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Please quote: 41455/MT03/EP
Mr M McLean

Secretary

Senate Environment, Communications, Information 

Technology and the Arts References Committee

The Senate

Parliament House 

CANBERRA  ACT  2600
Dear Mr McLean
I refer to the Inquiry into Competition in Broadband Services being undertaken by your Committee.  Please find attached the Queensland Government submission to the inquiry.

The submission argues that the Commonwealth Government needs to develop a definition of service adequacy, including access to a benchmark level of affordable bandwidth, and should do more to encourage competition in the market for bandwidth services.
I look forward to receiving a copy of your Committee’s report.

Yours sincerely

PETER BEATTIE MP

PREMIER AND MINISTER FOR TRADE
QUEENSLAND GOVERNMENT SUBMISSION

SENATE ENVIRONMENT, COMMUNICATIONS, INFORMATION TECHNOLOGY AND THE ARTS REFERENCES COMMITTEE

BROADBAND COMPETITION INQUIRY

NOVEMBER 2003

INTRODUCTION AND SUMMARY

The Queensland Government is pleased to provide the following submission to the Broadband Competition Inquiry by the Senate Environment, Communications, Information Technology and the Arts References Committee.

The Queensland Government has made a number of submissions to Commonwealth telecommunications inquiries since 1998. Those submissions have consistently argued for a pro-competitive approach to the provision of an adequate standard of affordable telecommunications services to all Queenslanders.

The Queensland Government welcomes recent Commonwealth announcements, including the proposed National Broadband Strategy. However, the Queensland Government believes that the Commonwealth Government should adopt two additional measures to encourage the provision of adequate telecommunications services, particularly broadband services.

First, the Commonwealth should develop a definition of service adequacy covering, inter alia, access to a benchmark level of affordable bandwidth sufficient for the electronic service delivery and e‑commerce applications becoming available in the information economy. Government policy should henceforth be geared towards the provision of this benchmark level of service.

Second, the Commonwealth needs to do more to encourage competition in the market for broadband services. The ownership of major broadband networks by one organisation – Telstra – needs to be resolved. In particular, the advice of the Australian Competition and Consumer Commission (ACCC) that Telstra should be required to divest itself of its cable network and its shareholding in Foxtel should be accepted. 

BACKGROUND

In recent years, Commonwealth Government telecommunications policies have focussed on:

· Privatisation of Telstra;

· A range of funding programs to promote improved services, particularly in rural and remote areas; and

· Regulating carrier behaviour to promote competition and customer service in the market for telecommunications services.

Debate over the privatisation of Telstra has, unfortunately, drawn attention from other important issues such as the provision of adequate broadband services. In particular, the debate has highlighted an inherent conflict of interest in the Commonwealth’s position. This arises from the Commonwealth Government’s desire to maximise its returns from privatisation of Telstra. Of the $30 billion of revenue from the Telstra sale (T1 and T2), the Commonwealth Government has allocated barely $1 in $30 of that revenue to telecommunications infrastructure. The Commonwealth Government is allocating $181 million out of the proposed sale of the remaining half of Telstra (T3), to the Regional Telecommunications Inquiry (RTI) Program, yet this still underestimates the costs associated with providing affordable, adequate, future-proofed telecommunications services for Australians. Measured against the anticipated revenue of $30 billion selling the balance of Telstra, this RTI Program allocation is barely 0.6% of the total.

The Commonwealth Government will maximise the cash proceeds from privatisation if it maximises the economic value of Telstra as an entity. However, this objective fundamentally conflicts with its other objective of promoting competition in the telecommunications marketplace. This is because the more competitive the telecommunications market is, the less scope Telstra will have to reap monopoly profits at the expense of consumers, and hence the lower will be the value of Telstra’s shares.

In its Submission to the Committee’s inquiry into the Telstra (Transition to Full Private Ownership) Bill 2003, the Queensland Government argued that legislation for the full privatisation of Telstra is premature, presumptive and not beneficial for Australia as:

· Telstra provides a national Infrastructure for all Australians;

· It would be detrimental to competition;

· It decreases regulation and creates uncertainty in the market; and

· It puts the Universal Service Regime at serious risk.

