly significant than others (as measured by
standard statistical tests). Significance refers to statistic significance, that is, the
association could not have been generated by chance. Similarly, robustly significant
means that the significance is maintained throughout different formulations of the
economic model used in the event study.

Oftel's interconnection ruling in October 1985, which set low interconnection charges
for Mercury, showed a robust negative effect on BT's returns. Another significant
result that accords with expectations relates to the ending of the duopoly policy in 1990.
Although it was always known that the policy would end, press reports that its end was
imminent in the period just before publication by the UK Government of a consultative
paper, 'Competition and Choice' produced a significant negative effect. The publication
of the paper in 1990 produced a robustly significant positive effect on BT's returns that
can he interpreted as reflecting the removal of uncertainty.

Similar relief among investors may explain the robust positive effects on BT's returns
stemming from Oftel's decision at the end of 1988 to resolve a lingering dispute over the
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non price terms for interconnecting Mercury. Investors also appeared to have been
reassured by the outcome of the August 1992 negotiations between BT and Oftel, which
led to the decision not to refer BT to the Monopolies and Mergers Commission (MMC),
the entity responsible for applying many aspects of U.K. antitrust law.

The event study also found the decisions to liberalise private networks and license new
mobile services in mid-1989 and the publication of another consultative document
taking a tough line on price controls in 1992 all appear to have had a negative impact on
BT's returns. These events can all be reasonably regarded as regulatory moves which
oppose BT's commercial interests.

BT seems to have earned normal market returns for the most part and does not appear to
have captured or unduly influenced the regulatory process. A detailed review of
regulatory events revealed no clear pattern favouring or opposing BT's commercial
interests. The event study of British Telecom therefore suggests that Oftel has carried
out its regulatory function effectively in regard of ensuring monopoly power has not
been exercised by BT. The post-privatisation performance of BT in the UK shows how
decentralised regulation, based on price capping and promotion of competition, can
prevent a privatised utility from becoming a privatised monopoly or near monOpoly.82

Evidence of the benefits of privatisation of BT is given in a report published by Oftel
(1987), in support of the proposition that privatisation has resulted in lower prices. The
document notes that since 1984, the year that the first fifty one percent of shares in BT
were sold to the public, prices have decreased by forty percent.
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It is interesting to note that the Oftel report does not attribute decrease in prices to
ownership changes. There is no mention of privatisation having any effect on prices
anywhere in the Oftel study.53

The Oftel document goes on to note that business customers benefited most from price
decreases, with residential customers receiving price reductions amounting to only one
percent.54 There is even controversy as to whether residential customers in the United
Kingdom have received any benefits at all from overall price decreases.

It should be noted in regard to this example with BT that the first sale of shares was for
the majority (5 1%) whereas the first sale of Telsira share is not (33.3%). The resulting
implications for control of the organisation are significant eg the Australian Government
continues to be the majority shareholder for Telsirci and therefore can influence
decisions of the organisation without legislation or through its regulatory authority
(AU STEL Australian Telecommunications Authority).
-

Those that oppose privatisation point out that rapid technological change has resulted in
progressive cost reductions worldwide in key network areas and therefore it could be
expected the significant price reductions would have occurred regardless of ownership.

An examination of the influences on BT's prices over the period from 1984 strongly
suggest regulation and competition have had a much greater effect on the carrier's
pricing behaviour than its change in ownership.85
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When British Telecom was partly privatised in 1984, the Government set a cap for
British Telecom's prices of the Retail Price Index (RPI) -3 per cent. Line rental charges
were allowed to rise by RPI +2 per cent per year. This resulted in increased prices for
residential consumers throughout the remainder of the 1980's.86 In the late 80's price
caps were expanded to other areas. The price cap formula used by Oftel strongly
suggests privatisation has not of itself been enough to produce optimal results for
consumers. 87

The assessment by the British National Consumer Council found that between 1984 and
1993 the cost of first time access for domestic customers rose by over sixty one percent
and domestic phone rentals rose by over twenty percent in real terms. The local price
reductions that have occurred since 1993 in Britain have come not from competition nor
from efficiency, but from angry consumer groups lobbying Oftel to force price
reductions by regulation.88

The evidence of benefits to consumers as a result of the privatisation of British Telecom
is far from compelling. This may be illustrated by considering the comments of the
Communications Law Centre in their submission to the Senate Committee, "They
appear to have credited evetyihing good that has happened to British
telecommunications consumers to privatisation, as if these British enterprises had
invented optical fibre cable. Of course, those price reductions have been occurring
eveiywhere in the world in fact, they have been occurring more slowly for most of the

OECD. Telecommunication Outlook, 1995, p70 in Semite Reference Committee: 1996: 51
Senate Rek'rc'nce Committee: /996: 52
g
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period of privalisation in Britain than elsewhere. '

Some points of interest regarding privatisation of Telecomm

unications

companies elsewhere.

. New Zealand
Prior to 1988, telecommunication services in New Zealand were

provided by the New

Zealand Post Office. New Zealand Telecom was organised as a public
ly

owned

corporation in 1988. Over the period 1988 to 1990 annual profit

s were around $NZ250

million. In September 1990, the entire corporation was sold to a

consortium of US

telecommunication companies for a price of $NZ4.5 billion.

New Zealand introduced a liberal regulatory regime with the belief
and price reductions would come with competition. The profits in
Telecom increased from the $NZ250 in 1990 to $NZ420 million

that efficiency gains

New Zealand

in 1992. °

New Zealand Telecom has also improved its performance relativ

e to other OECD

countries in terms of its rank (as shown by table 2 page 41). New

Zealand has improved

from position 11 in 1992 to positionS in 1994.

One of the biggest concerns or disadvantages of privatisation of New
has been the effect on staffing levels since privatisation. As shown

89

Zealand Telecom

by table 3 below

Communications Law Centre, Submission No 343, Vol
13, p2627 in Senate Ref 'rence Conin,iitee:

1996: 53

° Quiggin: 1985: 37
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staffing numbers have almost been halved between 1991 and 1995.

Table 3:- Telecom New Zealand staffing levels 1991-1995'

. America
The American experience is often quoted as an example of efficiency and price
reductions due to competition. Despite the belief that the American telecommunications
network is an area of high competition, it is actually a series of small monopolies. Each
city has its own phone company, with a complete monopoly over its local area. There is
no competition between the local companies. Instead cheap prices are the result of
regional regulation bodies known as Public Utilities Commissions. The American
disclosure laws allow these commissions to be aware of the real costs of telephone calls,
and the profits, and so force down prices.92

. Israel
Israel began privatising its telecommunications giant Bezeq three years ago, with an
initial public offering that reduced Israel Government ownership by 23%. The

92

Senate Reterence Committee: 1996: p83
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Government will further reduce its ownership to 5 1 % later in 1996.
chairman of Bezeq, points out that network growth and consumer

Meltzer, the

benefits (in mobile

and long distance services) has been extremely healthy. During a visit
Meltzer said he "can not understand the opposition to privatisation

to Australia

of Tels/ra in

Australia'. He points out that thirty one countries, ranging from Argen

tina to the

Philippines, have privatised or are privatising their public carriers.93

General Points re Privatisation Experieiices of Telecommun

ications

Industries

Peter Adam in his article "Privatisation in the Telecommunications Indus

try"94 outlines

the general lessons for governments from looking at experiences in

countries that have

privatised their telecommunications carriers. He gives the following

general lessons

that governments should be aware off:

. Almost all countries have emphasised foreign investors
in their teleco

m

privatisations as essential sources of technology, capital, developing

new markets

and services, and other aspects of managerial know-how.
Steps to enhance the participation of employees and local investors,

such as

allocating blocks of shares, will make teleco divestiture more accep

table politically.

. Governments must appoint regulatory structures in place
to

guard against replacing a

public monopoly with a private one. Measures must be taken to ensur

e sufficient

competition, especially in newly developed market segments (eg., cellula

r).

93
94
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.

Governments have considerable leeway in structuring the condit

ions of the sale and

the performance targets, such as the number of new lines to be install

ed and other

service improvements, that the newly privatised firms have to meet.
Howe

ver,

governments must exercise flexibility in modifying these conditions
undue rigidity in bidding or operating conditions may discourage

.

if necessary, as

potential investors.

Along the same line, governments should adopt a hands-off appro

ach to the daily

operations of newly privatised telecom firms. This approach will

help maximise the

efficiency gains derived from placing the firms in private hands.95

Pitfalls that can be identified from studying privatisation of teleco

mmunications

industries in other countries (and which therefore should be avoide

d with the

privatisation of Telsira), include the fact that privatising without introd

ucing

competition simply creates a private monopoly. As argued by Adam

Smith, a private

monopoly is, in many ways, worse then a public monopoly becau

se it compounds the

sins of bureaucracy, inefficiency and tardiness with that of greed.

Privatising without first creating an adequate and transparent regula

tory environment

will not only scare away investors, as occurred in Indonesia, but will
incumbent to crush any competition before it can be formed, for

also permit the

instance by failing to

provide leased lines or by charging exorbitant interconnection charge

s.

Privatising without ensuring reinvestment largely defeats the purpo

se. The government

itseli can take a lead here by ensuring the revenue it gains from privat

isation is re-

95

Adam: 1993: p11
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invested, at least in part, in the telecommunications sector. Policy makers must also
ensure that the efficiency gains made by the newly privatised operator go to consum

ers

as well as shareholders.

Finally, privatising without ensuring adequate reporting of information leads to the
"blind regulatory syndrome" whereby the regulator has to make a decision without

full

access to the facts or, worse still, is spoon-fed tidbits of information which the
privatised operator wants to give out.96

'

Tarjanne: 1996
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Chapter 3

Telsira background
-

Tels/ra is a highly profitable corporation in public ownership.
Its profit

after tax in

1994-95 was $1,755.5 million. This represented a return on
investment of 18.2%. this
compared favourably with leading international telecommunicatio

ns companies.97 Its

contributions to government totalled $2,732 million in 1994-95.

