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The Secretary
Senate Committee on the Environment, 
 Communications, Information Technology and the Arts 
Parliament House
CANBERRA  ACT  2600
Dear Sir
SETEL Submission to Committee’s Inquiry into competition in broadband services

Introduction

This submission by the Small Enterprise Telecommunications Centre (SETEL) responds to a public invitation from the Committee for written submissions relating to the following terms of reference of its Inquiry into competition in broadband services.

(a) the current and prospective levels of competition in broadband services, including interconnection and pricing in both the wholesale and retail markets; 

(b) any impediments to competition and to the uptake of broadband technology;

(c) the implications of communications technology convergence on competition in broadband and other emerging markets;

(d) the impact and relationship between ownership of content and distribution of content on competition; and

(e) any opportunities to maximise the capacity and use of existing broadband infrastructure.

This submission was authored by Ewan Brown, SETEL's Executive Director, with contributions by Ian Johnston, a SETEL consultant.  Views expressed in this submission are those of the author and contributor, and not necessarily those of SETEL member associations. However, the views expressed are based on an understanding of the business needs of Australian small businesses, as conveyed by SETEL member associations since its formation in 1992.  

SETEL

SETEL is an independent national consumer organisation representing and advancing the interests of Australian small business telecommunications and e-commerce consumers. SETEL’s members are mainly industry, trade, commerce and professional associations servicing the small business sector. SETEL’s membership includes 50 associations – mainly members of the Small Business Coalition - that collectively represent over 600,000 Australian small businesses. SETEL receives a grant, pursuant to s593 of the Telecommunications Act 1997, from the Commonwealth of Australia under the Telecommunications Consumer Representation Grant Program in relation to representation of small business as consumers of telecommunications services.

SETEL liaises extensively with industry, government and regulators on telecommunications matters affecting small business and has substantial involvement in the Australian Communications Industry Forum (ACIF) consumer code/guideline development processes.  SETEL maintains active input into the Australian Competition and Consumer Commission (ACCC), the Australian Communications Authority (ACA) and the Department of Communications, Information Technology and the Arts in response to discussion papers and inquiries on telecommunications matters.              A significant level of involvement is maintained with the TIO Council.

Australian Small Businesses

Australia's 1.2 million small businesses1 are major consumers of telecommunications, Internet and e-commerce services. These businesses are major sources of economic growth, employment, income, trade and entrepreneurship.  They comprise 97% of all enterprises in the private non-agricultural sector, employ 3.6 million people and account for more than 49% of private sector employment.  For more detail of the Structure of the Australian Small Business Sector, see Attachment A: Small Business in Australia.
General Comments

SETEL has been a keen advocate of encouraging small businesses to utilise more advanced telecommunications services to accelerate their uptake of e-commerce for the purposes of benefiting from communication efficiencies and retaining/expanding markets.  Narrowband communication services are generally an inhibitor to this process as significant increases in data download and access speed cannot be achieved.  Broadband technologies, whilst promising hope for the future, are not widely available in forms and costings that appeal to the majority of small and micro businesses.  They currently do not deliver the important value proposition to those businesses and are thus considered as future opportunities, rather than immediate contributors to business operations.

SETEL believes that government leadership is integral to the provision of higher bandwidth services throughout the nation.  Governments at all three levels are seeking to implement programs and provide services utilising higher speed communications facilities but there is loss of critical efficiencies due to lack of evidence of co-ordination of their respective efforts.  This lack of effective co-ordination is detrimentally affecting the implementation of important Government and industry IT initiatives.
There is a vital need for high-level Government support and real leadership for programs to foster faster take-up of digital data services. SETEL acknowledges that the On-Line Council of Ministers considered and endorsed the National Broadband Strategy (Victoria reserved its position), which provides a framework for coordinating activities across all levels of government. It provides a holistic approach (for Governments) to broadband development across Australia.  Ministers noted that this united front on broadband shows that all levels of government realise the potential economic and community benefits that broadband can deliver and the need for cooperative policy development and investment strategies.  But where in this statement is there any indication of benefit to small business?  What practical programs will emanate from this grand plan?  How does government plan to engage the business sector, particularly through industry associations – an important channel to Australian small business?