In its submissions to successive review of Commonwealth telecommunications policies, the Queensland Government has argued that a benchmark for the “adequacy” of telecommunications services needs to be established along the lines of the following:

· Mobile services, including roll-outs of third generation services, to all bounded localities
, National Highways and State Strategic Roads, with mechanisms to provide cost effective roaming between carriers' mobile networks;

· A definition of adequacy for data services covering an ability to carry a wide range of digital content including video and television services; and
· A Customer Service Guarantee (CSG) that reflects real service levels in relation to business and social needs.

Instead, the Commonwealth Government has adopted a more piecemeal approach linked to Telstra privatisation. Indeed, the Commonwealth Government has never defined what it means by “adequate” services, despite the appointment of two committees of inquiry to investigate the adequacy of telecommunications services to rural and regional areas.

The remainder of this submission focuses on the broadband aspects of this situation.

BROADBAND COST AND AVAILABILITY

The Queensland Government defines broadband as that level of bandwidth providing video and audio of sufficient quality for electronic service delivery and e-commerce applications. To date, this has proved to be at least 256,000 bits per second (or 256 kbps). It should be noted that this is a very modest definition compared with those applying in other countries, where broadband services are defined as those exceeding 1 megabit per second.

Five sets of technologies have proven ability to provide broadband functionality to widespread networks. These are:

· Terrestrial optic fibre, as used in the major telecommunications backbones and in supplying broadband to large firms and Government departments;

· Satellite technologies;

· Wireless technologies;

· Hybrid fibre coaxial (HFC) cable, using the same infrastructure as cable TV; and

· Digital Subscriber Line (DSL) technologies, using the copper wires of the traditional Customer Access Network (CAN).

To date, only these last two technologies have had wide application for small businesses and households in urban areas, and so have been the focus for most market development in this area.

It should be noted that this list does not contain Integrated Services Digital Network (ISDN) technologies. These technologies provide data rates of 64 kbps or 128 kbps, and so do not qualify as broadband technologies.

Broadband in Australia is relatively expensive by international standards. Chart 1 shows a comparison of broadband technologies, defined as the weighted average of cable and DSL services, across nine major developed countries. This shows that, as at June 2002, the cost of broadband access in Australia was the second highest of the nine countries shown.
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Partly as a consequence of these high prices, broadband take-up in Australia has been extremely low by international standards. Chart 2 shows that, as at June 2002, the take-up rate in Australia was less than half the OECD average and only a fraction of that in the USA and Canada. Broadband take-up is now growing rapidly in Australia from this very low base, with the number of subscribers doubling in the year to June 2002
. However, this rapid growth will need to continue for some time to come before Australia will join the leading countries in this area.

In addition to pricing factors, this low take-up reflects the results of decisions taken by Telstra and by Government over the last decade. These decisions include:

· The late introduction of cable television and the requirement for competing infrastructure which forced a high cost regime with associated low take-up rates by international standards.

· Telstra introduced Digital Subscriber Line technology into Australia well after it had been introduced into other countries. Similarly, competition into the market for ADSL has been introduced only relatively recently.

· Similarly, competition into the market for ADSL has been introduced only relatively recently. 

· An earlier policy focus on ISDN (as in, for example, the Digital Data Service Obligation introduced in 1999), which does not provide true broadband functionality.

Chart 2 – Broadband Access per 100 Inhabitants, June 2002[image: image3.wmf]Site - Home page only unless specified
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The delayed introduction of ADSL compared with other countries reflected the earlier absence of competition in the market for broadband services. The introduction of new technologies inevitably causes losses to be incurred by owners of older technologies. The competition that DSL provides to HFC and ISDN is an example. Those who have invested in those older technologies have an incentive, therefore, to resist the introduction of new technologies. Telstra’s dominant position in the market gave it an opportunity to protect its revenue streams from HFC and ISDN by delaying the introduction of ADSL for as long as possible.

That said, the attractiveness of broadband to the community is such that take-up rates have been growing rapidly, although not yet to a point in line with comparable overseas countries. Moreover, there are clear limits on planned roll-outs – only around half of Australian households have access to HFC infrastructure, and only 70% of subscribers have access to ADSL technologies. Others are forced to resort to more expensive satellite services.

COMMONWEALTH POLICIES

The Commonwealth has only recently turned its attention to broadband availability.
 In particular, the Commonwealth has now announced a National Broadband Strategy with funding of $142.8 million over four years. This will support demand aggregation brokers, a Coordinated Communications Infrastructure Fund requiring matching State funding, and a Higher Bandwidth Incentive Scheme which will subsidise the provision of broadband services into in rural and remote areas. The Queensland Government welcomes these initiatives.

