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Ladies and Gentlemen,


To be invited by the Hong Kong Industrial Technology Centre Corporation to speak at the Business Technology Exchange Forum on Telecommunications is not only an honour, but an opportunity to identify and highlight the importance of telecommunications to the people and enterprise of Hong Kong. 





When I began my studies of the telecommunications industry in the late 1980s I had little idea then of just how important telecommunications was, and, more importantly was becoming. Initially I saw the industry as a utility, rather like electricity, gas and water, providing a vital service for sure, but really only differing to the extent that its use of technology - essentially digital technology - was evolving more rapidly. However it took little detailed study - and here being an outsider perhaps helped - to realize that something rather more fundamental was occurring. Technology was not only transforming the character of the telecommunications industry from within, but more significantly, much more significantly in my view, was changing the role played by telecommunications in economic and social life.





Hong Kong has always relied upon the excellence of its communications by land, sea and air, and by electro-magnetic means, to sustain its trade and commerce and the tempo of its society. As Hong Kong’s manufacturing base migrates across the mainland border, telecommunications has come to play a significant role in facilitating Hong Kong’s changing social division of labour between material production and business and consumer services. Optical fibre cables, microwave and satellite links to the mainland, to say nothing of cross-border roaming with cellular mobile telephones and pagers, are daily reducing the transactions costs of doing business, widening the scope of markets as well as bringing together friends and families.





But more than that, telecommunications is becoming part of the strategic value-chain at the heart of modern business. Obvious examples include the customer services banks provide over their ATM networks; the facilities offered by airline and travel agency customer reservation systems; the information available from online service providers; the planning and co-ordination and monitoring and control facilities available over wide area computer networks together with file transfer and data management capability; and so on. Much speculation takes place as to the future possibilities afforded by inter-active multi-media broadband networks, often with the thought that the technological potential is developing so rapidly that research and development engineers are fast creating solutions in search of problems, and services in search of markets. 





Telecommunications and Uneven Development


This results in a rather odd situation. Trhoughout much of Asia, in the midst of material  poverty and underdevelopment, shine some of the most prestigious property developments and most advanced technological infrastructures. Asian societies, and not least China, strive for the bare necessities at one end of the scale and for state-of-the-art technology at the other. Business and consumer markets stretch from barter, share-cropping, indebtedness and counter-trade at one extreme to creditcards and smartcards, electronic transfer of funds/point-of-sales (ETF/POS) and the latest high-tech consumer goods at the other extreme, and each within close proximity to each other.Uneven development is a marked characteristic of Asia, combining the most exciting business opportunities with the greatest uncertainties, offering simultaneously extremes of profit and risk.





Why stress this point in a talk about China’s telecommunications market? Well, I want to point to an opportunity and a problem.





The opportunity is the most exciting one: development. The word ‘development’ can mean many things to many people, but to me it means the transformation of society characterized most fundamentally by the way most people make their living. In Marx’s parlance, it signifies a dramatic reduction in socially-necessary labour time - that is, a massive increase in the social productivity of labour - and a corresponding increase in ‘free’ labour - that is freeing up time for people to gain education and enhance their cultural achievements.





In China’s case the Party’s claim to historical achievement and legitimacy rests upon its vision of development for China. Being able to feed, clothe, house and educate your people when you start from where China was at the turn of the twentieth century is a real accomplishment, but success brings its own challenges. As anyone versed in dialectics should know, strengths can become weaknesses unless the ingredients of development are refreshed, and unless the vision itself is updated, and outmoded ideas transcended. Modern societal development centres around the empowerment principle, establishing a civil society in which access to information and transparency of process are fundamental goals.





It is almost unnecessary to stress, because it should be self-evident, the central role telecommunications and information technology has to play in this developmental process. Civil society consists of the way citizens interact economically and socially, and according to Marx, political society reflects these relationships. But just as political society can never for long leap too far ahead of civil society - although periods of revolution are often precisely that -, so the development of civil society is required for a stable and progressive development of political society. They are indeed dialectically related, and in this evolving relationship information technologies will play a vital role, in encouraging a more efficient and customer-responsive business community and state administration, and in creating new mechanisms of social access to the means of communication.





The problem is one of a confusion of goals. The uneven development of China is well recognized by Chinese policy-makers and scholars, and the ideal of a minimum level of universal telecommunications and information service is one which obviously accords with the aims of economic and social development. But, just as in Western countries until not so long ago, telecommunications readily regarded as a national asset and a security issue.