It is notable that broadband rollout and eventual take-up in the UK did not gain significant momentum until key support was provided by the Minister for Small Business, in the belief that the economy as a whole could benefit.  SETEL wants to see tangible support being provided to the small business sector in relation to advice and access to affordable high bandwidth communications services.  However we believe that all Australians can be better served if these higher bandwidth communications services are made available to all users, thus creating economies in the delivery of a far wider range of services.

SETEL notes that continued Government ‘ownership’ of Telstra seems to impede proper application of economic principles in the telecommunications industry, contributing to restrictions on introduction and rollout of new technologies.  We believe this ‘ownership’ factor needs to be addressed before we can see major progress in gaining more competition and thus more choice for small businesses in telecommunications services.  The application of ‘light touch’ regulation has resulted in the dominant carrier, Telstra, being able to increase prices of services to consumers with what appears to be a high degree of impunity. 

An evolutionary national Government vision for communications, such as a modern version of the original USO concept incorporating universal access to more advanced communications and information services, is needed to serve the real interests of consumers, particularly those in non-metropolitan areas.  Current programs provide a patchwork approach to the communications problems (not even needs) of users in non-metropolitan areas.  More co-ordination, vision and resolve is required if the digital chasm is to be filled in and users in urban, regional and rural areas given access, at affordable rates, to services generically available in metropolitan areas. 

Our vision, if a future sale of Telstra is to proceed, is for the establishment of a social telecommunications fund to provide suitable levels of communications access at affordable rates to all Australians regardless of where they reside or carry on a business.  A benchmark data speed of 64Kbps is the starting point as we envisage market forces being largely responsible for stimulating the development of new services and applications thus further stimulating demand thus leading to requirements for even faster service and more applications.

Broadband and Related Issues

The SME E-commerce Forum Report (www.setel.com.au/smeforum2002), compiled by SETEL, on the barriers to uptake of e-commerce by SMEs emphasised the need to concentrate on ‘skilling-up’ SMEs in most, if not all, aspects of e-commerce.  Focus was placed on the key elements of Simplification, Demystification, Promotion and Leadership. There continues to be an industry attitude that the technology is the important feature for users and potential users of higher speed communications. 

This Report re-inforced the fact that the most important features are the benefits or outcomes from utilising that technology.  Too much focus is placed on the technology and thus the adoption or implementation of higher speed services becomes a major learning exercise, diverting significant time and effort away from core business functions.  Small business users largely prefer an outcomes approach and expect the technology to be virtually transparent.

An important underlying issue, not thoroughly explored during the SME E-commerce Forum process, was the current lack of broadband applications applicable to SMEs.  In many respects it was considered too early to address this perceived problem as emphasis needed to be placed on more fundamental elements such as awareness, leadership, promotion, education & training.

A series of seminars conducted in Australia by Marconi UK, drawing on experiences of the UK Government’s Broadband Stakeholder Group, revealed that adoption of broadband in the UK was via the narrowband journey and that early broadband pricing policies had the effect of significantly restricting demand.  Faster uptake was only achieved after regulatory intervention to ‘force’ the major carrier to decrease wholesale access rates and to reduce prices in the marketplace.

In Australia the economic approach is to consider whether there has been any market failure (and potential net benefits from intervention) before regulatory action occurs.  SETEL contends that the market has not developed sufficiently in broadband for any consideration of possible failure.  Regulatory activity appears to have fostered the roll out of broadband to the extent that there is a surplus of broadband infrastructure available to very few potential and actual users.  The “last mile” and “second-last mile” problems, as well as the lack of aggressive pricing policies, have hindered significant uptake of broadband services by users other than major corporates and those businesses having a specific need for the data speeds the technology can deliver.