The Commonwealth’s measures to regulate carrier behaviour in a pro-competitive manner have included retention of telecommunications-specific competition regulation through the Australian Competition and Consumer Commission (ACCC). This policy has had some notable successes, including the opening-up of the ADSL market to competition, and international experience has shown this policy position to be superior to a more hands-off approach.

However, major competitive constraints remain. In particular, Telstra has consistently sought to frustrate and delay the implementation of competition policy. The Commonwealth has responded through legislative amendments such as the streamlined procedures contained in the Telecommunications Competition Act 2002. However, the Commonwealth Government has not used its ownership powers to direct Telstra to cease resisting Commonwealth policies.

As a result of the Commonwealth’s concerns with privatisation proceeds, the Commonwealth’s measures to promote competition have been half-hearted, and in particular have not included giving any consideration to structural separation of Telstra. The Federal Government did announce an enhanced system of accounting separation of Telstra’s wholesale and retail operations as part of its reforms of the telecommunications regulatory arrangements in 2002. However it is unlikely that this system of accounting separation will provide any marked difference in the degree of competition to the market environment, and the resultant benefits to consumers of decreased prices and increased service quality.

At the very least, the ACCC recommendations that Telstra should be required to divest itself of its HFC network and its share in FoxTel should be implemented.

Equitable access for all Australians

The Queensland Government considers that the current standards established in regards to Internet speeds are too low to guarantee that all Australians have equitable access to adequate telecommunications services.

Paul Lucas MP, Queensland Minister for Innovation and Information Economy went on a Listening Tour of Western Queensland late last year.   The report
 that this tour generated outlines stories such as:

· People who have to wait two hours to download a Microsoft update.

· People who have to endure an hour wait in order to complete two banking transactions using online banking – if it even operates at all.

· An individual who while trying to book an airline ticket over the internet was interrupted so many times by dropouts before they were able to receive a confirmation receipt that a phone call to the airline revealed that nine separate bookings had in fact been made.

· Businesses which due to a lack of adequate data services are having trouble distributing training and other material to field officers, apprentices and employers.

The $181 million that the Commonwealth is proposing to spend out of the proceeds of the final sale of Telstra will do little to address these issues and provide any real benefit to the people who live in these areas.

Internet Access

The Internet Assistance Program resulting from the Telecommunications Service Inquiry established a benchmark of 19.2Kbps.   The Internet Access Program web page indicates “this speed (19.2Kbps) is sufficient to undertake simple browsing and email - the most common uses of the Internet.”
 The 19.2Kbps transmission rate is also in broad alignment with the 1998 Australian Communication Authority’s view as outlined in the Digital Data Inquiry
  for web pages of 20 to 50Kbytes.

Web pages being developed are growing in size because of new web design tools, proliferation of graphics and increased use of encryption for commercial activities.   The following table shows that upon analysis of a small sample of popular web sites undertaken by the Queensland Department of Innovation and Information Economy indicates most pages were greater than 50Kbytes.  

Web pages sizes and estimated download times at 19.2Kbps
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Accordingly, persons connected to the Internet at 19.2 Kbps for the purposes of home banking or home shopping will be required to wait 62 seconds
 to download each page.   This is twice the wait experienced at 28.8 Kbps and realistically far too slow for effective use of banking or shopping services.

It is suggested adopting a 19.2Kbps legislated benchmark as recommended by the Regional Telecommunications Inquiry will condemn the people of regional, rural and remote Australia to ongoing inefficiency, as part of the ‘World Wide Wait.’

Operating on this basis destroys the confidence that is essential to online transactions and undermines the potential for information technology to improve the efficiency of business operations in rural and regional enterprises.

Again, the contribution of less than 1% of the proceeds from T3 will do very little to address the infrastructure and service needs of regional Australia, not to mention those experienced by urban Australians who will be receiving nothing from the sale.

QUEENSLAND GOVERNMENT INITIATIVES

Despite not having the constitutional responsibility, or the funds from T1 and T2, the Queensland Government is actively promoting the development of alternative telecommunications infrastructure to overcome some of the limitations of the existing networks.   The Department of Innovation and Information Economy, through numerous projects which use aggregated demand as leverage, is managing this initiative.   