Telstra is one of the

largest contributors to Australia's wealth, with a value added contri

bution of $8.78

billion, representing 2.2% of Australia's GDP.98

The argument around the sale of Telsira is one of economic

and social consequences. It

is argued that for Australia to take full advantage of the social

and economic

opportunities presented by technological developments, then the
Telecommunications industry which is constantly challenged

country needs a

to be innovative in order

to develop new services, increase quality and reduce prices. The

telecommunication

regulatory framework is an attempt to achieve this.

According to the Government, Australia's telecommunication

sector is developing into

an industry based on:
. World class infrastructure using the latest market driven

technology mix

. A multitude of service providers offering diverse and
innov

ative carriage and

content services and

91

Communications, Electrical and Plumbing Union/Comm
unity and Public Sector Union, Submission
No.296. Vol. 10, p1871 in Senate Referen ('onitniltee:
/996: 24
ce
Senate Re/rence Comm i/tee: /996: 24
53

Contestable market strategies which drive prices down and services up.
Fhe Telecommunications Act 1991 enabled the introduction of limited infrastructure
competition and the full resale of telecommunication services, as a transitional step
towards opening competition. 99

The current regulatory framework in main is given through the Telecommunications

Act

199 1,the Telsira Corporation Act 1991 and the Radiocommunications Act 1992. This
current framework may be summarised as follows:
.

General carriers have the exclusive right to install and maintain within Australia,
and to overseas. Mobile carriers have exclusive right to supply public mobile
telephone services.

.

There are currently two general carriers (Telsira & Optus) and three mobile carriers
(Tel.slra, Optus and Vodafone).
That telecommunications supply is overseen by AUSTEL.
The major regulatory bodies are AUSTEL, the Australian Competition and
Consumer Commission (ACCC), the Spectrum Management Agency and the
Telecommunications Industry Ombudsman.

The current competitive safeguards may be summarised as follows:
Interconnection and regulated charging principles can not be discriminatory.
Equal customer access to the services of competing carriers must be ensured.
Accounting separation to highlight potentially anti-competitive cross subsides must
be undertaken.

Department of Communications and the Arts, Commonwealth of Australia: 1996a:

I
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Transparency in tariffing by a dominant carrier. A carrier cannot charge more

than

the tariff schedule that has been filed with AUSTEL.
Independent management of phone numbers by AUSTEL.
.

Provision for referral of appropriate matters by AUSTEL and the ACCC.
AUSTEL has a specific function of promoting competition, and of reporting
annually to the Minister on the operation of the competitive safeguards and carrier
performance.

The current consumer safeguards may be summarised as follows:
Provision for a designated universal service carrier (currently Tels Ira) with
responsibility for ensuring that the standard telephone service and payphones are
reasonably accessible to all Australians no matter where they reside,(Universal

Service

Obligation).
A specific consumer protection function for AUSTEL, which liases closely with
consumer groups through its Consumer Consultative Forum. Among AUSTEL's
responsibilities is the administration of the USO arrangements, including
consideration of appropriate timeframes and standards within which Teistra

must

provide a standard telephone service in particular circumstances.
•

General carriers are required to offer residential customers the option of untinie
d
local calls.

•

An independent consumer complaints mechanism via the Telecommunications
Industry Ombudsman (TIO) scheme, which carriers are required to participate in.
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. Price caps on a basket of Telsira's main services,
set at CPI

minus 7.5% for the

period of 1 July 1995 to 31 December 1998. This is to prom

ote competition and

encourage Telsira to reduce costs.

Carriers presently have the following powers and immunities

:

. Power to enter land and install and maintain facilities,
and

to cut trees etc.

Exemptions from state and Territory planning and environme

ntal law in installing

and maintaining network facilities. Carriers must comply

with Telecommunications

National Code.'°°

Current situation and issues associated with part
ial privatisation of

Teistra

The debate over the one third sale of Telsira has almost run

its course. The legislation

has passed through the Parliament and has now become law.

The Government has given assurances that Teistra will remai
n in Australian ownership.
It has undertaken that sixty five percent of the one third float
for Australian investors. This means that at the end of the

of Telsira will be reserved

partial privatisation procedure

foreign interests will be able to own no more then twelve perce

nt of the total of Tel.sira.

Furthermore the Government has given undertakings that it

'°°

Department

o/

Cai,,niinjcaijo,is

will encourage small

and/lie Arts, Coiniizonwea/th ofAusu'afia:

/ 997h: 1-5
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investors, particularly first time shareholders to participate in the float. This will be
done by offering discounts to individual Australian investors (the QANTAS float was a
precedent for this). Also the Government has undertaken to ensure that the float will
include small, affordable parcels of Telsira shares. Finally the Government will have a
loyalty bonus for persons who hold their shares for at least twelve months.

A further two percent of the one third float will be reserved for Telsira employees. The
Government will offer assistance to Tel.vlra staff to encourage them to purchase shares.
One measure for employees will be one free share for every four shares purchased, with
a maximum limit of five hundred free shares per employee.'0'

The key advisers and coordinators for the Telsira float have been appointed. Previous
government floats have been organised by the Office of Asset Sales. Given the unique
nature of the Telsira float the process will be organised by CS First Boston, J.B.Were
and ABN AMRO Rothschild. The float itself is not seen as an overly difficult exercise.
The difficulties of the float relate more to the industry environment than the float
process itself, ie. the loss making pay TV investment and the blowout of costs in the
cable roll-out.'°2

The Government premise for the sale of one third of Telsira is the urgent need for
Government to return to a profitable budget. By only selling of one third of Telsira the
Government is arguing that Telsira is not really being privatised, ie it will still be under
Government control.103

101
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The Government has said it will ensure the natio

nal interests of Australia are not

damaged by the sale. They aim to do this by

applying their 'Charter of National Interest'.

This includes a commitment to community serv

ice obligations, which ensure rural and

regional Australia receive a fair and equitable
serv

ice.

The Government has also given commitments

to ensure the following:

. Unlimited and non timed local personal
and

business telephone calls;

. Tel.s'lra will not be broken up
. A customer service guarantee, which is
mea

nt to ensure customer service will be

enhanced not deteriorated;
Price-caps and controls will be maintained;
. Telsira v main base of operations will
remain in Aus

tralia;

Tel.sira will remain incorporated in Australia;
A majority of the Telsira board will continue

to be Australian citizens;

. The chairman of the board will be an Aus

tralian citizen;

. The Government will maintain the righ
t to

veto management pay increases;

The current requirement to submit industry deve

lopment plans will be continued;

. Conduct a scoping study aimed at ensu
ring that

no strategic stake in Te1s'/ra is sold

to any one Australian shareholder.104

Many believe the only reason that the Governm

ent is selling only one third of Telsira is

that the Australian stock market could not sell
enough local investment to buy thirty billion

104

the whole of Telsira, ie there is not

dollars worth of shares. This means that

Liberal and National pailies policy: 1996: /2
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the Government is forced to sell a bit at a time.

The Government has said that in order to counter profiteering

opportunities by a

privatised Telsira, that price caps will be imposed, timed
local calls

will be banned and

the cross subsidisation scheme presently used to ensure servic

es to rural communities

will be continued.105 The level of cross subsidisation has been
36 with the table relating to cross subsidisation by electorate

illustrated earlier on page

in South Australia and the

Northern Territory.
The Australian Democrats argued that the forced choice betwe

en the sale of part of a

public asset (Te/.s'ira) and the protection of part of a public asset
(the enviro

nment) is

purely blackmail) 06 The Democrats claim that even if they agree

d with the sale they

would oppose linking it to the environment. The Democrats believ

e environment

spending is an important priority in its own right and should not

be tied to other issues.

Cheryl Kernot strongly rejects arguments that put saving Austr

alia's environment as the

reason that one third of Teistra was sold) °7

• Summary of Senate Committee

In 1996 the Senate Environment, Recreation, Communication

and the Arts Reference

Committee tabled its report called Telsira, To sell or Not to Sell.'08
This report was the
result of a Senate inquiry into the Te/stra (Dilution of Public
Ownership) Bill 1996. The
committees terms of reference can be summarised as follows:

'°
°'

'
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. Whether the proposed reg
ulations outlined by the Governmen
t for post 1997

regulations provide adequate consum
er protection; if not, what amendments

would

be needed to ensure this.
. Factors affecting the timing
of the float.
. Whether it was more approp
riate to split the bill into two or more
pieces.

The impact the float would have on

public sector savings.

To see if the proposed accountability

regime in the Telsira bill was ade

quate to

protect the public interest.
. Whether joint ventures by
Telsira are "defacto" privatisation and
whether they

confer unfair competitive advantages

on Telsira's partners.

. Whether Universal Service Obl
igation (USO) are adequately protect
ed; including

directory assistance, unlimited local

calls and provision of public telepho

nes.

. Whether elements of equity
of access, public interest and [iSO in
terms of

telecommunications services beyond
•

simple telephony can be determined

.

The extent to which Telsira and tele
communications sho

uld be excluded from state

and local government regulations.
The impact of duplication of infrastr

ucture and the extent to which it cou

ld be

shared.
The impact of privatisation on employ
ment and economic activity.
•

Whether proposed foreign investment

restrictions on Telsira and other fore
ign

communications carriers are approp

riate or adequate.
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•

The extent to which the bill and the post 1997 arran

gements will foster the

development of the Australian telecommunication

s services and equipment industry,

research and development, and the development

The Senate Inquiry over its five months of hearings

of new services. t09

received 650 submissions and heard

evidence from 136 witnesses. In summary, the Inqu

iry found that there was no

substantial evidence to back up the Coalition Gov

ernment's claim that the Australian

economy and Australian consumers would benefit
form

the partial sale of Telsira. The

committee went on to say that it believed the Coal

ition Government's decision to sell

Tels/ra was driveii by ideology. Furthermore, that

the sale of one third of TeLvtra was

not popular with the Australian
The committee found only a small number of subm

issions were in favour of partial

privatisation. It is also worth noting that the majo
rity

of submissions that did support

partial privatisation did so with reservations.