To those of us in Hong Kong this idea seems archaic. Telecommunications is increasingly viewed as a mass consumption product, a super-market commodity. We can buy sockets and extension leads and handsets in all kinds of designs and colours, and cordless and mobile telephones and fax machines, and modems for our desktops and notebook computers without a second thought, and assume that they will be connected and operating within days if not hours. On the close horizon loom all kinds of personal  devices, ranging from serious multi-task multi-mode communicators, for example satellite mobile cellular handsets and global positioning systems, to toys for children of all ages. In the uneven development of China these markets are also developing, but for most Chinese officials and people access to a telephone remains a privilege, and the service a basic but remote utility regarded all the more for that reason as a strategic infrastructure. The reality, of course, is that from a strategic point of view the more distributed the network, like Internet in the USA, the less vulnerable it is to hostile acts or natural disasters.  





China’s Telecommunications


That brings us to the key question: not so much ‘how can China develop its telecommunications sector’ but ‘how should China develop its telecommunications sector’? The answer to this question is clearly of enormous interest to the makers and vendors of telecommunications equipment - the more service providers there are, the more customers there are in the market - and to carriers - the more service providers there are, the more potential joint venture partners there are - and to investment fund managers - the more service providers there are, the more equity opportunities there are - and to telecoms users, who benefit from the choice of service provider and the effect of competition on prices.





It may be asked: isn’t the real question ‘how will China develop its telecommunications sector’? But it seems to me that the only way in which anyone can attempt to answer such a question is to spell out the options that are logical given the position China is in and the current state of its telecommunications networks. In doing that, we inevitably imply which options make better sense and which don’t according to the criteria involved. The rest of this paper therefore sets out to do two things: (a) give a thumbnail sketch of the state of telecommunications in China, and (b) explore the options according to the alternative policy objectives, and in light of the pressures at work.





For the sake of brevity, the rest of this paper takes a note form.








1. The state of telecommunications in China


1.1  China’s telecoms remains essentially a planned or supply-driven industry, despite enormous pent-up demand from both business and residential subscribers. An example of this was the foreshortening of the targets for 2000 to 1995 following Deng Xiaoping’s visit to the South in 1992. Clearly this was not based upon a sudden reappraisal of demand. Current targets and recent growth are as follows:





						(Millions)


					1990		1994		2000


PSTN Exchange Capacity		12.3		48.8 		140.0


Subscribers/100 persons		  0.6		  2.4		    9.0


Cellular mobile subscribers	  0.019	  1.6		    8.0	


Long-distance circuits		  1.1		  2.2





Packet Switched Network				6,000 ports


Digital Data Network				3,360 ports








1.2  The traditional planning process referred to above may be regarded also as a bargaining process between the various provincial and municipal Posts and Telecommunications Administrations (PTAs) - and within the jurisdiction of the PTAs another lower level bargaining process between the Posts and Telecommunications Bureaus (PTBs). The PTAs who provide the bulk of the revenues to the Ministry of Posts and Telecommunications (MPT) can argue that the faster they grow the faster the revenues grow. The PTAs from the poorer provinces who are net recipients from the MPT’s national redistribution formula can equally argue that without more resources they will fall further and further behind, worsening the problem of uneven industrial and social development.





1.3 From last year the Directorate-General of Telecommunications (DGT) was formally separated from the MPT and during 1995 renamed China Telecom. Responsible for the planning, building and operation of long-distance and international networks, the interests of China Telecom could well shift apart from the interests of the PTAs as the logic of market socialism kicks in. There is no reason why the PTAs should not someday emerge as regional operators in their own right.





1.4 Another bargaining process takes place at State Council level between rival ministries, each looking for ways to protect their industrial base and revenues, and ultimately their reason for existence. Market socialism logically undermines the traditional role of ministries operating commercial enterprises. The corporatization of the DGT (China Telecom) being a case in point. The MPT remains, in theory, the regulator, but without any clearly developed regulatory structure as yet. Rival ministries, especially the Ministry of Electronic Industries (MEI), can reasonably argue that the MPT cannot be an independent regulator while at the same time being so interwoven with China Telecom. 





1.5 The MEI is the principal backer of both JiTong Corporation and LiangTong Corporation or Unicom. The ministries of railways and energy are two other powerful backers of Unicom, as are numerous state enterprises and local state administrative bodies, but these shareholders are not to be confused with the Western concept. Their involvement is politically determined, and their level of participation is often minimal. Also, each may have their own agenda for telecoms.





