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TELSTRA NETWORK (WHOLESALER)

Monopoly

The Telstra network includes the wires and poles that run into people houses.  There is only one such network. Every household in Australia is connected to this network.  The network is a monopoly.  As such, it should never be privatised.  It should be wholly government-owned.  Where there is a monopoly, there is, in economic terms, no “free market”.  Thus, there is no way that market forces can work to ensure that the network is run efficiently.  A private monopoly would not be efficient, and would raise prices to earn a monopoly rent, which would exceed the true economic cost of creating and maintaining the network.  Also, there would be little incentive for such a privately-owned monopolist to maintain, service and extend the network.

Consumers would be adversely affected if the Telstra network (wholesale) were to become wholly privately-owned.

Essential Service

Having a telephone is an essential service.  Thus, the Telstra network is not only a monopoly, but an essential service monopoly.  Consumers cannot practicably do without having a telephone in their home.  Thus, they have no other choice than to use the Telstra network.

The Telstra network (wholesaler) should be regarded as an essential piece of infrastructure and a vital part of the Australian economy.  If the Commonwealth Government is to be a good economic manager (as it claims to be) then it should manage the ownership structure of Telstra in the national interest.  The government should also consider the defence implications of privatising the Telstra network.  It is likely to be in the defence interests of Australia for the Telstra network, as a monopoly, to be retained in government ownership.

Consequences of Privatisation

The consequences of the privatisation of Telstra would be that people would pay higher telephone bills, and Telstra will make bigger profits, which will only benefit private Telstra shareholders.  
Buy Back

Ideally, the Telstra network (wholesaler) should be 100% government-owned.  To that end, the Commonwealth Government should endeavour to buy back the proportion of the Telstra Network that is currently privately owned.  If that cannot be achieved, then it should at least be more than 50% government-owned.

TELSTRA AS A RETAILER

The retail side of Telstra is the part that sells Telstra services to consumers.  It is not as clear-cut whether or not the retail side of Telstra should remain government-owned or not.  In most cases the retail side of Telstra has competitors such as Optus and AAPT, which provide the same services as Telstra.

However, in many cases, particularly in rural, regional and remote areas of Australia, Telstra is the sole telephony retailer.  It is questionable whether a community service obligation imposed by legislation on Telstra would be enough to maintain a socially acceptable standard of telephony service in rural and regional Australia, or whether continued partial government ownership of even the retail side of Telstra is required.

Competition

Even in the retail area of telecommunications, there seems to be a lack of competition in Australia.  There are few competitors to Telstra, and Telstra has an extremely large market share.  The ACCC should be given more power via the Trade Practices Act to regulate this.

PRIVATISATION GENERALLY

In general, the privatisation of government assets to pay off government debt is illogical and ill-advised.  The interest which the government pays on its debt is less than the rate of return the government can earn from owning financial assets.

Similarly, private businesses usually obtain a certain proportion of their funds from borrowings because they hope to (and generally succeed in) earn more from those funds when invested, than the interest required to be paid on the loan.  Otherwise, no private business would ever borrow money, and they do.

Thus, the implication for Commonwealth finances is that the budgetary position would be adversely affected by a further privatisation of Telstra.  Whether or not this shows up in the Commonwealth Budget depends on how government assets are treated within the budget.  This is because part of the income earned from financial assets comes in the form of capital gain.  Obviously, in most years Telstra gains in value each year as an asset, on top of whatever dividend it returns to the shareholders.  This capital gain should always be taken into account when calculating the earnings each year gained from owning Telstra shares.  

It is almost certain that the total annual earnings from Telstra shares are, in the long run, greater than the interest that would be paid on a loan valued at the same amount as the shares.  Thus, if the government were to further privatise Telstra to pay off government debt, it would make a net loss.

“HALF PREGNANT” CLAIM

There’s no NEED for Telstra to be sold.  The government’s argument that Telstra should not remain “half-pregnant” is ridiculous.  Many telecommunications companies around the world are partly-private and partly-publically owned, including Austria, Germany, Switzerland, Singapore and Japan.  Such an arrangement works perfectly well in those countries, and there is no reason why it could not work here too.
WHO WOULD BENEFIT FROM THE FULL PRIVATISATION OF TELSTRA?

One of the main beneficiaries of the fully privatisation of Telstra would be stockbroking firms and financial consultants.  The stockbroking firms and merchant bankers get fees and commissions from the privatisation.  The privatisation would be worth at least $35 billion, and that means that stockbroking firms and financial consultants employed by the government to handle the privatisation would make hundreds of millions of dollars.

There is a huge pot of money there for these people to make money out of.  The merchant bankers and stockbrokers who worked on the sale of the first one-third of Telstra made over $200 million in management and coordination fees.  On top of that, after the float, stockbrokers made further huge commissions as people bought and sold Telstra installment receipts. Brokers did particularly well because most of the shares traded have been in small quantities that attract high commission rates.  The total amount of money up for grabs by finance companies with the full sale is likely to approach half a billion dollars!  It will be the biggest bonanza in Australian stockbroking history.  And it is that that in large part explains the Howard Government’s keenness to privatise the rest of Telstra.  The Howard Government’s subservience to big business interests at the expense of the public has been demonstrated many times.

Telstra executives and board members are likely to benefit from privatisation through bonus payments and salary increases.

Whenever public utilities have been privatised around the world, the result is the same.  Private shareholders and financial operators make a lot of money while the public loses out.

SPLITTING UP TELSTRA

Telstra should be split up into two separate companies, one a retailer competing equally with other privately-owned telecommunications companies such as Optus; and the other company being the monopoly telephone network (i.e. the wholesaler), including the telephone lines connecting homes and businesses to the network.

Why?

The Telstra network is a monopoly.  There is only one network of telephone lines connecting up to Australian households and businesses.  Telstra owns the telephone line going into each person’s house.  This stands in contrast with the retail aspect of Telstra, which competes with other businesses and is not, in most cases, a monopoly.

Is it Possible?

Despite arguments by some to the contrary, it is entirely possible for Telstra to be split into separate wholesale and retail companies.  This can clearly be seen by the fact that Telstra, as a wholesaler, already sells network access to telecommunications retailers such as Optus and AAPT.  If that is the case, then it follows that Telstra, as a wholesaler, could also sell network access to a newly-separated Telstra retailer.

An example of a monopoly utility that has been successfully, and quite easily, separated into not two, but in fact three, separate companies is the Hydro Electric Corporation in Tasmania.  Several years ago the HEC was split up into a retailer (Aurora), a transmission network (Transend) and a power generator (Hydro).

CONCLUSION

Telstra should not be further privatised, because the Telstra network is a monopoly and an essential service, and the privatisation of that would be against the national interest and a bad thing for ordinary Australians.  The consequences of the privatisation of Telstra would be that people would pay higher telephone bills, and Telstra will make bigger profits, which will only benefit private Telstra shareholders.  In the process of privatisation, stockbroking firms will make hundreds of millions of dollars, at the expense of the public.  Telstra should be bought back, split into wholesale and retail division; the wholesale division (IE the network) should be retained in 100% government ownership, and consideration given to privatising only the retail network, after competition issues are addressed.
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