The Senate inquiry found that the things at risk from
•

access to advanced communication services,

•

service availability, quality and price,

the privatisation of TeLvtra are:

public finances,
foreign ownership,
•

employment and.

•

local manufacturing.'''
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The Senate Committee concluded the following:
The financial losers will be the people of Australia who will no longer own a
valuable public asset, and will no longer benefit from the considerable flow of
profits from this asset.
.

That massive staff losses will have a major impact on the viability of many current
Telsira services and will have disastrous effects on regional and rural commu

nities.

The proposed sale will have negative repercussions for the domestic
telecommunications equipment and services industry and for research and
development in Australia.' 2

The three key recommendations of the Senate Committee were:
That Telsira remain in full public ownership;
That the Telsira (Dilution of Public Ownership) Bill be divided into two bills: one
concerning the proposed sale; the other concerning the customer service guaran

tee;

and
That the environmental programs of the Government be funded from recurrent
expenditure or from a portion of Telslra's profits.' 13

The Senate Committee viewed conflicting submissions in relation to whether

Telslra's

performance fell significantly below that of its overseas peers. The Department

of

Finance Submission, for instance, stated that comparisons of Telstras perform
ance
relative to other international telecommunications carriers indicate that it is still
operating below optimal efficiency.' 14 Similarly the Departments of Conirnunicati

ons

112
113
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and Arts submission reported non comparative perfo

rmance compared to worlds best

practice. 115

This conflicting data can be illustrated by way of two
comparing the access lines per employee in selected

comparisons. The first being by

OECD countries. As the data

shows Telsira performs very badly by this criteria.

Table 4: Access lines per employee iii selected OEC
D countries."6

15

Mr Stevens, Secretary, Department of Comm
unications and the Arts, Official Hansard report
, 25 June
1996 p1 I in Senc,te Re/erence C'o,n,n i/tee:
/
996:
26
16
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The committee also heard though tha

t a number of indices of telecommu

and against several of these, Telsira's

nications exist

practices was at or above world stan
dards.

Mr Jan

Martin, BZW Australia, agreed that Tcl
sirds financial performance was,
for a range of
ratios, at best practice level. Return
on
ratios were all said to be at least on
par
internationally.'' 7 This can be illustra

average equity, return on sales and

debt to equity

with that of comparable operators

ted by the following table.

Table 5: Telslra Financial Performa
nce"8

The committee noted that both the Bur

eau of Industry Economics and OECD

studies

found that Telsira was among the bett
er performers in relation to the rate
of growth
revenue per employee. This growth

was both the OECD and European

of

community

average for telecommunications carr
iers for the period of 1982 to 1993.119

117
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Tels/ra had also performed above British Telecom and the Telecommunications
Corporation of New Zealand in relation to access lines per employee and operating costs
per access line.'20

Telslra itself in its evidence to the inquiry, suggested that it believed itself to be about
25% off the pace of world best practice performance using its own international

The Committee found that with various pieces of legislation and complex reporting
requirements outlined in such, that there was a real danger that the one third privatised
Tel sra would not be fully accountable to either the parliament or the Australian Stock
Exchange.'22

The Senate Committee reached the view that the beneficiaries of partial privatisation of
Teistra would be a few private individuals, and not the people of Australia. The
Committee noted that presently only 18% of Australians own shares, and the majority of
these people reside in the three eastern states ofNSW, Queensland and Victoria. This
localised and metropolitan minority will be one of the beneficiaries of the proposed one
third

The Senate Committee was highly critical of the Government's linking of funding for an
environmental policy with the part sale of TelsIra. The committee found that if

20
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submissions like that presented by Professor Quiggin were correct then
would be less able to afford environment funding when it sells part of

the Government

TeLsira.' 24

This can be illustrated with a quote from Professor Quiggin's submission,

"The inclusion

ofrevenuefronz privalisalion in measures of/he Budget defIcit or surplu

s is misleading

and deceitful. The sale qf assets has no bearing on the Government

v capacity to a//brd

current expenditure programs, except insoftir as the price received fur

the asset di/jei-s

from its value in public ownership. Since price envisaged from Telsira

is less then the

present value of i/s future earnings, the sale of Telsira will reduce the
capacity to fund future earnings

Governnicnt's

/25

The Committee concluded that the financial losers will be the people

of Australia who

will no longer own a valuable asset, and will no longer benefit from the

considerable

flow of profits from the asset.' 26

As well as the main report of the Senate Committee, a dissenting report

was prepared by

the Coalition Senators on the Committee. They stated that they believ

ed that the

majority report manifestly failed to deal appropriately with the import

ant issues

presented to the inquiry.

The Government Senators Report strongly reconimended in favour of

the proposed one

third sale of Teistra. The Government senators argued that the overwhelmin
g bulk of
evidence from those actually involved in the telecommunications indust

ry, including

I4

"
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suppliers and informed users, came down strongly in favour of Telstra's partial
privatisation. That the part privatisation of Telsira was the best way for Australians to
receive the potential benefits of the best possible telecommunications service.

The Government members of the Committee concluded, that on the basis of the
evidence presented, the Bill for the sale of one third of Telsira to be in the best interests
of Australians because:
•

It will improve Telsira's efficiency;

•

It will have positive impacts on employment within the telecommunications industry
and other user and supplier industries. These employment growth areas will more
then offset any short term reductions in employment due to downsizing;

•

It will boost economic activity and employment levels in rural Australia by reducing
the cost of non-metropolitan communications;

•

It will stimulate the development of Australian telecommunications service and
equipment industries;

.

It will provide an increase in public sector savings by reducing debt by $7 billion
and eliminate the associated interest payments with that debt;

•

It will improve the level of consumer protection safeguards;

.

It will reaffirm the Government's commitment to the Universal Service Obligation;

•

It will not in any way decrease existing levels of other consumer protection ie timed
local calls

•

It will increase Telsira's level of accountability and scrutiny by the public while
maintaining its full obligation to report to Parliament; and

.

It will maintain Australian ownership and control of Telsira.
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The Government Senator's Report claimed that, "the enquiry was effectively hijacked
by maIlers not directly relevant to the 1SSUe of jxmrlialprivalisalion of Telsira, the

pohlmcally ,noin'ated decision to re/er the Bill to an Opposition dominated reference
(omnn'/ee instead of the approprtule Legislation Committee represented an abuse of
process resulting in proceedings that were largely irrelevant to the main
recommendations in both the mq/ority Report and the Government Senators Report.

The ma/only report lacks both substance and integrity

/27

Regulatory regime post July 1,1997.

From July 1, 1997,
a new regulatory regime will come into effect. The relevant
legislation was passed by Parliament in March 1997, and received Royal Assent in April
1997.

The Government has outlined the main objectives of the legislation as: To provide a
regulatory franwwork that promotes the long-term interests of consumers, and promotes

the effIciency and international competitiveness ofAustralia 's telecommunications
industry.

The Government believes competition is the key to an efficient, responsive and
innovative industry. The mobile phone network take up rate is pointed to highlight
these benefits. The cellular phone market has grown by more then 950% from 425.000
customers when competition began in June 1992 to around 4 million at the end of last
year

127
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The Government's post-I 997 legislative reforms are directed towards establishing the
right environment for competition to flourish. They argue the amended
Telecommunications Act and Trade Practices Act will establish a truly open market by
removing existing regulatory barriers to market entry. There will be:
•

no restrictions on the number of carriers;

• no restrictions on services provided
increased industry self regulation
.

it will not be technology specific.

Legislation requires that third party access by other businesses to existing networks be
provided, thus increased competition will grow over time.128

The Telecommunications Act 1997, is the main piece of legislation by which the
Government hopes will ensure this. This Act does the following:
Regulates the telecommunications industry, particularly carriers and carriage service
providers;
•

Places obligations on carriers and carriage service providers that will benefit
consumers (such as universal service, untimed local calls and customer service
guarantees, and participation in the telecommunications Industry Ombudsmen
scheme);

•

Places obligations on carriers and carriage service providers that will benefit the
general cornmunity(such as providing emergency call services, protecting the
privacy of communications and requiring cooperation with law enforcement
agencies);

'

Aiston, R: 1997: 5-7
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Places obligations on carriers and carriage service providers that will promote
competition ( such as providing pre-selection, requiring calling line identification
and access rights for carriers to facilities and network information);
.

Provides for technical regulation and management numbering;

.

Provides the framework for increased industry self-regulation through codes of
practice;

.

Assists carriers to fulfil obligations by giving certain powers and limited immunity
from local planing laws; and

.

Establishes specific powers for the Australian Competition and Consumer
Commission (ACCC) relating to telecommunications issues.

Other key components of the Government's telecommunication package were:
.

The Trade Practices Amendment (Telecommunications) Act 1997, which sets out
the primary industry-specific competition policy arrangements, to deal with anticompetitive conduct and establish access rights and obligations for carriers and
service providers;

.

The Australian Communications Authority Act 1997, which establishes the
regulatory functions and powers of the new telecommunications and
radiocommunications regulator the Australian Communications Authority (ACA);
-

and
.

The Radiocornmunications Amendment Act 1997, which streamlines and clarifies
the process relating to the sale of radiofrequency spectrum, and implements a
standards setting power for health and safety.
-
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Other pieces of the legislation that relate to the total package of telecommunications
reform associated with the one third sale of Telsira are:
. Telecommunications (Universal Service levy) Act 1997;

Telecommunications (Carrier License Charges) Act 1997:
. Telecommunications ('Numbering Charges) Act 1997;

Telecommunications (Carrier License Fees) Termination Act 1997;
Radiocommunicalions (Transmit/er License Tax) Amendment Act 1997
Radiocommunications (Receiver License Tax) Amendment Act 1997: and
. Telecommunications (Transitional Provisions and Consequenüal Amendments) Act

1997.