1.6 JiTong, as is well known, has been awarded responsibility for coordinating the Golden projects, of which the Golden Bridge is the over-arching infrastructure project designed to knit together, and build, a national information network of satellite, microwave and cable connections. In principle, this national network will draw upon China Telecoms’ long-distance circuits where necessary, but the Golden Bridge project is more like a mosaic of  existing networks and of plans and intentions than a blue-print for a truly national information highway. (Other departments of state have spawned their own ideas about a NII). Across China many different projects within the project are receiving attention and discussions are ongoing with overseas investors, equipment suppliers, systems integrators, and so on.





1.7  A key component of these discussions from the Chinese side is finance. A key component for overseas companies, apart from supply and building contracts, is joint venture participation in network management and service provision, with the bottom line being some degree of equity ownership or, as a minimum, what has been termed “equity-type returns.”





1.8  LiangTong or Unicom is focused upon building and operating telecommunications networks, starting with GSM cellular systems in a number of major cities. This makes good-sense in terms of cashflow and speed of market entry, but contrasts with the part of the original mandate to provide service in sparsely or under-served areas. Unicom’s next major venture will be to enter the long-distance market, again a sensible strategy given the revenue returns on this traffic. Wireless Local Loop (WLL) may also be an option in the near future to challenge the PTA’s in the wireline local access network. Unicom’s self-declared target is to provide 10 per cent of China’s local telephone network by the year 2000.





1.9 A further player in the telecoms market is the PLA by virtue of its historical control over radio spectrum in bandwidths covering paging services, trunked radio and the 800 MHz cellular frequencies. A three-cornered contest could well emerge with the MPT prepared to concede market opportunities to the PLA to undermine the market for Unicom. Last year the MPT lowered cellular handset prices, ostensibly to encourage the market but without disguising the fact that Unicom’s cashflow would suffer in consequence. Unicom has subsequently complained to the Price Board for protection against predatory, or anti-competitive, pricing. Subscribers will be less concerned.





1.10 Unicom is simply facing the same problems all new entrants face against an entrenched incumbent. There are no agreed terms of interconnect, revenue-share, for sharing the universal service obligation, and so on. Unicom lacks resources across the board and is therefore more inclined to look for overseas technical partners and finance, reason enough for the MPT to oppose foreign participation on any terms that would appear particularly attractive. 





2. Policy options in China’s telecommunications sector


2.1 Two national policies are changing the face of China’s telecommunications industry. The first is the transition to market socialism, and the second is state enterprise reform. They are obviously closely linked. The former encourages the adoption of commercial decision-making; the latter a change in corporate governance, especially in the allocation and accountability of resources. As the DGT or China Telecom disengages from the MPT it becomes self-financing, and sooner or later the PTAs must follow suit. Their preferential tax treatment has already been phased out, and currently ways are being explored to divide up their assets and liabilities between the PTAs, the DGT and the MPT. 





2.2 Tariff reform is a logical step to be taken soon. Local tariffs are very low, long-distance and international tariffs exorbitant. As the network expands traffic should increase exponentially, and revenues in the long-distance markets should prove price-elastic. Elsewhere I have made some back-of-the-envelope estimations of how far revenue could be raised on IDD and domestic trunk traffic if tariffs were lowered on these routes by around 5 per cent. Assuming price and income elasticities of around -1.2 and +1.2 for IDD (that is, a 1.2% increase in revenue for a 1% cut in tariff and also for a 1% increase in real income) and price and income elasticities of -0.1 and +1.5 for trunk traffic. The net effects were +US$0.33 billion and +US$45 million. 





2.3 These figures illustrate there may be substantial room for increasing revenues from telecommunications in China quite apart from natural growth, which will be enormous. Current capital expenditure targets of US$10 billion per annum to the year 2000 should not, in my opinion, be a chronic problem in itself. 





2.4 But China’s telecoms network development does desperately need funds to realize its great potential, and over the past two-three years - but with accelerated intensity over the past year - leaseback arrangements have sprung up with official sanction. This form of financing is now an approved, or at least an accepted form of overseas investment. Numerous ventures have been announced, most with a certain vagueness on details, which seem to involve equipment purchase and network building financed by a foreign and/or local partner, in which asset ownership is transferred to a unit or subsidiary of the PTA or Unicom or PLA, and network operations are vested in a locally-owned company which has a foreign partner who revenue-shares, and perhaps offers unclearly-defined management consultancy services, and undertakes building contracts and maintenance agreements. Large, especially Western international telecoms companies, tend to shy away from these deals, or have considerable problems defining them to the satisfaction of their board of directors and/or corporate lawyers. But many smaller Asian companies are more adaptable, or flexible, and less risk-averse. Perhaps Asian business and family connections also help to reduce risk, or appear to do so, by providing contacts within an otherwise opaque bargaining and policy-making process. 