SETEL contends that the slow rate of uptake of broadband and 
e-commerce is primarily due to Policy failure. The Commonwealth Government has generically promoted the importance of broadband services and their usage to the community in general but has failed to implement policies to ensure that all users have access to ubiquitous, affordable broadband services.  Too much emphasis is placed on ‘normal marketplace’ mechanisms to foster infrastructure rollout.  We may have adequate, if not superfluous, broadband infrastructure but we do not have adequate broadband connectivity and affordability. 

With a substantial number of carriers and ISPs offering broadband services there are still few who offer connectivity, at affordable rates, to the vast majority of consumers.  SETEL has proposed a National Bandwidth Plan to provide ubiquitous access to bandwidth of at least 
64 kbps.  In the short-term that lower speed limit should be sufficient to provide users with a vastly improved range of services, generate significant economies for the delivery of government services (at all levels) and stimulate demand both in terms of usage and the provision of new applications.

The availability of new applications is crucial to the SME decision to make greater use of higher speed communications services as the resultant “savings” are seen to contribute to the very important value proposition.

SETEL considers that a new Government policy is necessary to stimulate the availability of suitable bandwidth, at affordable rates, throughout the nation.   An appropriate vehicle for delivery of such a policy would be to adopt the SETEL proposal for funding a 64Kbps national universal bandwidth obligation through social policy means with contributions from all tiers of government.  Commonwealth, State and local Governments can accrue benefits from more effective delivery, and utilisation, of their services to the public in general and specifically to businesses.  G2B and G2C services are likely to be the ‘killer applications’ of higher bandwidth in the short to medium term until a wider range of applications becomes available to further stimulate demand.  From a business perspective games and video-on-demand are unlikely to be key attractors yet in a residential environment, coupled with vastly improved information and entertainment services, they can generate a need for faster access speeds.

A combination of supply of services to residential and small business users will achieve economies of scale at a faster rate.  At present there is too much ‘cherry picking’ in market segments and suppliers rarely achieve a critical mass for the effective delivery of service.  Care needs to be taken to ensure that too many service providers do not spread or share the nascent market before economies of scale can be reached.  At present there is an oversupply of broadband infrastructure and services but a significant undersupply of destinations or end users.  Application of regulatory policy is steadily addressing this issue but not at a rate so as to provide a satisfactory number of competitors.  

Acceptance of broadband services will only reach reasonable levels if adequate choice is offered to end-users.  This does not apply at present. 

SETEL contends that substantial effort needs to be put into education and training programs for SMEs before most can even consider themselves to be in a position to exercise choice.  These training and education programs are precursors to SMEs seeking to access resources fostering 
e-commerce via Broadband services. 

Specific Comments on Inquiry’s Terms of Reference

The following specific comments are made against the background of the various considerations outlined in Attachment B to this submission.
(a) the current and prospective levels of competition in broadband services, including interconnection and pricing in both the wholesale and retail markets.

We recognise that competition appears to exist in relatively few areas within Australia and we are concerned that this does not translate into real choice for the majority of users.  The elements of complexity of services and bundling of services come into play.  For most SMEs it is simply too difficult to try to gain an understanding of the complex array of services on offer, the requirements for network or hardware upgrades, the real relevance to their businesses and the extent to which one or more of those services can contribute to their business.  Generally it is easier to take a bundled package and receive a single bill. Few competitors of Telstra seem to be able to provide the full range or flexibility of such packages of products and services.  Most small businesses have not progressed to the stage where they can select and implement complementary services from a range of providers or suppliers.

Assessments of broadband capacity in Australia reveal an oversupply but supply is prevented by ‘last mile’ and ‘2nd last mile’ (barriers to service providers) bottlenecks from being utilised to provide the ‘wished for’ levels of service to consumers.  A visionary approach to access is essential.  The current regulatory regime and activities by regulators do not seem to be delivering the required solutions and certainly not at a rate sufficient to enable competitors to be able to achieve adequate market share (and the profitability necessary to stimulate further investment).

With a substantial number of licensed carriers offering broadband services there are still few who offer connectivity (access and usage), at affordable rates, to the vast majority of consumers, notably small business.  SETEL has proposed a national bandwidth plan to provide ubiquitous access to bandwidth of at least 64 kbps, by contrast to the 19.2kbps Internet Access Program.  In the short-term the lower speed limit of 64Kbps should be sufficient to provide users with a vastly improved range of services, generate significant economies for the delivery of government services 
(at all levels) and stimulate demand both in terms of usage and the provision of new applications.