The Government believes the overall package will introduce full and open competition,
reinforce and reinvigorate consumer protection arrangements and significantly reform
technical regulation. It is argued by the Government that the above legislation package
will provide an environment in which Australian businesses and telecommunications
users will enjoy maximum value from a dynamic telecommunications industry.

The Government also states that a key feature of the new regulatory arrangement post
July 1, 1997 is the increased emphasis on industry self regulation. The Government also
believes that greater reliance on selfregulation in networked industries such as
telecommunications will result in greater efficiency because regulatory structures and
arrangements can be better designed to reflect industry and community need s. T 29

29

Department of Communications and the Arts. Commonwealth of Australia: 1996a:1-3
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Advantages and disadvantages of the theoretical total privatisation of
Teistra

In order to consider the advantages and disadvantages of the total sale of Telsira some
questions need to be posed and the answers explored. Given that the estimates of the
total value of Teistra have been around 30 to 36 billion dollars, it is important to give
careful consideration to the theoretical future total privatisation of Telstra.13° In order to
do this it is useful to summarise the key questions relating to the possible future total
privatisation of Telsira. The desirability or otherwise of the sale of the remaining two
thirds of Telsira is largely dependent on the outcomes the government of the day could
provide to the following issues.

Why should Teisira be privatised ? What is the primary goal ?
•

Is privatisation a means to an end or is it an end in itself?
What are the predicted benefits in terms of improved efficiency, productivity, and
international competitiveness that might follow ?

•

What are the employment issues likely to arise under privatisation?

•

What are the implications for local industry development and export opportunities?

•

Would maximisation of the price paid to the government dominate the process to
such an extent that possible or necessary demands of an industry policy or other
policies might be seen to inhibit the sale price ?

•

How would risks of sale be managed?

•

What terms and conditions should be included in the sale process?

11,10 E3arthol0111eusz: 1996
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.

What level of foreign ownership and control of the national carrier is desirable ?1 31

Prior to considering the advantages and disadvantages of the full sale of Teistra it is
useful to first examine the type of economic entity Teistra is, and if it is truly a natural
monopoly.

Modern societies have all sorts of public-access networks ranging from roads, rivers and
canals to gas and electricity etc. Some of these are natural monopolies, some are
legislated monopolies and some are licensed oligopolies, some are open to
competition.'32

Teistra is one of the country's largest public access networks. Others include services
such as roads, electricity, water, police etc. Public access networks were set up to
provide the infrastructure in which society can operate,'33 ie it would not be desirable to
have four competing natural gas companies digging up the streets to lay their own
pipelines.

Second, the fixed capital investment of the public utilities suppliers is usually very large,
since there are economies of scale in production, and since variation in demand
between peak load periods and slack periods require they have a capacity far in access of
average output. The result of this is that even though the marginal cost of output may be
very low and may even fall as output increases, average costs (particularly average
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fixed costs) will be very high when output is below capacity. With too many firms in
a
given market area, each one would have a strong incentive to cut price and increase
output. Only the largest and strongest would survive.

As to whether Teistra is a natural monopoly, a natural monopoly is present where
economies of scale are sufficiently large that if two or more firms were to be involved in
the production of the industry output, unit cost would be higher than for a monopoly
(refer to diagram 2 on page 22)) 34

It is worth drawing a distinction between a natural monopoly and a logical monopoly.
A natural monopoly is one that exists for physical reasons. For example water supply
dams are a natural monopoly since it is physically impossible to dam the same river
twice. Alternately a logical monopoly exists in cases where it makes little sense to
duplicate the provision of a function. Interstate highways do not need to be duplicated
even though it is possible.

Some of the literature argues that Telsira is not a natural monopoly but is in a situation
of having a near logical monopoly on our telephone network. Those who believe this
argue the huge excess of bandwidth provided by the fibre optical cable laid by Teisira
means that the replication of this system is not really necessary.'35
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Advantages for the theoretical full sale of Teistra

The main advantage of any sale of government owned instrumentalities according to the
Government is that money gained from the sale can be used to retire public debt and to
carry out other significant works programs

The main theoretical economic advantage to the community of the full privatisation of
Telsira hinges

on the premise that private ownership will improve Telsirci's

accountability, credibility and access to capital, thereby enhancing the carrier's overall
ability to perform efficiently. This argument states that private control may have
benelits in terms of accountable management structures. Similarly, the attraction of
foreign investment, offshore contracts etc may be encouraged through the credibility of
a private player and the disassociation of the Australian government as the owner of
Telsira. A publicly owned Te/sira could be a discouragement or barrier to off shore
investment because of a perceived or real discontinuity of governments/policy relating
to Telsira. This raises serious issues for partners seeking long-term, stable
relationships.
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At this point it may be worthwhile considering the advantages of privatising Telsira as
outlined by Frank Blount, Chief Executive Officer, of the Telsira corporation in his
speech to the Institute of Charted Accountants on 20 June 1996 (Blount's points were
made in relation to the one third sale but are more relevant if Telsira becomes in the
future a fully privatised entity):

''

Nortlilield: 1995

VAI

"I see five principal advantages flowing from privalisalion.

An increased commercial locus and accountability. Basically as i'm sure most of
-

you

would agree company performance can be fudged most efficient against the range
-

of listed stocks. The share price itself is a real-time indicator of the experts' assessnient
0/a company'.s

performance - and Teistra would welcome that professional scrutiny.

Partial privatisalion would allow us to better balance and. judge investment trade(?ff' in an industry undergoing significant structural change, and therefore allow the
company to respond more quickly to investment opportunities. Partial private
ownership would also align more comfortably with new, private sector partners needed
to address new market opportunities and hell) defend in our existing markets.

The problem is simple. Public ownership has the potential to distract management
from maximising the value of the business, and to reward good politics rather than
commercial excellence.

Privatisation means regulatory and policy transparency and certainty. Teistra
would like a level playing field, where regulation affecting the companys activities,
and all/he obligations imposed by the Government on the industry, can be applied
symmetrically and consistently with the treatment of every other relevant private
company.

('4) Ladies and gentlemen, is that privatisalion will give Teistra easier access to capital.
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increase our discretion to improve the flexibility of the/inancial insirumenis we employ,
and allow us to determine the most efficient mix of debt and equity.

(5) Incentive schemes involving management and staff- as announced by the
Government in its privatisation policy will give a new edge to the tnolivalion of all
-

Telsira 'S people, on 10/) of the effort and i.'illingness they have generally shown in

responding to the challenges of compet i/ion to date.

The full privatisation of Telstra may improve the carrier's ability to tap into lucrative
export markets. If Telstra is able to make more effective offshore alliances with
overseas interests then Teistra's enhanced access to capital and the added expertise and
experience of private interests, should facilitate improved off-shore credibility and
performance.'38

The advantages that the government sees of privatising Telsira are outlined on page 67
as given in the dissenting government senator's report into the one third privatisation of
Telstra. Many of these arguments have much greater relevance when considering the
full sale as opposed to the part sale.

The Government's views on the benefits resulting from the partial sale of Telstra may be
further illustrated by referring to the Hansard reports on the Second Reading in the
Australian Senate of the Te/stra(Dilutiori of Public Ownership) Bill 1997. The
Government claimed that partial privatisation is aimed at giving Australians a world
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class telecommunications industry, not only in terms of technology but also in terms of
pricing and quality of service.

The Government claims that the sale, in combination with legislation that brings about
institutional arrangements to promote competition in the provision of services and
preserve and enhance universal service, will bring benefits for all Australians.'39

It can be questioned if a part sale can really achieve these objectives. With apart sale
the Government still is in a position of control. The Government's arguments would be
far easier to achieve if Teistra was fully privately owned. While the Government
continues to own two thirds of the company, it may be inclined to try and influence
management decisions. This would cease if Telsira was fully under private control.

Senator Newman went on to argue that partial privatisation will benefit Teistra as a
company by making it more responsive to market signals and better able to compete
both domestically and internationally. The sale will benefit the Australian public
through increased investment opportunities, a more efficient communications sector and
reduction in public debt via the sale proceeds.

The Senator also points out that the above benefits need to be added to the billion dollar
trust fund being set up for the environment (the Natural Heritage Trust of Australia
Bill). She stated that a failure to enact the Telsira bill would therefore entail forgoing a
unique opportunity to invest in the maintenance and enhancement of Australia's natural

IS')

Newman: 1996: 646
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capital)4° Extrapolating out what the Senator has claimed a partial privatisation of
Telsira should

achieve, privatising the other two thirds should bring twice as many

benefits to Australia as the sale of the first one third. If the money from the sale of the
other two thirds of Telsira was used to expand the Australian national infrastructure it
would generate an increased level of economic activity and thus could be expected to
increase employment in the country overall. This gain in employment in other areas of
the economy should far outweigh any decline in employment among Telsira staff
numbers.

As stated earlier in the dissenting Senators' report the Government also sees
privatisation as a way to help halt the long term decline in Australia's level of national
savings. The decline in Australia's savings is attributable to a decline in public and
private saving. Encouragement of shareholding by private individuals and businesses is
a way the Government can foster a savings culture, it will encourage Australians to be
less dependent on foreign capital to fund its national investments. The sale of a further
two thirds of Telsira will substantially increase the level of national savings.

Some of the literature points out that other areas of benefit from the privatising of
Telsira can
Telsirci's

be highlighted by looking at some of the individual decisions facing

management. Telsira has more than seventy-seven thousand staff, yet experts

have claimed that the number should be closer to fifty thousand. Part of the reason for
this excessive labour load is that Telsira has a number of businesses that do not fit in
with its core activities (for example internet service provision and cable television).

'° Newman: 1996: 646
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This has given it one of the worst staff to phone line ratios in the advanc

ed world. This

suggests that Telsira's activities exceed what it would have undertaken in
a free market.
In short, its structure is suboptimal, it is engaging in activities whose transac

tion costs

exceed the costs of carrying them out through the market.

