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Ypore
Power can

supply basic

telecom
services

It is in best position
to compete with Singtel

JIMBO ALBANO

By lvan Png
ASIC telecommuni-
cations = services
comprise domestic
and international
voice calls and data transmis-
sion services. SinFapore Tele-
com presently holds an exclu-
sive licence to provide basic
telecoms.

The Government, however,
has committed to opening the
market to competition. Indus-
try regulator, the Telecommu-
nication Authority of Singa-
pore (TAS), will license two

additional providers to start

basic telecoms service by
April 2000, '

TAS has paid $1.5 billion to
Singapore Telecom in com-
?ensation for early termina-

ion of its exclusive licence.

‘There are three ways by
which new licensees can com-
pete with Singapere Telecom.

One is re-sale of voice and da-

ta services. This means buy-
ing services in bulk from Sin-
gz:pore Telecom and re-selling

em to end-users.
A re-seller can rent a dedi-

cated channel called a “leased -

circuit” and then re-sell the
capacity profitably in smaller
units to residential and busi-
ness callers. _
Another means of competi-
tion is “call-back”, which
takes advantage of differences
between the prices of inbound
and outbound international
calls. Suppose that a foreign
rovider’s rate to Singapore is
ower than Singapore Tele-
com’s rate to the foreign coun-

Then a call-back service
can profit by taking outbound
traffic from Singapore but
routing it as an “incoming”
call from the foreign location.

Re-sale and call-back are
powerful, low-¢ost ways to
cream off business from Sin-
gapore Telecom. They do not
require much more than wide
marketing and an effective
billing system. A third mode of
com&atition requires substan-
tial fixed investment.

A facilities-based competi-
tor would establish its own
switched network, consisting
of cables or wireless stations,
depending on whether it pro-
vides fixed-line or wireless
connections. Switches are the
computers that route telecom-
munications traffic between
caller and receiver.

Communications Minister
Mah Bow Tan has stated that,

. in awarding the new licences,

the Government would favour
applicants offering facilities-
based competition. Indeed,
the Government has set the li-
cence fee at the relatively low
level of $10 million once off
plus an annual fee of 1 per
cent of turnover to encourage
bidders to compete on facili-
ties and service.

Among the wide field of po-
tential licensees, one stands
out in its ability to proyide fa-

cilities-based competition —
Singapore Power.

In a highly-urbanised mar-
ket, securing rights of way to
buiid a network is difficult and
expensive. Singapore Power
already has the rights of way
to reach every residence and
business in the country. More-
over, the company has cus-
tomer data and billing sys-
tems to support effective mass
marketing.

Singapore Power’s partici-
pation in basic telecoms, how-
ever, raises a tricky regulato-
ry issue. The company has an
exclusive franchise over dis-
tribution of electric power,
subject to regulation by the
Public Utilities Board (PUB).

_If Singapore Power wins a
basic telecoms licence, it will
be in the unique position of op-
erating a monopoly in electric-
ity, as well as a competitive
business in telecommunica-
tions.

Last year, the Government
gpstponed the privatisation of

ingapore Power as the com-
pany was considered to be in-
sufficiently profitable. Allow-

"ing Singapore Power into the

basic telecoms business may
seem like a good solution to its
low profitability. This would be
more palatable than the alter-
native of raising electricity
prices. -

If, however, Singapore
Power also provides basic te-
lecoms, some of its major
costs will straddle its two busi-
nesses. Such joint costs in-
clude the maintenance of
rights of way. How will the
company allocate such joinf
costs? .

There will be a temptation
to shift costs into the electrici-
ty business, where the compa-
ny has a monopoly. Even if
Singapore Power establishes
a_separate company to pro-
vide basic telecoms services,
there remains the issue of ap-
propriate cost allocation.

With its electricity monopo-
ly, Singapore Power may be
able to recoup higher costs
through price increases (or
slower price reductions). Un-
less there is an effective mech-
anism to ensure a transparent
allocation of joint costs, the
company’s entry into basic tele-
coms may be at the expense of
our electricity consurners.

When privatised, Singa-
pore Power is predicted to dis-
place Singapore Telecom as
the largest listing on the stock
exchange. The clash between
these two titans promises sig-
nificant, long-lasting benefits
to telecommunications users.

The Government, however,
may need to protect electricity
consumers from the fallout.

The writer is Professor
and Deputy Head, Depart-
ment of Information Systems
and Computer Science, at the
National University of Singa-
pore. He contributed this arti-
cle to The Straits Times.