Current products have limitations.  Cable has very limited roll-out and is area-specific.  There is evidence of substantial duplication between network providers.  It is not attractive or available to small business due to the inflexibility of bundling of services.  A small business should not be required to accept an unnecessary pay-TV service to gain access to data services.

Satellite, despite a widespread coverage, is generally deemed to be too expensive to operate (even where subsidised) unless no alternatives are available.  There are still concerns about performance.

ADSL offers the ‘best’ alternative to a lot of small, micro and home-based businesses but suffers from a donut effect (distance limitations from enabled exchanges) and technologies such as pair gain and RIM that deny or limit access.

ISDN is seen to be a viable alternative but is not generally classed as broadband unless multiple services are combined to provide data speeds in excess of 256Kbps.

SETEL notes the emergence of several ‘competing’ cable and wireless service providers (Neighbourhood Cable & Transact) but the coverage is not extensive and is restricted in their communities of presence.  Small business has concerns about the security aspects of some wireless technologies. 

(b) any impediments to competition and to the uptake of broadband technology

There is a need for technology to deliver services that can be used for a broader range of applications.  A good example is the limited suitability of a satellite connection.  Its utility is restricted once a user operates it in a mobile mode thus denying access to others who may have other uses, such as internet connection.  Digital fixed-line services generally allow for multiple simultaneous uses.  Cost is an important element in these circumstances.  Even the current mobile satellite service subsidy (up to a maximum of $1,000) results in a service far more expensive than that available to mobile users in the range of the wireless networks.

In essence there are far too few applications available for the majority of users to satisfy the value proposition in relation to the acquisition and use of these newer high cost services.  They may be ‘readily’ available but are generally not affordable.

The critical elements (from a small business perspective) are availability, complexity of products and services on offer and cost.  Broadband services do not deliver a significant value proposition and provide an insufficient range of applications.  Most promotion is based on entertainment services (video, games & music) without featuring major business benefits in a meaningful manner.

(c) the implications of communications technology convergence on competition in broadband and other emerging markets;

The effects of convergence are yet to be seen but the apparent restriction placed on the introduction of digital TV services indicates that other media interests could play a major role in future data services to users.  Asynchronous delivery of content services may provide an element of competition.  The relevance of applications for small business has yet to be demonstrated.

(d) the impact and relationship between ownership of content and distribution of content on competition.

Content ownership is already impacting on the supply of high-speed data services.  At this stage the issues mainly concern services that are unlikely to be of particular interest for small business in the context of developing e-commerce procedures.

(e) any opportunities to maximise the capacity and use of existing broadband infrastructure.

Acceptance of broadband services will only reach reasonable levels if adequate choice is offered to end-users.  This is certainly not the case at present.

The availability of new applications is crucial to the SME decision to make greater use of higher speed communications services as the resultant “savings” are seen to contribute to the very important value proposition.

SETEL considers that a new Government policy is necessary to stimulate the availability of suitable bandwidth, at affordable rates, throughout the nation.   

SETEL notes that the recent media report that: 

The Federal Government is prepared to toughen regulatory and so-called network future-proofing conditions in its proposed Telstra sale bill, in an effort to force the legislation through the Senate.

According to Telstra chief financial officer John Stanhope it will cost "in excess of $5 billion" to upgrade Telstra's national network to the high-speed internet technology ADSL. (Future-proofing refers to upgrading Telstra's national network for new technologies, such as high-speed internet services.) 

The $5 billion Telstra's would upgrade older copper and remove technology that is unsuitable for ADSL. But it would still miss those people more than 6km from a Telstra exchange.

In the SME E-commerce Forum Report, SETEL sought to identify the barriers to uptake of e-commerce by SMEs via a process similar to the Business Council of Australia in their E-commerce Forum.