Tels Ira's decision to become an internet service provider, even though it provid

es the

internet backbone through Teistra Internet, is an example of Teistra 'branch
ing out' into
marginal areas. This action, it is argued, will lead other internet service provid

ers to

wonder why they should subscribe to a company for wholesale internet access

when the

same company has decided to compete with them. This action by Teistra
management
is extremely questionable and likely to be a course of action that will alienat

e clients.

Every firm is concerned with the allocation of resources and, clearly, allocat

ion involves

choice. This means that a firm must choose between a range of alternatives
alternatives are 'measured' in terms of anticipated revenue. Therefore, the

and these

cost of any

decision must be forgone anticipated revenue from the next best investment
(opportunity cost).

It, in theory, can be argued that when considering decisions made by any govern

ment

instrumentality the transaction and/or opportunity costs only exist in the admini

strators

mind. It is his/hers experience, expectations, ambitions and constraints that

determine

and guide his/her interpretation of the data and course of action. However,

if the

ownership was to be private, decisions would be different. Thus changing

from a public

environment to a free market situation would have dramatic impact on decisio

n-makers
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by radically changing the range and nature of oppo

rtunity costs they would have to face.

In such a situation, costs would eventually begi

n to reflect prices in accordance with

Wieser's law.

The proponents of this argument believe such a

change can only be brought about by

privatising the firm. For example, if the other two
is questionable whether this advantage can ever

thirds of TeLstra are not privatised it

be achieved. If the Government

continues to be a majority shareholder it is unlik

ely that the Tel stra management would

make decisions that their majority shareholder

is opposed to. It is argued that

bureaucrats cannot evaluate alternatives in the

same way that owners of the factors of

production can. This is due to the fact that own

ers face 'costs' that would never confront

a bureaucrat decision-maker. For example, there

is the risk of losing one's assets and

the incentive of making economic profits. Entr

epreneurs, therefore, experience a range

of advantages and incentives and have a flexibility

that could never come within the

scope of any bureaucratic structure.

The above theoretical argument can be applied

to the Teistra example. The optimum

size of the firm is set where its costs of organisin

g transactions equals the cost of

carrying out those transactions in the market plac

e. As Telsira expanded, the number of

transactions that it must organise also grew. Bein

g a state monopoly however, meant

the decision making had to take place within a

bureaucratic structure. The absence of

competition and the incentives and flexibility of
administrators with a range of alternatives that

ownership not only presented

would be inferior to those that would

emerge in the market place but also altered their

behaviour accordingly. This can be
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illustrated.

In the above situation profits would be used to engage in peripheral activities.
Acquisitions would be made that would never be considered in a competitive
environment. The concepts of opportunity costs and transaction costs should make this
point clear. Using a simple hypothetical case let us assume that a stale monopoly is
making profits. Having made the profits, means will be applied to use those profits for
the benefit of the monopoly. Because the company is administered by bureaucrats, they
will not face the same costs as if they were owners; meaning that spending part of the
profits on peripheral activities does not impose a financial cost on the decision-maker
because the profit is not his. It involves no sacrifice on his part. Transaction costs,
therefore, for these administrators will be much lower than for someone competing in
the market place. The lower these costs. the more peripheral activities the monopoly
will undertake. Consequential factors of production will be allocated to areas where
their productivity will be lowered. This is a possible reason why Telsira has entered
into internet service provision.'4

The cover story from the Business Review Weekly in December 1995 highlights the
above issue in the context of cash flow problems that Teistra was facing at the time. The
article highlights that in recent times the demand for new communications products has
soared. This has led to increased profits for Teistra. But the article points out that
Telsi;a

being a government monopoly has masked significant inefficiencies.

'' The New Australian: 1996. 1-4
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The article argues that TeI.vtra is locked in a
time warp, that despite head

ing into an area

of unprecedented technological and competitive chan

ge (both domestically and

internationally) the Telsira management and boar
d is still thinking
traditional monopoly carrier, where dominance in every

in terms of a

market is the key motivator,

from traditional products and services to new busin

ess ventures, ie pay TV. The article

argues that Telsira underestimated the cost of the cable
needed to return a profit on some of the marginal new

roll out and the length of time

business ventures. A fully

privatised Telsira is much less likely to engage itself
in marginal non

core activities

because of the pursuit of the profit motive.

The article quotes industry sources close to Telstra:

"Telsira really doesn't know what it wants to be when
dominant in every traditional sector and at the same

it grows up. It wants to remain

time the management and board

seem to be increasingly addicted to the drug called

convergence (Convergence describes

a technology-driven trend where previously distinct

business and communications,

computers and entertainment merge). The problem

is that Telsira is using its dominance

in one to fund its high ambitions in the other; and in

the short and long term, combined

with rising costs, these figures do not add up."

Terry Cutler, principal consultant with Cutler & Com

pany points out, "Telsira is the

only telecommurncations company in the world that

is actually increasing its employee

numbers. This flies in the face of logic no mailer what

new games they have in play" 47

Plunkett: 1995: 42-44
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Telsira needs to concentrate on its core businesses and not just try to be dominant in any
vaguely related area. A private company would know this, as the opportunity costs as
stated earlier would be a far greater influence on management. Terry Cutler's point can
be illustrated by looking at the changes in staff numbers by Teistra since the mid 1980s.

Diagram 4: Telecommunications labour force Australia 1985 —96 143
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Disadvantages of the theoretical total sale of Teistra

One of the most substantial ongoing disadvantages of selling Telsiro is the longer-term
loss of revenue flows with the transfer of public assets to private ownership. While it is
true that the government would draw taxation revenue from a privatised Tel,s'lra, the
carrier's historical debt to the government would be written-off and the longer-term
budgetary impact from the loss of Te/stra revenue flows may be considei-able.'44

The Australian Democrats oppose any sale of Telsira. The Democrats though have
outlined the key factors they believe need to be protected by legislation as Telsira is
sold. They are:

Is not split up and sold piecemeal
Has maximum Australian ownership
. Has maximum Australian control

• Has maximum accountability to the Australian government
• Has strong controls on it to ensure it continues to maintain and upgrade it services to
rural and remote Australia
Has strong customer protection obligations including price controls and service
quality requirements
Has strong industry assistance requirements.'45

The Senate Committee enquiring into the part sale of Te/stra was concerned that the
144
'

Northilcld: 1995
Australian Democrats: I 99Th

85

government had not given adequate consideration to the budgetary

implications of the

proposed sale. Expert evidence was provided which strongly sugge

sted that the sale

would result in a significant reduction in the net worth of the public
probable that selling the other two thirds of Telrtra would further

sector.' 46 It is

this loss, as the

extremely large nature of Telsira would make it extremely difficult

to receive the full

value for the organisation while also insisting on Australian contro

l.

The above argument against the sale of any part of Telsira is best

put forward by Cheryl

Kernot, leader of the Australian Democrats, in her address, Explo
ring the priva/isation
debate. She points out that even if it is assumed the government sells
Teistra

at the

correct price (and given previous privatisation experiences this is

a big assumption), it

will be no better off. It will simply have realised the value in cash

terms of an asset

valued at that amount. The net worth of the public sector will remai

ned unchanged.

If the Government then used the proceeds from the sale to retire public
would fall, but so would assets. Again, public sector net worth would
The Government would simply have reduced the stream of future

remain unaltered.

interest payments on

the debt by the same amount as the income flow from the enterprise
been used to pay the interest on the debt. Thus no overall benefit

debt, the debt

which would have

has resulted.

Cheryl Kernot argues that the retiring debt argument is not valid as

at best it does

nothing to improve the net worth of Australian citizens and at worst

it may actually lead

to a decline if TeLs/ras full value is not realised by the sale. ' 47 As stated
earlier the

141,
147
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likelihood of this is even greater when the remaining two thirds

of Teistra are sold.

This line of argument was presented to the Senate Committee by Profes

sor John

Quiggin and Dr Allen Brown. In submissions to the inquiry they argued
a reduction in the Government's net worth as interest savings on the

there would be

public debt from

selling Teistra is likely to be less than future profit streams forgone.14

8

Professor Quiggin estimated the value of Teistra in public ownership

at $54.4 billion.

This estimate is based on Telstra's after-tax profits and comparing these
net sale proceeds that would be required to generate similar savings

profits with the

in public sector net

interest. According to Professor Quiggin, "the appropriate valuation

procedure for a

publicly owned asset such as Telsira is based on the savings in public

debt interest

repre.sented in the flow ofprofits qft/ie enterprise."

Professor Quiggin argues that the Department of Finance's submission
fundamental error in not including retained earnings when calculating

makes a

income flows

from Telsira. Quiggin claims this is erroneous since reinvested earnings will
genera

te a

higher stream of income in the future, and are just as valuable as divide

nds.

Professor Quiggin goes on to argue that once the error of comparing

interest flows with

dividends, rather than profits, is corrected, the Department's own analys

is would show a

loss arising from the sale of Telstra.149

141

Professor J Quiggin, professor of Economics, James Cook univers
ity, Dr Allan Brown, Economics
Department, Griffith University in Senate Reference Commit
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/996:
59
49
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A significant cost of privatising Teistra would arise if an effective formal 'charter'
between the Government and a privatised carrier is not put into place. For example
there are concerns as to whether license conditions and industry codes of conduct can be
appropriate and/or adequate in ensuring the continuation of universal service
obligations. Disadvantages to the community will be incurred if the basis of carrier
revenues and their distribution is not monitored effectively and appropriate regulatory
changes enacted in order to ensure continued government control of a privatised carrier
which is still effectively in a position to dominate major telecommunications markets.

There is a major concern that if the Government decides to privatise the remaining two
thirds of Teistra it will point to the existing legislative protection as being adequate to
protect Australian consumers. The potential problem here is that it is unlikely that
Tel..vira management will test the limits of the existing legislation while the Government
is the major shareholder. This may give the impression that the existing legislation is
providing adequate protection, even if this is not the case. The real testing of the
legislation is unlikely to happen until the government no longer has effective control
over the Board through its share holdings. By then it may be too late to change the
legislation to protect consumers.

