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Privatistion of Telstra

1. Why privatise?

The key issues are:

· Would Telstra be better off under private ownership?

· The government has not put sufficient policies in place to ensure ongoing infrastructure funding for rural and remote Australia.

· The value of the company.

This section discusses the key topics; this is followed by a more in-depth analysis.

2. Not in the national interest

While I have no fundamental objection to privatisation, I am mindful of the fact that most of Australia’s key trading partners still have partly government-owned telcos in place, thus securing themselves a key role in the provision of a good national telecommunications infrastructure, an element that is important to both the economy and the society.

Table 1 – Overview Government shares in telcos

	Country
	Telco
	Government Ownership

	Australia
	Telstra
	50.1%

	Austria
	Post und Telekom
	75.0%

	Austria
	Mobilkom
	75.0%

	Belgium
	Belgacom
	50.0%

	Canada
	Bell Canada
	Sasktel owned by Province of Saskatchewan

	Czech Republic
	Czech Telecom
	51.0%

	Denmark
	Tele Denmark
	14.0% in Mobilix

	Finland
	Sonera Ltd
	53.1%

	France
	France Telecom
	61.0%

	Germany
	Deutsche Telekom
	43.0%

	Greece
	OTE
	51.0% (33%: 2002)

	Hungary
	Hungarian Telecoms Co.
	Golden share

	Iceland
	Iceland Telecom
	100.0%

	Ireland
	Eircom
	1.1%

	Italy
	Telecom Italia
	3.46%+Golden share

	Japan
	NTT Group
	65.0%

	Korea
	Korea Telecom
	58.9%

	Luxembourg
	P&T Luxembourg
	100.0%

	Mexico
	Telefones de Mexico
	0%

	Netherlands
	KPN Telecom 
	43.25%

	New Zealand
	TCNZ
	Kiwi share

	Norway
	Telenor
	79.0%

	Poland
	TPSA
	35.0%

	Portugal
	Telecom Portugal
	Golden share

	Spain
	Telefonica
	Golden share

	Sweden
	Telia
	70.6%

	Switzerland
	Swisscom
	65.5%

	Turkey
	Türk Telekom
	100.0%

	UK
	BT
	0%

	USA
	AT&T/RBOCs
	0%


(Source: OECD 2001*)

* No major changes since this year

3. No long term infrastructure plans for Australia

The Estens Report clearly indicated that there is a need for long-term government leadership in telco infrastructure, as well as a need for ongoing government funding. So far the government has missed any opportunity to address these issues in any serious way. Unless the government begins to take them seriously, there won’t be any further privatisation – not in 2005 and not in 2008, for that matter. I made precisely this comment in 1999 when the government first announced its plans for full privatisation – nothing will happen if they don’t take these issues seriously.
Approximately $5 billion required for telco infrastructure in regional Australia over the next ten years. Telstra has indicated that it doesn’t perceive its role to be the subsidisation of such a project, so there is a need for government policies on this issue. A $180 million handout doesn’t address the long-term infrastructure requirements in regional Australia.

4. Conflict of interest?

There was quite a remarkable outburst in the Minister’s press release on the government’s privatisation plans:

The entire telecommunications sector will continue to face a massive conflict of interest whereby the Government is responsible for setting and enforcing the rules for 89 phone companies while it has a direct financial interest in the largest telecommunications provider. This is akin to the chief steward owning the red-hot favourite in the Melbourne Cup.

This is exactly what they have been doing with issues such as the rejection of structural separation and the divestiture of the Telstra holding in Foxtel. In my view, the government’s role is to promote the good of the nation, but instead it is trying to maximise the value of Telstra in order to grab the money and run. As most governments around the world operate within similar ‘conflict of interest’ situations there surely are other ways to address this issue.

However, the government doesn’t need to privatise Telstra in order to address this issue. The ACCC’s recommendation to divest Telstra’s share in Foxtel was flatly rejected. The Foxtel shareholding is only approx 5% of Telstra’s total value a change the divestiture would have made hardly any impact on Telstra’s value.

The argument that Telstra is half-pregnant works out pretty good for Telstra as it is one of the most profitable telcos in the word, far more profitable than privatised BT in the UK and AT&T in the USA. Government ownership of Telstra has done wonders for the company it has also sheltered the company somewhat from the silly overseas investments that have been taken place, Telstra’s silliness fortunately didn’t go much further that the $5 billion investment in PCCW in Hong Kong.

I can’t understand why Telstra is so eager to become fully privatised. If the Minister’s outburst is any indication he is ready to move in on Telstra and start properly regulating the company as soon as it is privatised. I am not sure if that’s something they should look forward too.

5. Structural Separation

It is important to make a clear distinction between investments in the basic physical layer of the infrastructures (passive network) and the higher layers including the active equipment such as switches, routers, etc. (active network). I think there is much to say (long amortization periods, social aspects, economic impact, universal services, etc.) that the passive network should be a first priority for government. The national, regional and local government, possibly in combination with other public infrastructure organisations such as electricity companies, should take full responsibility and organize the necessary investments.