Many of the recommendations contained in the SME E-commerce Forum Report are of significant relevance to this inquiry.  Those are:

10. The development and marketing of a national catalogue/directory of software solution providers relevant to the SME sector. 

11.  Establish a program or series of programs (including the SPAN Broadband Xchange project) to encourage associations to communicate this information to SMEs to assist the understanding and take up of broadband and e-commerce by SMEs.  Develop tools and guidelines to enable appropriate comparisons of e-commerce technology and applications by SMEs.

20. Provision for expanded and ongoing support for specific SME research programs in the e-commerce and IT arena, in particular projects those funded through the Information Technology On-Line (ITOL) program.

21. Establish an ongoing process of ensuring that successful initiatives emanating from these programs are then commercialised within the wider business community.

22. Establish a process to ensure that information and knowledge gained through these projects is shared widely to provide the greatest return on public expenditure, not isolated to one-off projects.

23. Establish a new national benchmark for consumer right to access to High Speed Internet anywhere in Australia.

24. State and Local Governments associated with each State’s Capital City to subsidise broadband rollout and encourage industry competition. 

26. Establish a program to promote Government (covers all tiers of government) demand aggregation and infrastructure development initiatives in regional and rural areas and to encourage greater participation by industry and regional action groups in support of e-commerce. 

27. Establish a program to encourage large industry associations to aggregate product and service demand of members to increase purchasing power and market attractiveness in support of e-commerce.

30. Industry associations, and programs such as the SPAN Broadband Xchange, seeking to inform SMEs on Broadband issues, should be provided with resourcing and assistance for awareness raising activities in the SME sector.

SETEL remains concerned that significant numbers of SMEs are not making use of narrowband services within their business operations, hence the significant number of recommendations in the Report relating to education and training.  The focus is on ‘skilling-up’ SMEs.  The Executive Summary recognises that the IT industry, although dynamic, lacks co-ordination and that too many of its ‘offerings’ are directed at “IT Competent” business users. SETEL believes that much work needs to be done to significantly increase the customer/user base for resources, such as the NOIE e-business guide project, to be utilised effectively.

I may be contacted on 02 6251 7823 if you or the Committee wishes to discuss this submission.

Yours sincerely

Ewan D Brown

Ewan D Brown
Executive Director, SETEL


3 October 2003
Attachment A: Small Business in Australia

Small business is defined as a business employing less than 20 people.

The ABS has estimated that:

· there were 1,233,200 private sector small businesses in Australia during 2000-01;

· they represented 97% of all private sector businesses;

· they employed almost 3.6 million people; and 

· accounted for 49% of all private sector employment.
Structure of the Australian Small Business Sector 2000-01
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Attachment B: Background Considerations

SETEL’s submission is set against the following background:

· Dominance, ownership and control: Continuing dominance of Telstra (majority owned and controlled by the Commonwealth of Australia) in most telecommunications, Internet and other markets subsidiary and incidental to its principal telecommunications business functions
, notwithstanding over a decade of government policies, measures and regulation directed to effective competition.  

· Competition: Effective competition for Telstra and Optus in key telecommunications markets including Internet interconnections service markets, dependant upon a re-emergence of vigorous competitors (with previous competitors now faced with uncertain and bleak prospects), and whose future turns on developments in the world and Australian economy, and regulatory action by the ACCC.

· Market behaviour and gaming: Market behaviour by carriers and major carriage service providers that avoids and delays effective competition.  Concern about “gaming” by carriers and large carriage service providers, which defers infrastructure development and impedes access to networks by competitors.

· Universal access: A general lack of responsiveness by Telstra, as the universal service provider of core national telecommunications services, to community demands for universal access to standard and more advanced telecommunications services on reasonable terms and conditions.  Wherein access is being driven by all three tiers of government notably agencies in the health, education and library sectors, by businesses and by communities reflecting regionally based demand for competitive, affordable and reliable telecommunications and Internet services.
· Broadband: Growth of broadband services is flat, and adoption levels remain low compared with other developed countries.
  Low adoption level by Australian small businesses reflects access limitations, cost and quality of service, and a lack of investment in human capital by many small businesses.  