A further cost that may be incurred by the privatisation of Teistra is if Telsira is sold to
foreign controlling interests an international driving force for Australian
-

telecommunications may be lost. Failure to effectively regulate the structure/nature of
future ownership and control of the carrier and the inclusion of license conditions which
are sustainable and enforceable could result in the above occurring. The fact that a
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relatively small percentage equity share of, for example, 15%, by a single entity, with
the remaining 85% widely dispersed, might give effective control of the privatised

entity. This, combined with the fact that foreign capital is likely to be needed given the
sale price of TeI.sIra, raises serious concerns over the privatisation process.

The full privatisation of Teistra could have major disavantagess to the
telecommunications industry. The impact of potential changes in current carriersupplier relationships presents a potential threat to the local telecommunications
industry's achievement of worlds best practice. The negative implications for major
foreign subsidiaries, small to medium sized enterprises and indigenous companies need
to be studied in far greater depth. If the carrier is sold to controlling or significait
foreign interests, these would be likely to enter the Australian market with their existing
relationship intact. These may include: equipment supplier relationships, service
provider alliances, content sources, and relationships and activities in foreign markets.

There may also be disadvantages to TeLstra if foreign owners have an existing
relationship with potential customers in overseas markets. The potential conflict of
interest may be significant. This may be true whether that exiting relationship is
positive or negative.

If the relationships between foreign owners and foreign telecommunications companies
were strong and the controls included in the sale process not adequate, then this could
have disastrous effects on local industry development. This contingency raises a series
of questions in relation to the efficiency of current carrier Industry Development Plan
(IDP) arrangements to adequately compensate for potential long-term loss of carrier

purchasing in the interests of Australian businesses. There is real concern that
regardless of license requirements, ftreign carriers would not maintain meaningful
industry development commitments.

The total privatisation of Telsira may also lead to a destabilisation of the current
regulatory and policy environment. A private carrier is likely to bring pressure to bear
to change the current regulatory environment in favour of a more full and open
competition. If this was to happen it could undermine the gradual development of
sustainable or real competition in the longer term. If this is the case then the
privatisation process may lead to decreased competition.'5°

The 1994 World Bank report notes, that in competitive industries, privatisations are
likely to result in some welfare gains. But in monopoly industries welfare gains are
more variable, with large gains possible but also the possibility of large negative
outcomes. The World Bank report cautioned that a key feature of privatisation of
monopolies was what they termed the 'fundamental trade-off of divestiture'- that against
any efficiency improvements must be weighed the possibility of increased exercise of
monopoly power. 151

These findings are echoed by the Hilmer Report into National Competition Policy. The
Hilmer report noted that privatisation is less likely to offer significant public benefit if
structural reforms are not carried out before or concomitant with the privatisation,
possibly entrenching the monopolistic structure of the industry.

'° Northuleld: 1995
'' Galal et al: 1984: 550
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In relation to the possible sale of the other two thirds of Tels/r

a the following

observations by the Hilmer Committee are particularly releva

nt:

The concerns in this are more pronounced when one considers
he driven by budgetary goals as well as efficiency objectives,

that privatisation may

and that businesses with a

substantial degree of market power may attract prem
iums on sale. These concerns have

led commentators to warn of the dangers of trading 'cash for

competitiveness' when

privatising government enterprises. Governments considerin

g privatisation must qften

choose between short-run revenue objectives and the longer-run
associated with the transferring of the ownership of a business

costs to the economy

which has not been

properly restructured to the private sector, where there are fewer

constraints on profit

inaxilnising behaviour. ,,152

When the Department of Communications and Arts were asked

by the Senate

Committee inquiring into the sale of one third of Telsira to provi

de empirical evidence

of the benefits of privatisation separated out from the effects

of competition, the

department conceded that, "There are a number of examples

and studies of successful

privatisation over the same period competition and/or corpo

ra/isa/ion has occurred. In

these cases i/is difficult to separate the effects ofprivatisation

from the effect of

competition and/or corpora/isa/ion. "53This may he illustrated

by looking at how

Teistra has improved its performance since 1994 (without the need

to privatise).

152
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Table 6: Improvements in Teistra's performance since 1994'54

Operating expenses/Access lines

+7.6%

+11 .6%

Total factor productivity

+7.9%

+10.4%

Employee (FTS)/l 0,000 Access lines

-7.6%

-0.4%

Revenue /Employee

-6.7%

+5.4%

Total assets / Sales

-8.4%

+5.6%

+14.1%

-5.0%

lnvestment/ Lines installed

Major social disadvantages may also arise with the full privatisation of TeLtra. Te1sIa-

is a national asset with obligations to ensure equitable and affordable access to
telecommunications services for all Australians. Access to telecommunications has
traditionally been regarded as a public right, translating to government responsibility for
resource allocation and the provision of equitable and accessible services. In the longer
terni a fully privatised Teistra would pressure governments for greater freedom in
relation to:

•

The possible introduction of timed local calls;

•

The onus of responsibility to deliver rural/remote telecommunications requirements;

•

Mechanisms to ensure the transfer of benefits to all users;

•

Access and affordability of services;

•

Content and diversity of services;

Tc'/slra, Submission No. 366, Vol. 15,

p2898-2900 in Seiwite Reference Co,nmiiIee: /996: 31

NORTHER N I

UK UNJi
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. Infrastructure roll-out priorities. 155

If the government was eventually to give in or be pressured into, for whatever reasons, a
decline in any or all of the above, then Australian society and its citizens would
experience significant social costs.

The argument that privatisation will lead to increased efficiency ignores the large
efficiencies Teisira has achieved in recent time through:
Restructuring and reorganising efficiencies;
•

Improving processes and the elimination of lower priority work;
New and/or enhanced computer systems; and
New technology.15 '

Those who argue, such as BZW Australia, the investment banking division of Barclays
Bank PLC. that privatisation will provide greater scope for management to focus on
established performance targets, ignore the fact that this has been achieved without the
need for privatisation as Telstra's Chief Executive Officer, Mr Frank Blount, was paid a
short term performance bonus relating to 1994 and a long term performance bonus
relating to 1992,93 & 94157

The possible implications for staff reductions can be illustrated from the findings of

Northfield:

1995

15
" Telsirci Submission No.366, Vol IS, p2898-99 in Senate
157
Senate Re/erence ('omninillee: /996:25

Reference Committee: 1996:25
93

'Pro/ed v1ercury'. Five weeks after the election of the Liberal-National Government,
Telsira management established Project Mercury. This project was designed to produce
a strategy for positioning the corporation for a float. The project involved a comparison
of Telslra's staffing levels and cost structures with those of the US regional Bell
Operating Company, US West.

The projects objective was to identify areas where cost savings could be achieved,
largely through staff reductions. The following table shows the findings of the
comparisons and the predicted staff reductions through outsourcing and efficiency gains
that should result as Teistra becomes more in line with world best practice.

94

Table 7: Project VIercury 159

Staff per line
Cost ner line

59.7
648

32
509

87%
27%

Current staffing levels: 79,961

Outsourcing
July 1996 to December 1996

5,000

5,000

January 1997 to June 1997

5,100

10,100

July 1997 to December 1997

3,500

13,600

January 1998 to July 1998

1,900

15,500

July 1996 to December 1996

8,300

8,300

January 1997 to June 1997

8,500

16,800

July 1997 to December 1997

4,800

21,600

January 1998 to July 1998

3,400

24,000

Total Staff Losses

The above data which resulted from Project Mercury illustrates what is a major
disadvantage that many Australians may experience from the privatisation of Teistra.
Mr Cohn Cooper, Divisional President of the Communications, Electrical and Plumbing
Union expressed the following views on likely employment consequences of even the
partial pri vatisation of Teistra.

Senafe Reference (oin,1illee: /996: 97

95

"...

in the new two years there is going to he a serious attempt to Cu! the slaff in TeLvtrci

by over 25,000 staff possibly up to 30,000, in preparation/or the prospectus/br
prlvalisation. That will be to present to those they want to invest in Telsira, that on
some mythical benchmark overseas, Telsira 's numbers are in line with an overseas
Fe/co. There will be absolutely no regard/br the service that will not be provided to the
Australian people, no regard fi'r the s/a/fin Telsira and the problems that will create,
and no

regard for the community and the fact that Telsira will not be able to deliver

adequate services in the coming period''59

Other issues:

Foreign ownership
There is broad agreement that it would not be desirable to have Teistra under foreign
control if was fully privatised)6° It is worth considering some of the pressures and
issues associated with the Government's long term ability and desire to stop this
happening if Telsira was fully privatised. Some of the issues were raised at the Senate
Inquiry into the sale of one third of Teistra.

The telecommunications industry, as a result of market deregulation and competition, is
increasingly being penetrated by foreign competitors. Optus Communications is at least
49% foreign owned, and Optus Vision at least 47.5%.161 Vodafone is 95% owned by the

'

Official Hansard Report, 3 July 1996, pp200-201 in Senale Reference Committee
: 1996: Pp 85.
Senate Reference Comm it/ce: /996: 62
161
Ms Reason, Senior research Officer, Communications, Electrical and Plumbing union.
Official
1-lansard report, 3 July 1996, p216, List ownership of Optus in Senate Reference
Cwnmiuee: /996.59
'°
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United Kingdom company, Vodafone PLC. There was concern expressed by the Senate
Committee that if fully privatised Teistra may follow this route.162

This maybe illustrated by the submission from Vodafone to the inquiry,

"...foreign

ownership restrictions on Tels/ra need to be assessed in a broader con/ext of foreign
ownership limits on other carriers and what impact this might have in the longer term
on the development of compel it/on in the teleco,n,nunications market. ,,163

There were fears expressed that factors such as the amount of share capital needed to be
raised combined with pressure from other players in the industry then the Government
would find it hard to maintain the foreign ownership restrictions of a fully privatised
Telsira in a competitive market if the same restrictions were not placed on its
competitors.