The State Government developed the Reef Network initiative, which leveraged the State’s telecommunications purchasing capacity and Government owned rights of way at no cost to the taxpayer to provide for a 1,825 kilometre fibre optic cable between Brisbane and Cairns. This introduced competition in backbone telecommunications infrastructure and reduced the wholesale cost of broadband telecommunications services along the coastal fringe by up to 70%. It also provides the infrastructure for smaller carriers and service providers to introduce new services.

The Queensland Government’s recently announced mobile phone initiative will ensure that Telstra and Optus will build up to 89 new mobile phone towers along Queensland highways.   To achieve this the Queensland Government is using its aggregated expenditure of $18 million as leverage to promote the development and deployment of cost-effective mobile telecommunications services across Queensland for the benefit of government, business and communities.   

Further infrastructure competition along the Queensland coast will result from an agreement between one of Queensland's energy corporations, Powerlink Queensland, and AARNet Pty Ltd. Under this agreement, and with Commonwealth support, a high-speed fibre optic network is being constructed between James Cook University in Townsville, Central Queensland University in Rockhampton and the AARNet network in Brisbane. As a result, the universities' bandwidth capacity will increase from 40 Megabits per second (Mbps) to 2,500 Mbps. Powerlink will gain access to an extra 7,500 Mbps of capacity which it can sell to carriers on a commercial basis.
The State Government’s SmartNet project commenced in 2002. SmartNet is a demand aggregation initiative involving more than 20 Government agencies, with the aim of enhancing the telecommunications services, availability and price in far north Queensland. In addition, under SmartNet, Education Queensland is upgrading ConnectEd to provide high quality broadband access provided to all of its 1,300 schools across the State. The objective of SmartNet is to improve telecommunications broadband services in Queensland, using aggregated Government demand as leverage. Specific goals are to:

· Achieve equable supply of telecommunications broadband carriage services to remote and regional areas in Queensland;

· Obtain equitable pricing of carriage services for Government, business and the community;

· Promote economic development through increasing availability of broadband telecommunication carriage across the region;

· Develop appropriate telecommunications infrastructure required to deliver improved Government services; and

· Encourage the development of a skilled workforce in each community to support local telecommunications infrastructure.

In some cases, these schools and other agencies will be in communities not otherwise served by broadband telecommunications services (eg, ADSL), so SmartNet will have the effect of extending access to those services.

Given the success of these types’ activities by the Queensland Government, and the fact that the Commonwealth is prepared to commit $8.4 million to help small community’s aggregate demand themselves, it is unclear why the Commonwealth Government is unwilling to focus its estimated $350 million to $400 million annual telecommunications budget on facilitating infrastructure improvements through demand aggregation.  

CONCLUSION

The Queensland Government welcomes recent Commonwealth announcements, including the proposed National Broadband Strategy. However, the Queensland Government believes that more needs to be done to recognise the lessons of past errors in this area. The Queensland Government has demonstrated its credentials through its efforts to promote competition and improved broadband services.

First, the Commonwealth should develop a definition of service adequacy covering, inter alia, access to a benchmark level of affordable bandwidth sufficient for the electronic service delivery and e‑commerce applications becoming available in the information economy. Government policy should henceforth be geared towards the provision of this benchmark level of service.

Second, the Commonwealth needs to do more to encourage competition in the market for broadband services. In particular, the advice of the Australian Competition and Consumer Commission (ACCC) that Telstra should be required to divest itself of its cable network and its shareholding in Foxtel should be accepted. 
Chart 1 – Cost of Broadband
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Source: Booz Allen Hamilton, The World’s Most Effective Policies for the e-Economy, London, November 2002.








� A bounded locality is a population centre of 200 to 999 people.


� Australian Competition and Consumer Commission, Snap Shot of Broadband Deployment as at 30 June 2003, http://www.accc.gov.au/telco/statistics/broadband_report_June03.pdf.


� The following draws heavily on the Regional Telecommunications Inquiry, Connecting Regional Australia, November 2002 and the Commonwealth Government’s response to that report
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� Research by the Queensland Department of Innovation and Information Economy.


� 62 Secs at 19.2Kbps = 93Secs-(93Secs-31Secs)*(19.2Kbps-9.6Kbps)/(28.8Kbps-9.6Kbps) 
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