· Investment climate: An uncertain investment climate faced by competitors of dominant carriers and major carriage service providers and by uncertain conditions in financial, telecommunications and Internet services markets. 
· Capital deficiency: A need for carriage service providers to attract capital for investment in network development.  An apparent diminishing pool of capital available for investment in network development projects in coming years, with the prospects of significant capital raisings unlikely and unattractive.  The diminishing pool has been exacerbated by:  
· The Commonwealth siphoning off capital for investment in telecommunications and Internet infrastructure, through the sale of its 49% shareholding in Telstra to the private sector and the sale of spectrum licences.
· Significant financial losses by private sector investors in Telstra shares purchased from the Commonwealth (T1 and T2).
· Further Commonwealth siphoning off of capital available for investment in telecommunications and Internet infrastructure, through the sale of its remaining 51% shareholding in Telstra to the private sector.
· Relatively low returns and high risks associated with capital investment, particularly by companies in competition with dominant carriers and ISPs.

· Telecommunications company failures (e.g. OneTel and New Tel) and risks of failure (e.g., Nextgen Networks $850 million business is in administration, with reported losses by superannuation funds and other investors
 and liquidation of the $160m Perth-Melbourne IP1 network.)
· Over-investment in broadband networks by dominant carriers and under-investment in regional and rural areas.
· Consumer safeguards: A need to strengthen and for ongoing improvement of consumer regulatory safeguards, notably the universal service obligation (USO), customer service guarantee (CSG), price controls, network reliability framework, Telecommunications Industry Ombudsman scheme, Australian Competition and Consumer Commission and Trade Practices Act. 

· Competition barriers and simulation: A need to continue removing barriers to effective competition, and to simulate the effects of competition where it does not exist.

· Policy measures: Substantial direct funding of telecommunications and Internet infrastructure projects, to address perceived market failures, by all three tiers of government, particularly by the Federal Government through the Networking the Nation Program, Besley initiatives and recently announced measures in response to the Regional Telecommunications Inquiry Report (Estens).  Risks of market distortions and inefficient resources allocation from such policy may well have implications for ACCC regulatory activities.

· Cost cutting and quality of service implications:  Small business community concern that the further and full privatisation of Telstra will result in cost cutting and infrastructure roll-out limitations to maximise returns to shareholders, with consequential adverse implications for service quality.
Endnotes

1 	Australian Bureau of Statistics, � HYPERLINK "http://www.abs.gov.au/Ausstats/abs@.nsf/0/97452f3932f44031ca256c5b00027f19?OpenDocument" ��1321.0 Small Business in Australia�, 23 October 2002 (Accessed 23 September 2003)


�   Michael Sainsbury, � HYPERLINK "http://www.heraldsun.news.com.au/common/story_page/0,5478,7447131%255E462,00.html" ��$5bn to bring Telstra up to speed�, Herald-Sun, 3 October 2003 (Accessed 3 October 2003)


� 	Australian Bureau of Statistics, � HYPERLINK "http://www.abs.gov.au/Ausstats/abs@.nsf/0/97452f3932f44031ca256c5b00027f19?OpenDocument" ��1321.0 Small Business in Australia�, 23 October 2002 (Accessed 23 September 2003)


� 	Section 14, 15 and 16 of the Australian Telecommunications Corporation Act 1989 (repealed).


� 	Department of Communications, Information Technology and the Arts, � HYPERLINK "http://www.dcita.gov.au/Article/0,,0_1-2_1-4_115424,00.html" ��Australia: Broadband adoption levels flatten out�, Media Release, 19 June 2003, based on ACCC, � HYPERLINK "http://www.accc.gov.au/telco/Broadband_deploy_31Mar03.pdf" ��Snap shot of broadband deployment as at 31 March 2003�, June 2003  (Accessed �23 September 2003)


� 	Sainsbury, Michael, � HYPERLINK "http://www.theaustralian.news.com.au/common/story_page/0,5744,6618539%255E643,00.html" ��Receivers move into Nextgen�, The Australian, 19 June 2003  (Accessed 28 June 2003)
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