Pressure to increase foreign ownership is likely to be experienced because of the limited
size of the Australian Stock market. The Government will be able to gain higher sale
prices for future sale/s of more of Teistra by allowing increased foreign ownership. If,
in the longer run, foreign ownership restrictions prove to be ineffective because of the
desire for extra revenue, rationalised by the need for uniformity across the industry, then
this could have serious implications for Australians.'64

Legal
In order to consider what legal requirements will be needed to ensure the Government's

62

64

Senate Reference Committee: 1996:63
Vodafone, Subniission,No.J, Vol.1 p8 in Senate Reference Committee: 1996:63.
Senate Reference Committee: 1996: 63-64
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objectives of not only the one third sale of Telsira but any consequent sales, it is worth
considering the current reporting and control procedures.

Presently the Commonwealth exercises strategic and financial oversight of Telsira to
ensure that it is accountable for its business ventures and performance. This is achieved
through reporting obligations and through the Commonwealth's power to appoint the
Telsira Board members. Teisira is also legally bound to provide information to the

Commonwealth through provisions contained in Telstra's Memorandum and Articles of
Association and the Teistra Corporation Act 1991.

All Teistra's shares are presently owned by the Commonwealth, and the Minister for
Communications and The Arts is designated to act on behalf of the Commonwealth.
The Minister is then advised by his department.

Telstra is currently required to provide detailed advice to the Minister to enable him to
keep Government informed about the company's operations. The following reporting
requirements are placed on Telsira through its Memorandum and Articles of
Association.

Corporate Planning (Article 32) to advise the Minister of the strategies and
-

projected financial performance of the company for the next three years. Telsira is
required to prepare Corporate Plans in accordance with guidelines determined by the
Minister.
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Quarterly Reporting (article 61.1) To advise the Minister of the actual financial
-

performance of the company on a quarterly basis. Teistra submits quarterly reports
on its performance in a form determined by the Minister.

Article 33 Reporting requires the board to advise the Minister of events that affect
-

the achievement of the objectives, strategies, financial targets of the company or
actions by the company to form, purchase or acquire a major shareholding in a
company or undertake a new business activity.'65

The Te/sira (Dilution of Public Ownership) Act 1996 continues the above reporting
requirements.

The Telsira (Dilution of Public Ownership) Bill repeals the power of the Minister to
direct the Telsira board in the public interest. This power is removed as the
Government argues that this is incompatible with the operations of a publicly listed
company which must operate in response to the voting power of its shareholders under
the direction of the board of directors in compliance with the rules of the Australian
Stock Exchange and provisions of the Corporations Law.166

While the above is not a great issue with the one third privatisation of TeLtra, as the
Government still is the majority shareholder, the removal of this power could have
significant implications if the other two thirds of Teistra are sold. It would mean that

165
166

Department of Communications and Arts: 1996b
Official F-Iansard report, 25 June 1996, p40 in Senale Rejerence ('omnii/lee: /996:
36
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Telsira could act against the public interest and the Minister would not have to
direct the Board not to do this.'671t is therefore a serious concern when

power to

considering the

privatising of the remaining two thirds of Telstraif the legislation passed
to protect the
consumer with the initial one third sale is going to be adequate protection when

Teistra

is fully privately owned.

• Industry development and research
A major concern related to the privatisation of Teistra is the likely impacts

and possible

adverse effects on the telecommunications equipment industry in Australia.

Telsira is at

the heart of the Australian electronic industry. This industry has seen growing

export

performance and import substitution activities.

Production of telecommunications equipment in Australia currently includes,

switching

systems, cellular mobile base stations, terrestrial cable (optical fibre and metal),
submarine cable, telephone handsets, PABXs and cellular telephones. This industr

y was

calculated to be worth around $2.8 billion dollars in 1991, this included $250

million

worth of exports. Eniployinent in these industries is currently around 11,000 people. 168

It is argued the telecommunications equipment industries growth and export capabil

ities

are heavily dependent on TeLrtra. A study of the Australian telecommunication
commercial and regulatory environment, CIRC IT concluded: "The leleconimunic

at ions

iiidu.vtiy in Australia

...

is heavily dependent on carrier procurement. Telecom will

167

Mr M Reynolds, Official Hansard report, 10 July 1996, p
366. in Senate Reference Coniniittee.'
1996:36
168
Senate Re/erence C onunittee: 1996: 66 -67
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undoubtedly remain the major customer for the industry for the next few
regardless of... export growth. Hence the relations between Telecom

years,

and the suppliers

of its core industry requirements remains a mqjor determent in the evalua

tion of the

equipment industry.' 69

If the full privatisation of Teistra was to erode the equipment industries' sales
by
purchasing more equipment from overseas sources then this could spell the
growing and successful Australian industry.

doom of a

170

The New Zealand experience is pointed to as an example of the potential

consequences

of privatisation in this area. Since Telecom New Zealand was privatised,

the industry

has withered away. Alcatel and Ericsson are now the only two telecommunica

tions

manufacturers with substantial operations left in New Zealand. GEC, Philips
have left. New Zealand exports of telecommunications equipment fell from

and Mitel

$6.6

million in December 1988 to $5.4 million in December 1992. Network equipm

ent

imports increased dramatically from $179 million in 1988 to $274 million

in 1990.1 '

It is worth considering possible implications on new research into telecom

munications

that is currently carried out by Teistra. Teistra in 1994-95 was ranked the largest
corporate investor into research and development in Australia. If the full

privatisation

of Telsira leads to a reduction in R&D in an attempt to cut costs and improv

e

16"

DNorthfield, 1994, Australian Telecommunications Conirnercial
and Regulatory Environment,
CIRCIT, Melbourne, p12, in Senate Reference Committee: /996:
69
70
Senate Refi'rence ('oniniit/ee: / 996:69
71
Communications and Electrical Plumbing Union, submission no 296,
Vol tO, p.1899 in Senate
Reference Committee: / 996: 70
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profit, then these valuable future earning activities and innovations will be lost

to

Australia. 172

These potential losses are compounded by the associated downsizing that a pri'vati

sed

Te/sira is likely to undergo. The Institute of Engineers in their submission to

the Senate

inquiry highlighted the problem. Drawing on the findings of their year long inquiry

into

the problems associated with privatisation, corporatisation and the contracting

out of

Infrastructure services, the Institute argued that loss of skilled and experienced

technical

staff during downsizing can result in an excessive decline in the technical literacy

of the

enterprise. 173

The associated problems and costs can be highlighted by Dr Kerry Hinton, in her
submission to the Senate inquiry, "Evidence indicates that since the late 1980's Telslra
has been reducing its in house technical competence and increasing its depend

ence of

equipment suppliers fbr technical support. This approach has also been adopte

d by the

privalised British Telecom. If as Telsira 's trends to date indicate, Tels/ra follows
the
British Telecom example, Telsira will mo.s't likely significantly reduce its broade

r

research and development el/br! and refocusses on a narrow range of commercially
orientated software research. Similar to British Telecom, Telsira will also likely
become almost totally dependent on its equipment suppliers for network
/echnology' 74This possible disadvantage is likely to be a far more probable with
a fully
privately owned telecommunications company.

172

Senate Reference Committee: /996: 75
The I,stitution of Engineers, Australia, Submission No. 305, Vol. Ii, pp207682 in Senate Reference
Committee: /996: 76
174
Dr K Hiiiton, Submission No .143 Vol 5. P 878 in Senate Re/erence Committ
ee: 1996: 77-8
'
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The fear in this area is compounded by the fact that

the equipment supply industry in

Australia is largely dominated by subsidiaries of large
is concern that the high level of foreign ownership

among equipment suppliers will see

R&D in the telecommunications industry in Australia
Te/sira.

transnational corporations. There

largely disappear if not driven by

This is because subsidiaries of transnationa1 corporati
ons are able to source

their technological requirements from their parent comp

anies. 75

Many of the issues raised here are not likely to be
teste

d with the initial one third sale of

Telsira.

The management board is not likely to take decisions

that are in the interest of

its largest shareholder (the Government). If the Gove

rnment ceases to be a shareholder

then the management is far more likely to pursue the

corporate objective of profit

maximisation to the possible detriment of other cons

iderations such as the national

interest.

171

Sc nate Re/erence ('orninhttee: I 996:78
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Cli apter 4

Conclusion and recommendations

Privatisation has become an important issue for many governmen

ts throughout the

world. The trend for governments to shed unnecessary operations
core responsibilities is being acted on globally. The current Liber

and concentrate on

al

-

National party

Government in Australia was elected on a platform which includ

ed the policy to

privatise one third of Telsira. Some of the money raised from
this privatisation will
then he used to invest in Australia's environmental infrastructu

re.

If the arguments in favour of privatisation of Telsira are value

d then the one third

privatisation is just the beginning. There is no moral or ethica

l reason for the

Government to continue to own part of Teistra if in their opinio

n owning that asset

reduces the level of services and overall quality of life of the

Australian public. The

issues associated with privatisation are very varied and wide

ranging. They begin with

economic theory which on the whole strongly supports privatisatio

n of profitable

corporate ventures. Economic theory argues that privatisation

will bring benefits due to

the increased efficiency of the private sector.

The current Government argues this view. If this view is accep

ted, the argument is not

why should we privatise government instrumentalities, but why
continue to own them. The theory suggests that unless a strong

should the Government

argument can be

established as to why continued ownership by the Governmen

t is desirable, then the
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asset should be sold. If the Government does not do this then it is making a decision to
engage in what it believes is bad economic policy by default.

The general arguments around the privatisation debate become much more heated when
the sale is of a government instrumentality the size and profitability of Telsira. Te/stra
is a huge organisation contributing to more than 2% of Australia's GDP. Its estimated
profit for 1 997/98 financial year is $AUD 4.22 billion'76. Telsira currently provides
services to almost all the Australian population at standardised and universal rates (refer
to Table I on page 37 to view an example of the levels of cross subsidisation in
Australia). Furthermore, the services provided are seen as being of an essential nature.
Businesses depend on phone services for their continued operations. The huge distances
in Australia and the widely dispersed population means that Australia, more than many
countries, relys upon its phone network.