2.5  Leaseback is a flexible approach to financing for the average PTA, but the PTAs in the large metropolitan cities have set their sights higher than the rest of China. Shanghai, for example, aims to achieve the status of a world-class banking and financial centre early in the twenty-first century, a goal that requires an equally world-class telecommunications and information technology infrastructure. Although leaseback can be utilized to finance discrete projects, such as the joint-venture Huamei-S.C.M.Brooks ATM-switched broadband network in Guangzhou cutover earlier this year, more substantial methods of financing are required. The BOT (Build-Operate-Transfer) model is an obvious option, but it is too early for  the Chinese state, following Thailand’s example, to contemplate foreign ownership of its national assets. The BTO (Build-Transfer-Operate) option is, however, a stepping stone that avoids, or postpones, that issue. In a well publicized case, AT&T has apparently proposed something along these lines in the financial district of  the Pudong area in exchange also for the transfer of research and development (Bell Labs) and technology to China. AT&T awaits with baited breath, as does every other international telecoms carrier. Logically, China could justify such a move by declaring it a ‘special telecoms zone’, an experimental area to be closed down, revised or extended according to unfolding circumstances.





2.6  The plumb of technology transfer is clearly important. China places great weight on this factor, and rightly so from a development perspective. It ties in closely with China’s determination to develop a research and development and production capability in the field of micro-electronics. China has studied closely the  industrial policies of South Korea and Taiwan, where the telecoms networks have been protected markets for local manufacturers and equipment suppliers. While China’s entry into the World Trade Organization will stand uneasily with such an industrial policy, China will use the bargaining power of the size and lure of its market to extract the best terms it can from foreign investors. But that is a two-way road, and foreign companies will likewise do their best to tie-in China to deals which stretch out technology transfer to a timescale of their own choosing. 





2.7  As China’s telecoms market continues to grow, and as Unicom, the PLA and perhaps other domestic players establish themselves as carriers and service providers, the disparities of unevenness are likely to exert greater pressure upon Beijing to further relax its strictures against imaginatively structured deals with foreign partners. Past practice suggests Beijing sets up the markers and is then pragmatic in the degree of flexibility it permits PTAs and other bodies to negotiate deals. Pragmatism works both ways, and blind eyes can suddenly open wide as central authority comes down like a ton of bricks, but when the dust settles another round of flexibility is permitted, and each time the markers are pushed out  a bit further. As the requirements of the PTAs grow for more sophisticated networks, and network management and customer services, so will their self-interest in negotiating with potential foreign partners. Especially if they are offered some participation themselves in overseas ventures.





Conclusion


It is appropriate to conclude with the emphasis on technology transfer. I do not know how far HKITCC realizes just how important its own role could be in the promotion of this industry in China, and at the same time in the promotion of Hong Kong’s broad-based and highly successful telecommunications industry in the mainland. It seems to me that China has much to learn from initiatives such as HKITCC, and the work of HKITCC exemplifies exactly why Hong Kong is strategically important to China. 





There are many theories and models of how technological advances diffuse through an economy, for example some models compare it to, and model it after, a contagious disease, as it spreads through personal contact. Well there is plenty of personal contact through the HKITCC, of the best kind.





Coming from a university, and as director of the Telecommunications Research Project, I too am interested in the way ideas spread, are exchanged and transformed in the process. An objective of the TRP, which is generously funded by the Hongkong Telecom Foundation to do public domain research, is to promote a joint understanding of the role of telecommunications and IT in the economic relations between China and Hong Kong, and to further that aim we are organizing a series of roundtable workshops in China to bring together industry people, policy makers and researchers as part of our China telecoms research programme. This programme was launched in Hong Kong last May at the conference on Information Services and Technologies in China and Hong Kong. 





The more mutual understanding of the challenges, achievements and opportunities on either side of the China-Hong Kong border the better, and I do believe that the telecommunications and information technology sectors provide an opportunity second to none to promote this genuine communication.
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