The active part of the network should be awarded to different candidates, such as the incumbent, based on auctions and controlled by the national control board (ACCC) to keep competition alive. The third layer, the services should be free, as already is the case. The ACCC should keep an eye on issues such as fair access costs and interconnect tariffs.

Privatisation of the incumbent is not a problem in general terms, but the basic network should be kept out of it.

6. Under government ownership Telstra most profitable telco 

It was under government ownership that Telstra became one of the highest rated and most profitable telcos in the world. So there is no real case for the Minister’s assertion that a ‘half pregnant’ Telstra has a limited commercial potential. Fully privatised companies such as BT and AT&T are all doing far worse than Telstra.

The key reason for the government’s relentless push for privatisation therefore must be greed; grab the money and obtain a political advantage. However, without a long-term strategic telecommunications infrastructure plan in place this will be decremental to the country. Under the current circumstances the privatisation is certainly not in the national interest of Australia

7. Telstra: a utility – little hope for increase in share price

The market is not very enthusiastic about Telstra’s business performance, despite its high ranking and its profitability. However, that has little to do with the privatisation issue. So far none of the company’s attempts to increase shareholders value (e.g. its overseas diasters in Hong Kong and beyond) have excited the financial market. On the contrary, their image has gone from bad to worse, with many financial analysts seeing Telstra as a utility, and consequently they are displaying a dwindling interest in the company.

However, these analysts work for the same companies that will reap fees of close to $200 million – to be paid by the government for preparing the company for full privatisation. It won’t be to their advantage to give a negative view about Telstra if they wish to participate in this bonanza.

8. The Prospectus should disclose the following

The major proportion of Telstra’s revenue is derived from voice calls, which are priced as if they were still dependent on outdated switching technology. The highly inflated (and lucrative) pricing is sustained through Telstra’s monopolistic market power with the backing of the Australian government (who have an incentive to prop up the stock value). In an efficient competitive unprotected market, Telstra’s revenue, market capitalisation and market power would be significantly reduced.

If it were to sell off Telstra shares in their current buoyed up state, the Government will be stealing from investors, unless the prospectus reveals the above point clearly, and the poor future prospects of the company. If it did reveal this, it would be an admission that the government has been backing over-priced exploitation of telephone users in this country.

The only ethical position that the government can take is to restructure Telstra to remove its monopolistic power before selling. This would benefit future Telstra investors, telecommunications consumers, telecommunications industry growth and innovation, and as a result, the economy as a whole.

9. What is Telstra’s true value?

In mid 2003, Telecom Week Global recently ranked Telstra in the eleventh position – at US$38 billion – placing it amongst the highest valued companies in the world. Of course, this is most gratifying but, on analysis, it doesn’t really make a lot of sense.

Companies such as BT in the UK (valued at US$28 billion) and AT&T in the USA (valued at US$21 billion) have much larger networks and their assets are much more valuable than those of Telstra. Based on networks assets Telstra’s ranking should be in line with its counterparts. According to its size this is somewhere between the 20th and 25th position. The only conclusion here has to be that Telstra is significantly over-valued.

Looking at BT and AT&T, it easy to recognise that the UK and the USA are among the most competitive markets in the world, and when competition exists incumbents cannot keep up and quickly lose market share. This is where the real value of Telstra comes in. With little or no competition and securely protected by a government that is keener to maximise Telstra’s value than to establish a competitive environment, Telstra is a prized asset in the eyes of financial institutions. Investors love monopolies as they see them as licences to print money.

So it is clear that the government’s strategy is paying off. By allowing Telstra to be the dominant operator across a range of markets (telecoms, cable TV, content), they are maintaining a relatively high valuation margin.

As its main telco policy involves the privatisation of Telstra, the government is fighting tooth and nail against any moves to improve competition. It hastily cancelled its Inquiry into the Structural Separation of Telstra and has already indicated that it will not implement the most likely outcome of the current ACCC investigation into Telstra’s domination of the media. The only logical outcome of this Inquiry would be a ruling that Telstra should divest its interests in Foxtel – Australia is the only developed country in the world where the incumbent telco is also allowed to operate the cable TV network.

Although the Minister has paid a great deal of lip service to the use of different technology platforms to establish competition, in reality it is most unlikely that he will be able to implement this. The only possible conclusion is that, while he may be interested in establishing this level of competition, he has constantly been overruled by Howard and Costello, whose only interest is the privatisation of Telstra.

Nevertheless, they are fighting a losing battle. In the end Australia will achieve competition and this will expose the weaknesses in Telstra, allowing competitors to offer better and more innovative services. This will inevitably lead to a decrease in the value of Telstra, bringing it back to a ‘real’ valuation, in line with other telcos around the globe.

The fact that our broadband penetration lies well below that of the rest of the world is a direct result of this lack of competition. This, in its turn, is holding back the modernisation of the Australian economy and the relative competitiveness of Australian companies in comparison with their overseas competitors.

In my opinion, the real value of these assets is significantly less than the value of the fixed line assets. Based on it’s share price in June 2003 the value is around US$28 billion, however this is still 15%-25% above the value of equally sized telcos.
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