The Government acknowledges the importance of Telsira to Australia but believes
privatisation will lead to an improvement of services to Australians. As earlier stated.
the Government seeks to provide a framework that promotes the long term interest of
consumers, and promotes the efficiency and international competitiveness of Australia's
telecommunications industry.' 77 The views of the Government towards the reasons for
the privatisation of Telsi'ra are clearly outlined in the dissenting Government report from
the Senate Reference Committee. They revolve around the benefits of improved
efficiency and the benefits of freeing up cash flow to use in other areas.

I16
177

Business Sunday Program: 1997
Department of Communications and the Arts, Commonwealth of Australia: I 996a
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The arguments for why Telsiru should be privatised are well articulated by Dr Terry
Cutler, a leading telecommunications industry consultant based in Melbourne. Cutler
says there are three reasons as to why Australia should not still be debating privatisation.
The first is that the Government is not the natural owner of Teistra and
telecommunications is not a natural monopoly. In the era of convergence, and the
emergence of an information-based economy, continued government ownership will
destroy corporate shareholder value and national economic value.' 78

The second reason is policy clarity. The Government's key role in the new era of
telecommunications should be to put in place the best possible regulatory regime. A fair
and equitable regime which ensures that the country's social objectives in relation to
telecommunications are met.' 79

The third reason why Australia should privatise Teistra is performance. If productivity
versus staffing is used as a measure of performance, then Teistra has too many staff. By
international benchmarks Telsira has twice the staff it needs. The excess staff cause
higher costs which result in higher prices to consumers. Reducing staff levels and thus
increasing productivity should result in lower prices to consumers. Political pressures
regarding the employment levels tend to hinder government achieving these
efficiencies

80

In the debate as to whether privatisation does improve overall efficiency, or more
specifically, does privatisation of its own improve efficiency if the firm is in a monopoly

178

Plunkett: 996: 30-31
Plunkett: 1996: 30-31
'° Plunkett: 1996: 30-3 I

179
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or near monopoly situation then the findings are much more questionable. Most
-

studies have found that privatisation in itself has not led to increased efficiency.
Increased efficiency has been found to be largely the result of increased competition.

Many of the studies into privatisation have found that privatisation gains are contingent
on what policy makers do, especially regarding competition, regulation and sale
structure. What has been shown is that success was caused, not by the simple act of
divestiture alone, but divestiture in combination with a set of intelligent accompanying
policies. Most notably regulation and sale conditions.

The ultimate motivation for privatisation should be to provide better, and cheaper
services to users, not just to contribute to government coffers. If it is reasonable to
conclude that even if it is accepted that privatisation is an effective and necessary part of
reform of the telecommunications sector, the longer term gains from privatising TeLctra
are likely to come from the introduction of competition and the establishment of a
competent and independent regulatory process. 182

It is relevant that in considering the full privatisation of Teistra (as opposed to the initial
one third sale), we are talking about one of Australia's largest enterprises and a very
important organisation to Australia's economic and social future. Australians when
selling Telsira should be more confident than just relying upon 'a law of averages' that
says privatisation is a good idea most of the time.183

Galal et at: 1984: 294,570
Tarianne: 1996
Communications Law Centre, Submission No 343, Vol 13, p2627 in Senate Re/rence Conin,iltee:
1996:43
'
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Some of the main arguments against the privatisation of Telsira

have been best put

forward by the Australian Democrats in their paper 'We can keep

Telsira public AiVD

save the environmen( The Democrats argue:

"Tel.s'/•a develop.s world class techno1o' fbr Australia and overseas,
community needs.

while meeting

in 1995 Telsira made $1. 75 billion in profit, and paid $1.5 hiili,i in

taxes and dividends to the ftderal government. That's money that comes
ProfIt.s' and dividends from public enterprises like Telstra help fund

to all of us.

public educaiio,z,

hospitals, roads and other necessary community services. Privalisalion

means the

pro fihtrom ii'hal we now all own will end up in select private handy

, not in connnunily

services. And that means those services will be cut or have fees impos

ed. On top of that,

access telecommunications is now a mqjor factor in determining qualit

y of life and

future life opportunities for our children. A guarantee of equal access is
Would you trust a private company to provide a guaranteed level of

essential.

access to all

Australians if it affected their profits? For all these reasons, privat

ising Telstra just

doesn't make sense. And that's why the Democrats are opposed to

it.

There is also the concerns about the extent of foreign control and the

ways that this may

affect a privatised Telsira competing in a world market. The loss of Austra
lian control
of such an important part of Australia's infrastructure could have signif

icant detrimental

effects. The concerns related to foreign control are linked to worrie

s about reductions in

the level of research and development carried out in the telecommun

ications industry in

Australia and Telsirci competing on a growing world market. It would
not be desira

ble

''

Australian Democrats: I 997a
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if Australia followed the New Zealand experience and saw research in the
telecommunications area cease. It would also not be desirable if Te/vira stopped
competing for lucrative international contracts. These contracts may bring jobs and
growth to the Australian economy.

Pressure to increase foreign ownership beyond the initial restrictions is likely with the
future full privatisation of Teistra. The Australian stockmarket is fairly small and is
unlikely to be able to absorb the full sale of Teistra. This will combine with the claim
that why should Te/stra be any different from its competitors. Both Optus and
Vodafone have majority foreign ownership. The combination of these forces will see
future governments under pressure to relax foreign ownership and control restrictions
when trying to sell the remaining two thirds of Teistra's shares.

The arguments for fully privatising Telsira and opening it up to competition tend to be
economic arguments alone. Consideration needs to be given to ensuring that social
concerns such as security, freedom, justice and leisure of Australia's population are
protected in any sale contract of Telsfra. People need protection for social rights as well
as the economic ones. The social concerns can be addressed with appropriate legislation
and regulation. If this does not happen then Australian citizens are likely to see a
decrease in some of the above social factors.

The British Telecom example illustrates that most of the advantages which have resulted
since privatisation have come from regulation and not just private ownership. The early
stages of a privatised British Telecom saw reductions in services to the British people.

1 09

The creation of a private monopoly to replace a state mono

poly is hardly likely to bring

benefits to anyone other than the owners of the new priva

te monopoly. Regulation is the

key issue a privatised phone carrier in itself does not appea

r good or bad, its the

associated fine print that will need careful consideration.

The benefits outlined from the Government may be deliv

ered if the regulation and

competition process that goes with privatising Telsfra is

effective. The Australian

population can then benefit from the money raised being
used
economy without suffering a reduction in the level of or

in other areas of the

an increase in the price of

telecommunication services.

The counteracting force to this is the desire for the Gove

rnment to maximise the sale

price gained from privatising Telsira. The less regulation and
competition the more
money the Government is likely to receive from the sale.
financial gain should not be allowed to overshadow the

The pressure for short term

longer term considerations for

the Australian people.

This problem is being compounded at the moment by the
result of the cable TV roll out and growing concerns at

losses Telsira has suffered as a

the recent legal action by Optus

alleging Telstra's unfair trading practices. Both of these
things are likely to

reduce the

sale price of Telsira. The Government needs to resist the
temptation to reduce

other

controls as a way of increasing that price. There is a majo
r dang

er involved in the trade

off of'cash for competitiveness' when privatising governme

nt enterprises.'85

National Competition Policy: 1993: 266
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The initial response to the one third share float has been positi
ve. Over two million
people have responded to Te1strar advertising campaign and
regist

ered for a Teistra

prospectus. 7'elstra has released its 'pink herring' to the stock
exchange. This
estimates 1 997/8 profit to be AUD$ 4.2 billion up from

document

the AUD$ 2.7 billion in the

previous year (This profit estimate does not include abno

rmals such as possible losses

due to the Optus law suit and further losses over some of TeIst

ra'v other more risky

investments). The 1 997/8 year estimated earnings per share
and a dividend of thirteen cents per share is predicted.

are put at twenty-two cents

Given that the market is

currently trading at around 16 times earnings per share
as an

indicator of the share price,

this should mean Tei,vtra shares will sell at around $AUD 2.60
to $3.00. If this

holds

true then the Government should receive $AUD 12 14 billio
n dollars for its one third
-

sale of Telsira. 8 '

In concluding, this study does find that the future full priva

tising of Te/stra is desirable

given certain legislative and regulative protections are ensur

ed. The following

recommendations regarding the possible future sale of the

other two thirds of Telsira are

made:

I. It is recommended that the full sale of Telsira be encou

raged at some future date if

the following safeguards can be ensured:

. The Government should only sell Teistra if its full
economic value can be

realised and not sell if the sale will result in a decrease in
net
sector.

"a' Business Sunday Program: 1997

worth to the public

. The Government should legislate to ensure socia
l conditions are maintained and

not downgraded by a privatised Telsira for example the
provision of public
telephones and toll free emergency numbers.

. The money raised from the sale should be used to
either retire debt or invest in

new infrastructure developments. The sale proceeds shoul

d not be used to

finance current expenditure.

Legislation needs to be in place to ensure that rural Austr

alia is not

disadvantaged.

. The continuation of the Universal Service Obligation
s needs to be ensured.

. Sale conditions should seek to guarantee the conti
nuation of research and

development of the telecommunications industry in Austr

alia.

. An effective post privatisation regulatory regime and
authority needs to be

established (The regime set up for the one third sale may

not be sufficient when

the majority of Telsira is owned by the private sector).

Foreign ownership should be limited by legislation to ensur
e

Australian control.

1 12

The sale of the balance of Tels/ra should proceed

as soon as practical.

Longer term issues as well as the short term cash flow

s should be considered

when negotiating the sale.

. The sale should not be linked to other non
associated government policies.

The environment should be created that will foster
New competitors should be encouraged to enter the

the highest levels of competition.

niarket. It needs to be ensured that

Telsira is not able to exercise monopoly type powers.

There should be monitoring of the privatised body

to ensure that efficiency savings

and cost reductions are passed on to consumers.
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